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PREFACE

ARARAARAAA

THis book is designed for the general reader rather than for
the student of economics. Perhaps this is another way of say-
ing that it is concerned with public policy rather than with
economic theory. In the broad field of political economy it
emphasizes policy rather than analysis. It is frankly an ex-
pression of point of view, a “participating” discussion of
political and economic programs more than a detached analy-
sis of “what goes on” for the benefit of the interested student
observer. It is so because the author is convinced of two things
—first, that important policy decisions affecting our economic
and political life must be made within the next few months
and years, and, secondly, that these decisions will be made, not
by economists in academic convocation, but by the leaders
of business, of labor, and of political life—reacting to the
common-sense convictions of the majority of the people, who
are the rulers of a democracy.

There is a growing recognition that, in addition to concen-
tration on the present urgencies of all-out war, it is not too
early to tackle the problems of post-war readjustment, chief
of which is generally conceded to be the unemployment of
capable man power.

Why is it that observers of the current scene almost in-
variably mention unemployment as the central problem when
the internal dangers to our present social order are consid-
ered? It is probably because unemployment is the particular
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PREFACE

failure in the system which affects the largest number of
people and creates the greatest amount of unjustifiable suffer-
ing both physical and mental. At the same time unemployment
is a symptom of economic unbalance in capitalistic economy,
an unbalance so severe as to threaten the equilibrium of the
entire system. Here is a challenging problem which must be
solved if our society is to survive.

Ten years in public life have convinced the author that the
man on the street has a practical grasp of the essential factors
involved in most important public questions, in spite of the
fact (or perhaps because of the fact!) that he cannot under-
stand the learned jargon of the professional economist.

Accordingly the viewpoints and authorities cited will fre-
quently be chosen from leaders in industry, in public life, and
in journalism, with an occasional economist to lend the proper
tone of abstruse respectability to the discussion.

While it is not possible to identify the source of all the ideas
one secures from the writings or the conversations of his col-
leagues, an effort has been made in this book to acknowledge
the contributions of certain authors by occasional quotations.

Mr. Werner Hochwald and Miss Deloris Coy have been
of great assistance in reviewing details of the manuscript,
and Mr. Hochwald has contributed several suggestions which
have been incorporated. The author’s wife, Lillian A. Stead,
offered valuable criticism of the book from the point of view
of its appeal to the general reader, and Virginia Lynott Seifert
ably «discharged the secretarial duties connected with the
preparation of the manuscript. Special acknowledgment is
due the editors of the American Sociological Review for
permission to republish the material in Chapter XVI, much
of which appeared as an article in that journal. Similarly the
Russell Sage Foundation has accorded permission to in-
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PREFACE

clude in the first part of Chapter IX a portion of an article
on the history of “Employment Services” originally appear-
ing in the 1941 Social Work Year Book.

It is doubtless superfluous to add that the facts and view-
points herein set forth are not original or new. It is merely
hoped that this particular reshuffling of them will focus atten-
tion on a problem of major significance and thus aid the
average man and woman in reaching one of the common-sense
decisions which make democracy work.

WiLriam H. STEAD

St. Louis, Missouri

July, 1942
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Part I

THE CAUSES OF UNEMPLOYMENT






CHAPTER 1

UNEMPLOYMENT—THE GREATEST ENEMY OF
DEMOCRACY

WiTH his great facility for expressing the aspirations of the
common man, President Roosevelt has recently centered the
hopes of democratic peoples on the attainment of the four
freedoms. While we Americans may count ourselves fortunate
that our political democracy has assured us freedom of ex-
pression and freedom of religion, we join the rest of hu-
manity in our need to secure freedom from fear through
stable world relationships and freedom from want through
improvements in the economic order.

This war is being fought primarily to secure that inter-
national stability which means freedom from fear. The war
may be lost in the final analysis, however, unless we can
adjust our ways of making a living so that mankind is given
greater assurance of “freedom from want.”

In a time when the American people are more concerned
with the future of democracy than in any other period since
the Civil War and perhaps since the Revolution, there is,
strangely, no clear identification of the chief danger threaten-
ing that democratic future.

Everyone senses certain dangers within our own system and
certain external threats, but we differ in our beliefs as to
which is the greater threat. Since the actual declaration of
war, earlier arguments between “isolationists” and “interven-
tionists” have given way to a universal conviction that totali-
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tarian dictatorships, particularly Hitler’s brand, endanger the
very existence of democracy and every effort must be made
to destroy these encircling enemies. Few, however, would
challenge the statement that, once dictatorship is smashed, de-
mocracy must do a better job of putting its own house in
order if future catastrophe is to be avoided.

While conceding the external dangers, it is entirely in order
to focus attention on the need to counter the.internal threats
to our economic and social system if we are to avoid dictator-
ship, which feeds on economic unrest and dissatisfaction.
Indeed, it can be argued with reason that the internal enemy
—unemployment—constitutes a greater long-run danger to
democracy than Hitler and his “new order.”

Democracy rallies to defend itself against external aggres-
sion, and the very effort and unity necessary to crush such
attacks in turn contribute to the strength of democracy. Few
can observe either the United States of America or the British
Commonwealth of Nations under fire and fail to see a growth
of democratic forces in these great nations.

Continuing unemployment, on the other hand, creates fric-
tions and tensions within a democracy. It divides rather than
unites and it produces a sense of futility, of resignation,
rather than a will to resist.

Each new and unexpected turn in the war brings further
conviction that the revolutionary character of this world up-
heaval makes it imperative that we tackle immediately the
problem of balancing up our own economic democracy if we
would weather the storm.

Thus one newspaper columnist, expressing a viewpoint
echoed by many others, made this pertinent comment at the
time public opinion was trying to orient itself with the out-
break of the Russo-German war:
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Many in the west would like to see Germany lose without suffer-
ing the ultimate cost of losing; and would like to see Russia win
without garnering the fruits of victory. This is a gamble that in the
future the moon will be made of green cheese.

This truly climactic moment, this day of the trembling of worlds,
actually calls on the west to initiate the greatest offensive in history
toward the solution of its own economic and social problems, and
thereby to give up hoping that both Stalin and Hitler will break
mirrors and walk under ladders on the same day.

If it could be officially announced, as a solemn American legisla-
tive determination that the unemployment problem in this country
had been reduced to an anachronism; that we had made up our
minds, regardless of cost (and in fear of the ultimate cost of failure)
to provide a job for every worker, now and forever, then we would
be free, without fear, to help Russia in a manner almost impossible
today. We would be laying aside childish things, and offering our
own bid to the future. We would say: “This is the way it is going
to be,” and armed against the night with a shield of better than
metal, we could quite freely pursue our foreign policy. Our only
safeguards today against ideological infiltrations are our own crossed
fingers. No wonder we feel naked, and live much in dreams.

It is important to remember that unemployment of men is
always paralleled by idle capital and unused productive re-
sources of all kinds. In other words, when there are idle men,
there are idle machines; when labor’s income declines due to
unemployment, management’s share is reduced and the own-
ers of property likewise lose ground. All of these losses re-
flect the basic fact of failure to use available productive
capacity—material and human.

There are, of course, instances of unemployment attrib-
utable to human failures and perversities. Some individuals
are out of a job due to their own incapacities, temperaments,
or personal failures. Others may be the victims of unfair or
unwise management policies, of union hiring restrictions, or
of exploitation on the part of those who control the property
interests in the industrial system.
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Without minimizing the extent of unemployment due to
these human frailties, which might be present under any eco-
nomic system, it may be said that the elimination of these
personal factors would still leave the problem of unemploy-
ment as a basic threat to our present order. And, indeed, it
is well that such is the case! For should the solution of the
problem of unemployment rest on the possibilities of rapid
reform in human behavior, who could be optimistic of the
future?

If, on the other hand, there are aspects of the operation of
our present scheme of economic arrangements which are in
themselves responsible for this failure to use available re-
sources of men and machines, then perhaps something can be
done about it. Human behavior improves very slowly; human
institutions change frequently and rapidly. It is comforting
sometimes to realize that what we call capitalism as a system
of economic arrangements is actually less than two hundred
years old, out of a recorded human history of five thousand
years. Small wonder, then, that such a brief experiment has
revealed a few major flaws along with a remarkable record
of accomplishment.

If one is frightened by the necessity of critically analyzing
our economic system and considering some important changes
to bring it back on the track of progress, let him contemplate
what has happened in the century and a half since the in-
dustrial revolution. If we take any fifty-year period since this
country was founded, we find that economic proposals which
were generally branded as radical, socialistic, and destruc-
tive at the beginning of that fifty-year period were accepted
as commonplace and as steps in an evolutionary progress by
the end of the period.

Moreover, the changes which were proposed sometimes
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threatened to disrupt the entire existing scheme of things.
When Jefferson proposed universal manhood suffrage and pub-
licly supported education as the means of protecting the eco-
nomic status of the common man, he was running counter to
established beliefs and arrangements and he was roundly de-
nounced as impractical and a destroyer of the very basis of an
orderly society.

Lincoln faced the necessity of supporting a move which
meant an economic revolution in the lives of a huge section
of the population, a move so strongly resisted that Civil War
was necessary to achieve it.

Yet who doubts the relative value of the contributions to
present American life made by these radical readjustments
in the early pattern of our national life?

Today we face another major crisis in our national life,
an economic crisis, and if we are capable of meeting this
crisis with constructive action (as we are) it is because of
the strength of our political democracy, which has demon-
strated under such leadership as Jefferson’s and Lincoln’s
that necessary changes in economic and social institutions
can be made in spite of opposition from the economic “powers
that be.”

It is suggested that three practical tests of the working ef-
fectiveness of an economic system are, first, the degree to
which the system encourages the development of productive
capacity to satisfy human wants, secondly, the degree to
which such productive capacity is utilized, and, finally, the
equity with which the benefits of such production are distrib-
uted to meet human needs and desires.

Let us try to measure our system of private competitive
capitalism in these three respects.

On the first count the system gets an A rating. No alterna-
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tive economic arrangement, either precedent or concurrent,
has remotely approached capitalism in its actual or potential
achievements in developing productive capacity. The amazing
industrial developments of the last one hundred and fifty
years have made possible a tremendous improvement in the
standard of living of the average human being. No chapter
in human history records more progress in providing poten-
tial satisfactions than the productive advances under capi-
talistic economy.

No single measure can adequately reflect these enormous
gains; but at least some conception of the rate of progress
may be secured by a glance at Chart I, representing total pro-
duction in the United States during 1863-1941.

The most encouraging part of this picture is that success
in meeting this first test—namely, developing productive ca-
pacity—is of the greatest importance.

No matter how well an economic system may meet the
second and third tests, it cannot succeed unless it passes the
first. Most alternative arrangements which have been pro-
posed have concentrated on improvements in the second and
third areas, particularly the matter of better distribution of
the benefits of production, and have failed to offer prospects
of improvement or even prospects of equally effective per-
formance in developing productive capacity. There is little
gain for the human race in a more equitable distribution of
the results of declining production.

In properly evaluating this area of achievement, how-
ever, we must recognize that concurrently with an expanding
and creative producing economy we have gradually been lim-
iting both the “private” and the ‘“‘competitive” aspects of
our so-called private competitive economy.

Within the economic structure itself, combinations and
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monopolies of varying types have been steadily encroaching
on competition until there is real question whether the typical
pattern is that of competition.” Moreover, social controls over
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Total Production in the United States, 1863-1941

Sources: Data for years 1863-1937, The Structure of the American Economy,
Part I, “Basic Characteristics,” National Resources Committee, June, 1939, p.
60. Survey for years 1938-1941 based on data from Department of Commerce,
Survey of Current Business, May, 1942, p. 12. The figures for national income
were converted to “1935 dollars” using method of the National Resources Com-
mittee as follows:

Year National Income  Wholesale Price Index  Real Production
1935 ... .. . 55.7 100 56
1936 .. ..... 64.9 101 64
1937 . ....... 71.5 108 66
1938 ........ 64.2 98 65
1939 ........ 70.9 96.5 73
1940 ........ 713 98 79
1941 ........ 94.7 1125 84

private enterprise have progressively increased, accelerating
in recent years. Indeed, the majority of the people have so
frequently resorted to political action to secure economic con-
trols and arrangements they could not secure directly through
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the economic system that one astute observer reaches the con-
clusion that the capitalistic economic system is in funda-
mental conflict with political democracy.®

His conclusion is based on his belief that in capitalist econ-
omy power is vested in the few who control property rights
while in political democracy control rests with the majority of
the population, whose economic interests are frequently if not
always in conflict with those of the few exercising economic
control. )

One need not be so pessimistic. A system which passes the
major test of effectiveness surely is capable of adjustment to
meet the others. It must be conceded, however, that our pres-
ent order does not measure up satisfactorily in either of the
remaining two tests.

In the matter of full utilization of potential productive ca-
pacity, modern capitalism reveals an astonishing weakness.

Chart II represents an effort to compare the actual achieve-
ments of our American economy in recent decades with the
potential achievements possible with the productive capacity
which had been developed under the drive of the capitalistic
system. Economists might differ in the details of data used
in this chart, but there is general acceptance of the accuracy
of the picture as a whole.

The gap between actual national income produced and the
estimate of available productive capacity represents unused
productive capacity in man power, machines, and resources.
Chart I11, which closely parallels Chart II, presents the same
picture in terms of unused man power alone—the problem of
unemployment.

At least three outstanding characteristics may be noted in
these charts. First, the proportion of the total potential pro-
ductive capacity which is not utilized is large. For the entire

10
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For the purposes of this chart, practical full employment in 1938 was assumed
to correspond to a residual unemployment of 2 millions, using an estimated
labor force in 1938 of 54.5 millions. The estimated potential national income
in 1938 corresponding to practical full employment is 103.2 billions of 1929
dollars. This figure was derived from data shown in Appendix 18, section 2,
of the report The Structure of the American Economy, Part I, National Re-
sources Committee.

America’s capacity to produce during the late twenties with the capital goods
and Iabor force which she then possessed and with the technology and the
general pattern of operative and commercial organization then prevailing has
been estimated as amounting to 19 per cent above what we actually produced
in that time. See Edwin G. Nourse and Associates, America’s Capacity to
Produce, Washington, The Brookings Institution, 1934, pp. 415-421.
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seventeen-year period it approximates one-fourth of the total,
enough to provide a high standard of living for one-fourth
of the population. During the last decade this wasted capacity
amounted to over one-third of the total, while at least one-
fourth of the available man power was involuntarily idle.
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A CRUDE ESTIMATE OF THE UNEMPLOYED,
Cuarr 111

Total Persons Engaged and Labor Force, 1921-1936

Source: The Structure of the American Economy, National Resources Com-
mittee, Part I, p. 32.

The second fact to be noted is that the rate of unemploy-
ment and of unused productive capacity is increasing. The
percentages of unemployment are definitely larger in the
first forty years of the twentieth century than in the last four
decades of the nineteenth. Moreover, the problem has been
greater in the past few years. There was a larger percentage
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of unemployment during the twenties than in the earlier pros-
perous period from 1900-1914, and surely no previous expe-
rience has approached the depression of the 1930’s in the
paralyzing of productive capacity and the devastating spread
of unemployment.

Some careful economists have pointed out that early data
on unemployment are scarce and the available material from
1890 until 1926 would not show conclusively that there was a
trend toward increasing unemployment.* However, when we
add to this period the experience of the decade ending in
1940, we are forced to recognize an increasingly serious
problem. Unless the experience of the past twenty years can
satisfactorily be explained as due to unusual circumstances
not inherent in our economic system (and no such explana-
tions are available to date), it is impossible to avoid this
conclusion.

The third phenomenon illustrated in these charts, particu-
larly in the material with respect to production in Chart I,
is the periodicity or rhythmic character of the fluctuations in
the volume of unused capacity.

Under any system economic life is a dynamic, changing
movement dependent on an extremely complex interplay of
forces. It is never a simple orderly development governed by
unchanging “economic laws” or “principles,” as some eco-
nomic textbooks might lead us to believe.

Some of the changes constantly occurring in our economic
life seem to have a rhythmic character: not only do they recur
periodically but they reveal counteracting or compensating
forces and tendencies.

Thus seasonal changes in business activity have a certain
predictability and dependable rhythm even though exact du-
plication of performance is rare. Similarly the so-called

13
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“cycles” of business prosperity and depression reveal some
degree of regularity and a series of compensating forces and
reactions—despite the apparently increased violence and ir-
regularity of the swings.

Each of these rhythmic phenomena creates unbalance of a
more or less temporary character and creates frictions which
have a continuous tendency to “unbalance” the structure.

Thus, even if the laws of market competition worked very
well to move the economic system back into balance, the con-
stant recurrence of these rhythmic upsets would create a cer-
tain amount of temporary maladjustment—illustrated in the
unemployment of man power seasonally and in periods of de-
pression.

There is, however, another set of changes constantly oc-
curring. These are the changes which mark expansion, de-
velopment, and progress in economic life. New techniques,
new industries, new methods of distribution responding to
the increasing economic desires of an increasing population,
continually create new economic situations and require new
equilibriums.

Technological changes expand markets and change the
ratios of capital to labor, of management to working force,
of skilled labor to unskilled. Again, the perfect working of
competitive controls in a free market should correct the bal-
ance of forces and result in proper equilibrium. But here,
likewise, countervailing forces and frictions interfere and
balance is not always regained. Monopoly controls and gov-
ernment regulations intervene. Moreover, individual and so-
cial interests do not always coincide.

Technological unemployment, frictional lags in the organ-
ization of the labor market, and, finally, serious disloca-
tions in the distribution of purchasing power result. All of

14
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these become cumulative and threaten to disrupt the system.
Thus it appears that on the second test—full use of available
productive capacity—our present economy records a sharp
failure.

A poor showing is likewise made in meeting the final test
—equitable distribution of the benefits of production.

19351936
SNGLE NOVIDUALS  RANGE AGEREGATE INGOME
HIGHEST TENTH $2600 B OVER ) ) ]
NINTH 1925 - 2600
EIGHTH 1540 - 1925

SEVENTH 1275 - 1540

SIXTH 1070 ~ 1278

FIFTH 880 - 1070

FOURTH 720 - 860

THIRD 545 - 720

SECOND 340 - 345

LOWEST TENTH UNDER  $340
1 L Il 1

[+ 0 30 0
CuART IV

Distribution of Aggregate Consumer Income

20
PERCENT

Source: The Structure of the American Economy, National Resources Com-
mittee, Part I, p. 6.

Here again let us look at the record. Chart IV shows for
the depression year 1935-36 the actual distribution of con-
sumer income by tenths of the population.

Using the data in Chart IV, we note the striking fact that
nearly two-thirds of the national income (62.2 per cent) is
controlled by the upper 30 per cent of the population, while
the poorest 30 per cent of the population receive less than
10 per cent of the income (8.9 per cent). A sharper contrast
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is found between the top 20 per cent of the people, with 50.7
per cent of the income, and the lowest 20 per cent, with only
4.6 per cent. On the extremes we find the wealthy 10 per cent
of the population getting 36.2 per cent, while the bottom
tenth gets but 1.7 per cent of the total.

This means that better than 95 per cent of the purchasing
power is controlled by 80 per cent of the population with
incomes above $545 per year in 1935-36. It therefore follows
that the market is aimed at or near the “center of gravity”
of this 95 per cent of the purchasing power. The poorest 20
per cent have less influence on the market than do 2 per cent
of the people selected from the upper tenth!

In other words, 20 per cent of the population have no effec-
tive way of encouraging production of the necessary amount
of goods and services to meet their needs, while the well-to-
do elements have incomes so large as to cover needs, com-
forts, luxuries, desired services, and extensive savings.

This situation is illustrated in Chart V, which shows the
ratio between current expenditures and savings in 1935-36
at different income levels, and in Chart VI, revealing the
relative expenditures for various items at these different in-
come levels,

Two striking facts are demonstrated in Chart V. First, per-
sons with incomes of $1250 a year or less spend all of their
incomes and many spend in excess of their incomes. For this
group (comprising nearly 60 per cent of the people) no sav-
ings are possible, and for many of them society through char-
ity and tax-supported relief and benefit schemes (social se-
curity, etc.) must provide part of the expenditure to meet
their needs.

In the second place, it will be noted that a large propor-
tion of the upper incomes go into savings and thus into capi-
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tal investment. In a period of business prosperity this pro-
portion of savings among upper income groups greatly
increases.”

P
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CHART V

Proportion of Consumer Income for Consumption and Savings, 1935-
1936, at Different Income Levels

Source: The Structure of the American Economy, National Resources Com-
mittee, Part I, p. 5.

It will also be observed in Chart VI that among the lower
income groups a much larger proportion of the actual ex-
penditures (other than savings and taxes) goes for the basic
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necessities—such as food, clothing, and housing—than is true
of the upper income levels.

Can this be described as a picture of equitable distribu-
tion of the benefits of production? One must be a calloused
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defender of the status quo, indeed, if he characterizes this
as equity! Here, in fact, is the reason that “one-third of the
population are ill-clothed, ill-housed and ill-fed.”

Equity need not and should not be defined in terms of equal
distribution of purchasing power. Human beings are not
equal, either in their capacities and contributions or in their
desires and needs. Democracy should assure equality of op-
portunity and not equality of results.

18
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Perhaps equity in the distribution of purchasing power
might be defined to mean a return which approximately meas-
ures the value of an individual’s contribution to productive
activity—recognizing that the contributions of various groups
will differ in importance and that individuals within a group
will likewise vary in effectiveness.

Viewed from another angle, normal differences in earning
capacity should not be accentuated by privileges for the few
and restrictions for the many created by legal and economic
institutions which interfere with the working of a free market.

Here, then, is the most obvious failure of capitalist econ-
omy to meet a test of effectiveness. The human beings who
make the system operate do not get an equitable distribution
of the benefits of that operation, and the dissatisfaction and
suffering which result lead the mass of the participants to
challenge the justice of the entire system.

The challenge to the justice of the system is serious. It is at
this point that most critics of the system get in their telling
blows and secure a hearing for some alternative economic
order such as socialism, communism, fascism, or nazism.

Nevertheless, an even more serious challenge is that this
inequity in the distribution of purchasing power is unwise and
inefficient; that it is, in fact, largely responsible for the failure
of the system to meet the second test—i.e., full use of pro-
ductive capacity.

In other words, it is contended that the long-run growth in
unemployment is due fundamentally to an uneconomic dis-
tribution of purchasing power which tends to hold down the
effective demand for goods and services and thus prevents the
full use of potential productive capacity of both machines
and man power.

It was shown in Chart II that we are accumulating a vast
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reserve of unused productive capacity. Studies of America’s
Capacity to Consume made by economists of the Brookings
Institution® clearly established the point (which no American
has doubted) that the people’s desires for goods and services
far exceed present abilities to secure them and that great in-
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creases in national income such as characterized the 1920’s
are accompanied by great increases in market demands for
goods and services, including the necessities of life.

Chart VII illustrates this matter of great potential demand
for goods on the part of the lower income groups. It will
be seen that in spite of the fact that more than half of the
people (nearly 60 per cent) with incomes below $1250 in
1936 spent all of their funds for goods and services, mostly
for necessities, the very poor people (nearly 20 per cent get-
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ting less than $500) can spend only a fraction of what they
would spend for these essential goods if they had an average
income, say $1250.

At the other extreme, as shown in Chart V, persons with
high incomes save a large proportion of their earnings and
invest them directly or indirectly in capital goods—ma-
chinery and plant capacity.

The net result is that as the national income increases—
as it increased from 1900-1930, for example, and is now in-
creasing again—a larger proportion of the total goes into
savings—into the creation of productive capacity, if you
please—and a smaller proportion goes into current expendi-
ture for goods and services! As this trend becomes cumula-
tive it results in a continuous backlog of unused productive
capacity and a large volume of unemployment.

Moreover, the cycles of prosperity and depression accen-
tuate the difficulty, and a war situation like the present further
stimulates plant expansion. Increasing incomes during boom
periods result in disproportionate savings and overexpansion
of plant capacity—relative to the ability to sell the goods.
In the succeeding depressions both savings and expenditures
drop sharply.

The purpose of this book is to explore these relationships
in an effort to establish the conditions giving rise to unem-
ployment. Once the causes are clear, the further task is to con-
sider steps which can be taken to increase the use of our po-
tential productive capacity and reduce unemployment. It is
our conviction that the causal factors of unemployment can be
identified and that adjustments can be made which will make
the economic system serve the needs of the people with greater
justice and efficiency, and thus move closer to the democratic
objective of “freedom from want.”
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CHAPTER 1II

SEASONAL IRREGULARITY

ONE of the continually recurring causes of unemployment is
seasonal fluctuation in the volume of business activity. In their
introduction to Reducing Seasonal Unemployment by Edwin
S. Smith, the five employers who sponsored that valuable
study aptly characterized the seasonal irregularities of pro-
duction and employment as the “recurring common colds” of
the economic system.”

Recognizing the essentially rhythmic character of both sea-
sonal movements and cyclical changes these men comment on
the interrelationship of these two causes of unemployment as
follows:®

These two diseases of the economic social order are different but
related, much as are epidemic influenza and the persistently recur-
ring common cold. Our economic influenza has a relatively high
mortality and causes much misery when it descends upon us at
irregular intervals. But the toll in loss of economic power, in suffer-
ing and in lowered vitality of the annually recurring common colds
of our economic system, while less dramatic and acute at any one
time, is, perhaps, as high as that of its more virulent cousin.

The #tnalogy will bear further stretching. For attention to the
seasonal disease is not only warranted in itself, but, insofar as it
succeeds, builds up an economic resistance which helps the sufferer
survive the more acute cyclical disturbance. Moreover, any concen-
tration on overcoming the causes of the one encourages and advances
the study of preventive measures for the other.

The analogy between these rhythmic changes in economic
activity and physical disease is likewise helpful in suggesting
that just because these phenomena have recurred in the past it
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is not necessary to assume that they are inevitable or are in-
capable of modification or elimination.

Our immediate purpose is to identify the factors respon-
sible for seasonal changes in business activity with their re-
sultant unemployment.

Even a casual study of seasonal fluctuations in production
suggests that part of the variation is due to climatic conditions
and part is attributable to characteristics of human behavior
which are not controlled by the physical environment in which
we live.

Typical of the latter are the industries serving the holiday
trade (Christmas, New Year, Easter, Independence Day, ete.)
and those affected by what may be called conventional dates,
such as the closing of fiscal years, school openings and clos-
ings, popular months for weddings (June), and usual “house
moving” dates (May 1 and September 1). In this same cate-
gory, or closely related, are such items as the dates for intro-
ducing new annual automobile models. These “man-made”
seasonal activities are, however, not so important as the varia-
tions which are due directly or indirectly to weather condi-
tions with their twelve-month periodicity.

Perhaps the first fact to note in analyzing the effects of
climate on economic activity is that all important industrial
producing areas are found in the temperate zones, chiefly
the North Temperate Zone.

This is apparently due to two factors: first, the greatest
land areas are found in the North Temperate Zone and, sec-
ond, partly due to that fact, the greatest concentrations of
human population are likewise found in this zone. That the
preference of human beings, particularly the white races, for
life in the temperate zones is an important factor, however,
is illustrated in the three great continents which overlap the
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Torrid Zone and the temperate zones; namely, South Amer-
ica, Africa, and Australia.

In the case of South America, although the great bulk of the
land area containing vast natural resources lies in the Torrid
Zone, the much smaller area which is in the South Temper-
ate Zone (Argentina, Chile, Uruguay, half of Paraguay, and
the southern provinces of Brazil) includes the great majority
of the white population and most of the industrial and eco-
nomic activity of the continent.

In Africa the Mediterranean coast from Morocco to Egypt
- is in the North Temperate Zone and the southern tip of the
continent, containing the Union of South Africa, is in the
South Temperate Zone. Although these sections comprise less
than one-fourth of the land area of Africa, they include nearly
all of the white population and most of the industrial develop-
ment.

Even in Australia we find the northern half of the country,
which is in the Torrid Zone, containing only 15 per cent of
the population. All of the major cities, with their industrial
activity, are in the south: Sydney, Melbourne, Adelaide, Ho-
bart, Brisbane, etc.

Thus, although the land areas of the tropics have great
undeveloped resources, there has been and seems likely to
be only a very slow and limited industrial development in
those areas because of human preferences for living and
working in the temperate zones.

The frigid zones not only are limited in land area and nat-
ural resources but are inhospitable climates for human habi-
tation and, as a result, very sparsely populated. It thus ap-
pears that agreeable weather conditions have had much to do
with the location of economic activity, and the seasonal
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changes typical of those locations have in turn influenced the
character of economic activity.

Even within the temperate zones relative differences in
climatic conditions have had important influences in empha-
sizing or reducing seasonal fluctuations in production. Of
the four great industrial and commercial areas (west-central
Europe, Great Britain, United States of America, and Japan)
each of the other three has a more equable climate than
the United States, due largely to the effects of the Gulf Stream
and the Japanese Current.

Among nations of industrial importance only Russia and
China have seasonal changes comparable in severity with
those of the United States.

The result is that seasonality is a more important factor
in unemployment in this country than in these other centers
of production. One authority has estimated that not over a
half dozen important industries have a seasonal fluctuation
in demand for labor in either Germany or Great Britain.?

In the United States, however, so many industries are af-
fected it is difficult to find any that can be entirely excluded
from this influence. Within the boundaries of the United
States, moreover, variations in climate are considerable and
result in sizable differences in the seasonality in business
activity.

Thus the southern states, particularly those along the Gulf
coast, and the Pacific coastal area face much less severe
seasonal changes and show a more nearly even tempo in
economic activity. During the period 1928-1933 the author
was interested in making a series of studies of unemploy-
ment in Minnesota, an area where severe seasonal changes
had marked repercussions on the volume of business ac-
tivity.* A comparison of employment trends in this north-
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west area with the national trends as shown in the Analyst
index of business activity reveals a much sharper seasonal
variation in the Minnesota cities’ and serves to illustrate
the degree to which one area may deviate from the national
average. Of course the contrasts between different sections
of the country are even greater.

Strangely enough the areas within the North Temperate
Zone which show the greatest industrial development are
frequently located in sections which are subject to great
climatic changes, as witness the industrial north and east
in the United States and the north-central section of conti-
nental Europe.

This concentration of industrial activity in the north and
east has created an undue amount of seasonal fluctuation
in the economic activity of this country. Apparently the
chief reasons for the concentration in this area are historical
rather than economic. The initial centers of population were
in this section and of course industry and commerce de-
veloped locally. Studies of industrial location have revealed
that industries do not migrate easily, but tend rather to ex-
pand in their old locations.®

The accident of early colonial development along the
North Atlantic coast thus may be responsible for a consider-
able part of the present-day seasonal volume of unemploy-
ment in the United States. The early settlers in the southern
colonies immediately developed an agricultural economy,
one so profitable that it became firmly entrenched and dom-
inated the economic life of the south down to modern times.
In the north, agricultural efforts were not rewarded propor-
tionately and the growing population turned to industrial and
commercial pursuits which, once established, tended to grow
in those locations.
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All of this adds up to saying that one reason seasonal un-
employment is so large in the United States is that industrial
and commercial activity is concentrated to such a large ex-
tent in areas of the north and east, where climatic changes
are great and cause important variations in production. It
should follow, therefore, that the tendency for industry to
decentralize toward the south and to develop in the Pacific
coast states should have a measurable effect in reducing
seasonal fluctuations in employment.

Likewise the growing industrialization of the tropical and
semitropical countries should have a beneficial effect in cut-
ting down seasonal unemployment. When we look beyond
our national boundaries to the balance of the continent this
situation is clearly illustrated.

To the north the vast areas of Canada and Alaska, rich in
natural resources, have attracted population only along the
southern tier of provinces. All of the important economic
development of Canada is concentrated just north of the
United States border. Despite this concentration in the most
favorable climate, the curve of seasonal unemployment shows
much sharper variations for Canada than for the United
States.”

In marked contrast, the little Central American country
of Costa Rica, with limited resources but with an exception-
ally equable climate, shows very little seasonal change in
employment. In fact, one Costa Rican authority® points out
that the major seasonal peak in employment is occasioned
by an artificially induced fall rush of production of export
items designed for the Christmas holiday trade in the United
States. _

While this subject will be explored in greater detail in
another chapter, it may be pointed out here that, in addi-
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tion to the other advantages which may accrue to our econ-
omy from expansion of trade with Central America, the
Caribbean Islands, and tropical South America, one im-
portant gain may be a smoothing out of seasonal variations
in business as the balance of economic activity moves south-
ward.

A listing of American industries seriously aﬂectedbby
seasonal fluctuations in employment is presented in Woytin-
sky’s valuable survey of Seasonal Variations in Employment
in the United States.’

Among these industries some can be identified as directly
affected by climatic conditions of the type we have been
considering, as for example:

Agriculture

Food industries
Tobacco
Construction
Transportation
Mining, quarrying
Forest products

In addition to these obvious relationships there are many
types of business which derive their seasonal irregularity
from a secondary dependence on the industries which are
directly affected by climatic changes. Thus industries pro-
ducing agricultural machinery, or equipmens and supplies
needed in other highly seasonal industries, have an “in-
duced” seasonal variation of their own. Also enterprises
using or marketing the products of the primary seasonal
industries are similarly affected. It is clear, however, that
the possibilities of management planning to minimize these
“induced” variations are greater for this group of busi-
nesses,
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One step further removed from direct influence by cli-
matic changes are those industries which were once dependent
on actual seasonal shifts but are now more affected by style
factors and custom than by any basic seasonal cause. Here
the outstanding cases are textiles, wearing apparel, and to
some extent wholesaling and retailing.

There was a time when the seasonal production of textile
raw materials and the need for appropriate types of cloth-
ing for the different seasons combined to make seasonal
variations in production inevitable in these industries. Mod-
ern methods of storage, warehousing, and merchandising
of nonperishable items have largely removed the first factor.
As to the second factor, casual observation of spring-cloth-
ing displays in the dead of winter, and fur sales in the heat
of summer, demonstrates that mere climate has lost the battle
to style!

Perhaps it is unwise temerity to suggest that if style and
custom are the chief reasons for seasonality in an industry
they are more amenable to correction than if Mother Nature
takes a hand. Certainly a solution is available in such cases,
but there are those who maintain with conviction that it is
a simpler task to devise scientific methods of continuing
building construction in a northern winter than to persuade
milady to buy her Easter hat in the fall!

At the opposite end of the scale from industries whose
seasonality is controlled by climate are those businesses
where seasonal fluctuations are “man-made,” with little or
no relationship to the natural seasons.

The tremendous influence of the traditional Christmas
holiday on the distributive industries is a case in point. The
amusement business is similarly affected, as are all estab-
lishments producing items for the holiday trade. Where such
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seasonal fluctuations are tied to deeply rooted traditions
and beliefs—as in the case of holidays like Christmas, Easter,
and Independence Day—the seasonal peaks cannot be elim-
inated even though progress in reducing the variations may
be made.

However, in cases where public resistance to change is not
strong, as in the case of fiscal-year inventories or of dates
for releasing new automobile models, more direct action
should be possible looking toward regularizing employment
and stabilizing business volume.

Some of these seasonal movements in employment are
compensating in character from the point of view of the
labor market as a whole. Most of the industries directly
affected by climate show a winter slack season and a peak
in one or more of the warmer seasons—late spring, summer,
or early fall. Even here there are countermovements, such
as the logging, ice-storage, and fur-trapping industries, with
winter peaks of employment. On the other hand, retail and
wholesale trade and the industries tied to the holiday trade
show a late fall or early winter peak. In general this latter
movement is not equal in volume to the “natural” seasonal
expansions in the warmer seasons.

The important point, however, is that, since seasonal fluc-
tuations in business activity occur at different periods in
diflerent industries, figures of total employment understate
the volume of seasonal unemployment. Seldom are the work-
ers who are laid off in the slack season in one industry
utilized by another industry which happens to have a peak
of employment at that time. The net result is that a more
accurate picture of seasonal unemployment is secured by
adding up the figures for each industry—rather than by tak-
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ing trends of total employment which conceal offsetting
movements. '

Just how much of the total load of unemployment can be
charged to these seasonal changes in the volume of business
activity?

Woytinsky estimates that in an average year the total
volume of seasonal unemployment in nonagricultural pur-
suits varies between 260,000 in October and 1,660,000 in
January, with an average of about 1,000,000 for the year.”
Concerning agricultural employment he points out that from
1,500,000 to 2,000,000 farmers look for other jobs in the
slack season (winter), approximately 400,000 “part-time”
farmers have other regular jobs but work in agriculture in
the summer, and in addition “hundreds of thousands” of
members of farm families work in agriculture in the active
season without pay.'’ He concludes that “the total volume
of seasonal unemployment in urban areas in winter is prob-
ably 3,000,000 to 3,500,000 above the autumn level.”*?

A more conservative estimate relating to nonagricultural
employment is offered by Douglas, based on studies com-
pleted before the depression years of the last decade. He
concludes that seasonal displacement runs about 6 per cent
of the total industrial employment. Assuming 40,000,000
industrial wage earners, seasonal displacement would thus
affect about 2,400,000 workers a year.'

The Federal Reserve Board in 1930 estimated a 4 per
cent seasonal variation in manufacturing employment, with
September 2 per cent above and January 2 per cent below
the annual average.'* These data do not allow for offsetting
seasonal trends and thus materially understate the total num-
ber of persons affected.

Experience with seasonal variations in registrations of
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the unemployed in the offices of the United States Employ-
ment Service leads the writer to believe that Woytinsky’s
estimates are not too large.

Whichever set of figures may be accepted, it is clear that
seasonality occasions an important volume of unemployment
in the United States—large enough to require the best plan-
ning efforts of private industry and of government agencies
to reduce the extent of the fluctuations.
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CHAPTER III

DEPRESSION UNEMPLOYMENT

PerIoDICALLY the volume of business activity and of em-
ployment runs into a cumulative decline so precipitate in
direction and so prolonged in duration that we characterize
it as a “general depression.” Moreover, these phenomena
have recurred so often under capitalistic economy that we
have dignified them with the designation “business cycles”
and have evolved a series of elaborate theories as to their
causation and the sequence of phases through which they will
proceed.

It is not our purpose here to review business cycle theory
or even to express a preference for any one explanation
of these phenomena, although the writer’s prejudices in this
matter will doubtless be evident in later discussions.

Our first interest in approaching this problem is to see
whether it is possible to distinguish the “depression” un-
employed from those who are seasonally unemployed, those
who are out because of defects in the labor market so that
the man and the job do not get together, and those who are
chronically unemployed because of such factors as the mal-
distribution of purchasing power.

Just who are the unemployed persons whose numbers reach
such tremendous (and various) figures during a depression?
We still do not know with accuracy the number of the un-
employed, although the gradual improvement of employ-
ment service coverage gives promise of a reliable measure
of the volume of unemployment in the future and the census
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of 1940 gives a first useful analysis of the unemployed as
a starting point. Part of the difficulty lies in the imperfec-
tions of the statistical techniques to date and part lies in
lack of agreement as to what is meant by ‘‘unemployment.”

Let us begin by looking at some of the figures for recent
depression years.

Since 1929 careful month-to-month estimates of unemploy-
ment have been prepared by a number of reliable authori-
ties.! Though they differ in the amount of unemployment
estimated for any month, all of these series are similar in
contour. From a low point late in 1929 they rose steadily to
a peak in 1932-33 variously estimated at 13,000,000 to
16,000,000, or a quarter to a third of the working popula-
tion. Since 1933 the trend has been generally downward,
with minor interruptions at the turn of each year. The down-
side of the curve has been much less steep than its upside,
although after nine years the original figures have again
been reached.

No one can say how many unemployed there are in the
United States, now or at any time past. Yet the divergence
of figures from various sources is illuminating. Compare, for
example, data from three sources, independent of each other,
for November, 1937:

Persons actively seeking work through of-
fices of the United States Employment

SEIVICE vvviviieinrerenrroenennnnns 4,400,000
Estimate of total unemployment, Robert
Nathan ......ooiiiiiiiiiiiiinn.. 7,177,000

Returns from the United States Unemploy-

ment Census, adjusted for underregis-
Tration «oveneeennnrnnenenensnnenans 10,983,000

How can the large differences between these figures be ex-
plained? Though all of them may be cited as evidence of
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the extent of unemployment, actually they measure quite
different things.?

The active file of the Employment Service in November,
1937, represented unemployed workers who were actively
seeking new job connections. The immediacy of their search
for work may be inferred from their inclusion in the file,
since applicants to be considered active must have communi-
cated with an employment office at thirty- or sixty-day in-
tervals. Before the start of unemployment compensation
payments (and only Wisconsin was paying benefits in 1937),
the Employment Service registers were not likely to include
many whose idleness was due to a layoff from what they con-
sidered a regular job. (In April, 1930, workers in this posi-
tion accounted for fully one-fourth of all employable
unemployed enumerated by the census.) The size of the
active file of the Employment Service in November, 1937,
then, might be said to measure the number of “jobless” rather
than all who were “workless,” and to that extent it is an
inadequate guide to total unemployment. Moreover, at this
time many groups of unemployed workers, particularly in
the skilled and white-collar occupations, did not use the
employment office.

Nathan’s estimate, like all unemployment estimates, is a
computed figure, with certain limitations inherent in the
method used. It is based on the census concept of “gainful
workers”; that is, a person who usually follows a gainful
occupation. The number of gainful workers at any time is
taken as the measure of the total working population, em-
ployed and unemployed. Adjustments for population in-
crease may be calculated on a monthly or on an annual basis
by applying the appropriate proportions to each age group,
by sex, in the enlarged population. Further adjustments may
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be made to compensate for such factors as lengthening or
shortening of the school period and changes in the ages of
retirement for various reasons. Nathan’s estimates are pred-
icated on an annual increase of 450,000 workers. From the
total working population thus computed (in November, 1937,
about 52,500,000) are deducted estimates of nonagricul-
tural employment (based on data from the Bureau of Labor
Statistics) and of agricultural employment (based on Depart-
ment of Agriculture data). What remains is the estimate of
unemployment.

Assuming a reasonable accuracy in the estimating proc-
esses, the results are valid only to the extent that the size
and composition of the labor supply in 1930 was adequately
measured by the gainful workers recorded in the census. If
there were people employable and looking for work in 1930
but unable to report a “usual occupation,” they would not be
included. As a matter of fact, it has been estimated by re-
sponsible authorities that about 300,000 young people, out
of school without jobs or “usual occupations,” should have
been included in the working population of 1930 and were
not. Moreover, if the depression forced classes of people
into the labor market who were not there in 1930, such
changes would not be reflected in estimates of the labor sup-
ply based on the 1930 census of gainful workers.

Such an estimate measures what have been called the
“disemployed”—those who on the basis of 1930 conditions
could reasonably expect to be employed and at work in
1937. '

The higher figure of the special Unemployment Census
represents the unemployed, as defined by themselves. It is
the number of persons who answered in the affirmative when
asked if they wanted work and had none. In a sense this
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census may be said to measure the unfilled demand for
work, rather than the unused supply of workers. It probably
includes all of those to whom the Nathan estimate applies
and apparently some three million more outside the adjusted
“gainfully employed” population.

Where did the three million come from? Hardly from the
ranks of men in the middle working years, since virtually
all of those were already included in the labor supply after
allowing for the number physically or mentally incapaci-
tated. Hardly from youngsters under eighteen, since the
tendency to remain longer in school would reduce rather than
increase the job seekers in that group. The two most prob-
able sources are young people of both sexes between eighteen
and twenty-five and women between twenty-five and fifty.
Concerning the former there is reason to believe that even
in 1930 the demand for jobs was understated by the census
of gainful workers, and there is evidence that unemployment
and irregularity of employment among young people was
extensive in 1937. Of the latter it is known that the propor-
tion of women in the labor market has been increasing for
more than half a century, and even under “normal” condi-
tions a further increase might be expected. Furthermore,
many women above twenty-five not listed as gainful workers
in 1930 had worked when they were younger, and it is prob-
able that they would re-enter the labor market if circum-
stances required.

This deduction is supported by the returns from the special
Unemployment Census. Nearly a third of those responding
were women, compared to a little over a fifth of the gainful
workers in 1930. Although data on their age and occupa-
tional status are not available, we know that among female
applicants to the Employment Service in 1937 two-fifths
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either were without work experience or were re-entering the
labor market after having held no job for four years or
more.

On the whole there is reason to believe that many of these
“self-styled” unemployed, men and women both, are on the
fringes of the labor market. They are beyond the pale of
those who had a “usual occupation” in 1930 or can reason-
ably be supposed to have acquired one since. They are in-
experienced and, presumably, on the lower skill levels. They
include more than their share of women, among whom lower
skills predominate, and they fall outside the generally em-
ployable ages.

It has often been observed that the unemployment of one
worker, especially if he happens to be the principal wage
earner of a family, drives other members of the family to
seek work and, conversely, that the re-employment of one
worker may retire several others from the labor market.
According to the 1930 census two-thirds of the families in
the United States having gainful workers had only one
worker; consequently, if that one loses his job any others
who may seek to recoup the loss will not have a “usual oc-
cupation” as defined. To that extent they are substandard
and unlikely to find work in a period of widespread un-
employment.

Although families containing several workers are in the
minority, they present special problems. A 1937 study of
income and expenditures of urban families indicates that,
while incomes are higher in families with more than one
worker, individual earnings are lower.?

As might be expected, the earnings of the principal wage
earners in these families were lower than the earnings of
those in the families with only one wage earner; and the
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earnings of the auxiliary workers were lower still. It does
not follow necessarily that workers in multiworker families
are less employable or less stable in employment than the
others, but it is known that they are subject to greater un-
employment.

It seems clear that, among the lowest-paid classes of work-
ers, families with several workers are more frequent than
among the higher-paid classes. All of which suggests that it
is the pressure of extremely low earnings that drives auxiliary
workers to find work, at however meager wages. Thus does
poverty not only create but augment the industrial reserve
army!

To return to the unemployment estimates: Nathan’s com-
puted figure, as we have seen, represents the number of
“disemployed gainful workers,” those who on the basis of
1930 conditions could reasonably be expected to be working
in November, 1937, but were not. The Jifference—about
three million—Dbetween this figure and the report of the
Unemployment Census represents the unfilled demand for
jobs, outside the 1930 census definition of the labor supply.
It seems likely that this difference is not a measure of un-
employment in the strict sense, or ‘“‘disemployment,” but
rather an expression of inadequacy of income, from what-
ever cause. Further, it may be said that unlike the labor sup-
ply, which is assumed to increase in response to offers of
higher wages, this demand for jobs increases as individual
earnings decline, as the result of unemployment, of short-time
work, or of reduced wage rates. True, much of this demand
apparently comes from persons in the more remote recesses
of the labor supply, if they are strictly part of it at all; but
the demand, as a protest against insufficient income, can-
not on that account be dismissed as inconsequential.
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On the whole it would appear that for November, 1937,
at least, Nathan’s estimate is closer to the number of “genu-
inely unemployed” than either the registrations of the
Employment Service or the figures of the special Unemploy-
ment Census.

With the development of unemployment compensation and
the growing use of the employment offices by skilled and
white-collar workers, the employment service coverage of
the unemployed is now more complete.

Moreover, the experience with the special Unemployment
Census of November, 1937, as well as with the Unemploy-
ment Census of 1930 enabled the Census Bureau to do a
much more satisfactory job of measuring unemployment
in the 1940 census. As a result, the three comparable figures
for March, 1940, were as follows:

Persons actively seeking work through of-

fices of the United States Employment

SEIVICE vvveveiiieinninenrnenenn. 5,000,000
Estimate of total unemployment, Robert

Nathan ...cvvviiiiiiiiiiinnnnns 10,500,000
Returns from sixteenth census of the

United States, 1940 ................. 8,000,000°

It should be pointed out that the group of approximately
three million “would-be” workers who included themselves
in the special Census of the Unemployed in November, 1937,
is not represented in the March, 1940, figures. Their in-
adequate incomes and ‘“‘underemployment,” nevertheless,
represent an important social problem—which becomes much
more acute in depression periods.

Even with this group eliminated the remaining “un-
employed” include several distinct groups of people whose
problems of employment or unemployment are quite different
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in character. This total includes at least three broad groups
which can be easily distinguished.

The first group represents individuals who have very good
work histories; who have been out of employment a very
short time; who work in seasonal industries, white-collar or
professional pursuits, or highly skilled trades; and about
whom no immediate social planning or provision of public
work or relief need be made. They are out of a job because
of seasonal fluctuations or because of labor market frictions
which keep workers and jobs apart. None of these people
are known to any relief agency. They are self-supporting
and, as a result of fairly rapid industrial turnover, will be
re-employed quickly, at their old position in a seasonal in-
dustry, in some new attachment, or in self-employment. As
a matter of fact, these people are not known in general to
the public employment offices. They find their own means of
a new job attachment. For this entire group, who are un-
questionably out of work at a given moment, society needs
to make no immediate provision. If business conditions were
better and the total employment picture improved, fewer of
these people would be out even temporarily and they would
be much better off by avoiding the necessity of drawing on
savings or living with relatives during temporary periods of
readjustment.

At the other end of the scale we find another group of
the unemployed, those who are known to the relief agencies.
They include the people receiving various kinds of relief
in local communities, as well as those working on the W.P.A.
and other public work programs. While this group includes
some unemployable people, probably the bulk of them are in-
dividuals who have been successfully employed and with
some retraining or readjustment could be successfully em-

41



DEMOCRACY AGAINST UNEMPLOYMENT

ployed again if the opportunity offered. A large percentage
of them are drawn from the unskilled and semiskilled occu-
pations, domestic service, and migratory agricultural labor.
Many if not most of these people have been out of work
for a long time and their chances of re-employment are not
good. They form the “hard core” of the unemployed—a
group which is augmented in size during depression periods
but which exists in large part even in so-called prosperous
times.

The remaining group—the middle band of unemployed—
represents those who are not as yet known to the relief
agencies. They comprise the upper half or two-thirds of the
registrants in public employment offices. During July, 1941,
the total registration in public employment offices was about
five million, of whom nearly one-third were people working
on W.P.A.,, N.Y.A., and other types of public work and
relief programs and thus in the lower group of the un-
employed. The balance belong to this middle group—com-
petent workmen in all fields whose sole reason for unemploy-
ment centers in industrial conditions creating a lack of
jobs. They have been out of work a somewhat longer period
than the first group mentioned, and their skills and training
are in particular occupations or industries in which oppor-
tunities were not presently available. A considerable portion
of them were technologically unemployed. They comprise the
bulk of the “depression unemployed.”

It is this middle band of unemployed workers that get
the great bulk of placements through the public employment
services. While efforts are made to place the people working
on W.P.A. and other relief and work programs, by and large
they are not as effective potential employees as are these
individuals who have been out a shorter period of time and
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have not as yet been forced on the relief rolls. It is this group
concerning whom a great deal of intelligent planning needs
to be done at the present time. As the war program speeds
up employment, this is the group which secures the greatest
benefit. The first group was out only temporarily in most
instances and was quickly reabsorbed with the first small ex-
pansion in business activity.

At the other extreme it seems likely that, even with the
great expansion in business activity due to war needs, the
greater part of the “relief unemployed” will not be re-
absorbed. They lack the particular skills and immediate em-
ployability needed for war production, and we are witnessing
the anomaly of regularly employed workers being trans-
ferred from normal business to war work while the number
of unemployed persons on relief remains at a relatively high
figure.

It thus appears that what we have called the middle band
of the unemployed is the particular group whose unemploy-
ment can be charged to the business depression.

At the bottom of the depression, say in 1933-1935, this
group of “depression unemployed” may have accounted for
more than half of the jobless, but probably less than two-
thirds. As the depression ends—i.e., as production indices
reach and exceed 1929 levels—this group of workers are
practically all re-employed, although unemployment remains
with us as a major problem of economic maladjustment.

If it is true that organized labor and certain other groups
overstated the seriousness of the recent unemployment prob-
lem by including the upper band of those out of work among
those for whom provision must be made, it is equally true,
on the other hand, that organized industry and business

43



DEMOCRACY AGAINST UNEMPLOYMENT

understated the problem by confusing the total unemployment
problem with the relief problem.

While it is not our purpose to indulge in a statistical
presentation of the numbers of unemployed, it may be worth
while at this point to indicate some of the estimates of the
size of the group of “depression unemployed” we have just
been discussing. The four best-known estimates of unemploy-
ment which have been available throughout the period of
the thirties® have been supplemented since 1938 by a C.I.O.
estimate. Perhaps the most careful study of unemployment
figures in recent years has been made by Woytinsky in a
number of reports to the committee on Social Security of
the Social Science Research Council.”

Beginning in the spring of 1930 Woytinsky estimated
3,200,000 persons were unemployed in April. (The other
estimates for April, 1930, range up to 4,000,000.) Few of
these people were as yet casualties of the depression; prob-
ably 1,500,000 persons were unemployed in the summer
and early fall of 1929 due to factors other than seasonal
and cyclical fluctuations in business. Moreover, some of the
unemployed in the early spring of 1930 were seasonally
out.

A year later the figures had doubled, ranging from
7,500,000 to 12,500,000. The peak of unemployment was
reached in March of 1933, with the various estimates show-
ing these results:

Robert Nathan .........cciiiiiiiiiiinnrnnnnns. 13,808,000
W.S. Woytinsky ....covviiiiiiiiiiiiniiiiien. 14,300,000
National Industrial Conference Board .............. 14,762,000
American Federation of Labor .................... 15,653,000
Alexander Hamilton Institute ............ccovoun.. 16,467,000

Woytinsky’s analysis reveals that, of his 14,300,000 total,
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8,050,000 are accounted for in the drop of nonagricultural
employment since April, 1930, and approximately 1,200,000
represent new workers added to the labor market.

The balance of 5,050,000 include the 3,200,000 who were
unemployed in April, 1930, and 1,850,000 ‘“‘additional”
workers brought on the labor market through the unemploy-
ment of usual breadwinners. As we have seen, this latter
group represents more a problem of inadequate family in-
comes due to depression than actual unemployment.

It seems fair to conclude that at the peak of unemploy-
ment some 9,250,000 to 9,500,000 out of 14,300,000 were
among the “depression unemployed”—something less than
two-thirds of the total.

Revival of business activity began in 1933, stimulated by
the N.R.A., and continued with some interruptions until the
fall of 1936, when the volume of unemployment was esti-
mated at from 5,378,000 to 8,145,000.

The renewed depression or “recession” in 1938 pulled
the estimates up, Woytinsky estimating slightly over
9,000,000 in March, 1938, and others varying from
10,000,000 to over 11,000,000.

In the last four years a marked drop in unemployment
has occurred, accelerating rapidly in 1940 and 1941 with the
effects of the defense program. In March, 1940, the estimates
revealed from 9,194,000 to 11,576,000 unemployed. As
previously noted, the 1940 census count of the unemployed
totaled 8,000,000 and the rapidly improving active file reg-
istration of the United States Employment Service showed a
figure of 5,000,000 for the same period.

For March, 1941, and for March, 1942, the comparable
figures were as follows:
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Estimates of Unemployment March, 1941 March, 1942
National Industrial Conference Board.... 6,635,000 3,454,000
Congress of Industrial Organizations.... 9,064,000 7,012,000%

U. S. Employment Service Registration.. 5,166,000 4,559,000
W.P.A. Monthly Report of Unemployment 6,800,000 3,600,000
Alexander Hamilton Institute........... 7,260,000 5,200,000

At the same time all indicators of the volume of business
activity show that the depre.ssion has ended, at least in so
far as reaching and surpassing 1929 levels of activity are
measures of the end of the cycle.?

It should be noted in passing that the volume of residual
unemployment is much greater at the end of this depression
period than at its beginning, as was also true in the 1920-
1923 period.

This suggests that some of the “depression” unemployed
pass into the hard core of the long-run unemployed, just as
some of the individuals who are most seriously affected by
seasonal unemployment are among the early and persistent
victims of depressions.

One other consideration deserves attention before leaving
this review of the depressions as a factor in unemployment.

Regardless of divergence of views among economists as to
the causes of business cycles, most authorities are agreed
on certain points.*

One of these points is that producers’ goods industries are
more sharply and seriously affected in depressions than are
consumers’ goods. Similarly, durable goods are more in-
fluenced than perishable items and, finally, luxury goods are
more subject to cyclical variation than are necessities. These
differences are illustrated in Table 1.

It follows, of course, that workers in these industries will
be more heavily represented among the depression unem-
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ployed and these differences must be kept in mind in any
planning designed to reduce this type of unemployment.
Another point on which there is rather general agreement
is that the self-correcting influences in the business cycle
—those factors tending to re-establish economic balance—
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have never completely worked out. In other words, had it
not been for a steady growth in total production from period
to period (including prosperous and depression years) the
frictions in our economic system would have prevented com-
plete recovery in employment at the end of each succeeding
depression.

The rate of growth in total production was enough faster
than the increases in per capita productivity (at least until
recently) to bring about virtually full employment of labor
at the successive peaks of prosperity.

This explains why some persons who lost their jobs due
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to business depression cannot be reabsorbed merely as a
result of the recovery of activity in those industries. Vast
new employment opportunities need to be opened up if em-
ployment is to be held on an even keel—to say nothing of
expansion to take up population increases.

Whether such new opportunities can be uncovered in the
future, sufficient to more than offset a rapidly increasing
per capita efficiency, is a question we will explore in later
chapters.

It is sufficient at this point to emphasize that not all of the
persons out of work during a depression by any means are
chargeable to the rhythmic fluctuation in production which
we call the business cycle.
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CHAPTER IV

LABOR MARKET FRICTIONS

Tuus far we have been considering types of unemployment
occasioned by recurring fluctuations in the volume of busi-
ness activity, seasonal and cyclical. There are other changes
in economic activity which appear persistently and result in
the dislocation of workers. These changes, which we have
called labor market frictions, do not occur in rhythmic
sequence either within a single year or over a period of
years. Rather they introduce new conditions which require
a readjustment of economic arrangements to re-establish bal-
ance in the industrial structure. Some of these conditions
are a by-product of the complex interrelationships which
result from extensive division of labor and the mass-produc-
tion methods of modern capitalism. Others result from the
technological changes which introduce constant improvements
in productive methods.

Before analyzing the effects of technological improvements
on unemployment, let us consider the labor market frictions
which exist as a result of the complex character of our in-
dustrial mechanism.

In a simple economic system, such as characterized the
early days of American national life, it was not a difficult
task for the individual to find the job for which he was best
suited. In the first place, his range of choice was limited.
In any pioneer community the number of occupations was
not great and the proportion of the people who were self-
employed was considerable. If the person seeking work was
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not familiar with an occupation or the possibilities of a cer-
tain business enterprise, it was not difficult for him to find
someone in position to inform him.

In the second place, in an expanding and developing coun-
try it was always possible for individuals who found no
working opportunities in an older and settled community
to strike out for a newer and undeveloped area where a
variety of work opportunities could be found.

Moreover, in such a simple community it was compara-
tively easy for an individual to learn of the needs and possi-
bilities in certain occupations and to prepare himself through
training and experience for the trade, occupation, profes-
sional or business pursuit which seemed to offer him the best
opportunity.

Likewise, the employer’s problem was not difficult. The
number of jobs any single employer had to fill were not
numerous and, while calling for definite skill, were neither
so specialized in function nor so interdependent in relation
to other jobs as is true in the complicated modern economy.

Accordingly the employer, needing few workers and
familiar with many if not most of the people in the com-
munity, found little difficulty in contacting and securing the
workers needed. More or less formal arrangements for ap-
prenticeship and training provided a supply of younger work-
ers to meet the needs in most occupations. In such an
economic society there was no need for any formal machinery
to bring about satisfactory adjustments of workers and jobs.

When we shift our attention to the modern industrial pic-
ture, it is obvious that the problem is not so simple. Instead of
small self-sufficient communities producing goods and services
largely for local consumption, modern industry produces for
a world-wide market. Instead of a few well-defined occupa-
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tions from which to choose, modern mechanization and
specialization of production has resulted in thousands of
operations or jobs, whose very names are unknown outside
of the industry in which they are found. The Dictionary of
Occupational Titles lists 17,500 distinct occupations with
29,500 main and alternate titles.!

Instead of a small community from which to select a few
workers, the modern employer may need to bring together
thousands of workers for an industrial plant located in one
city. Instead of choosing from a few persons well known in
a community, those whose experience and background would
best fit into his trade, the modern employer must find means
of securing many workers to fit into hundreds of jobs or
occupations, many if not most of which he has not worked
at himself.

In contrast with the early employer, who knew his prob-
able labor needs well enough to be able to arrange appren-
ticeships to train young workers, the modern employer
cannot control his own market. Changes in taste and style,
new inventions, and substitute products unexpectedly appear
and rapid shifts in production result, with inevitable and
often unpredictable dislocation of labor.

The modern worker cannot easily locate available jobs
and he cannot secure adequate information with respect to
the requirements and possibilities of the thousands of kinds
of jobs which make up our complex economic structure. He
cannot even be reasonably sure of keeping a job he secures
and for which he is well qualified!

The modern employer cannot easily locate workers known
to be qualified for an immense variety of jobs—so numerous
that he must often card-catalogue them to remember their
names, to say nothing of their requirements. Moreover, he
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cannot readily secure information about workers’ qualifica-
tions for these jobs. He cannot undertake to train workers
extensively for future employments; indeed, he often cannot
provide for steady and continued operation of his enterprise
at a profit. Insecurity characterizes the lot of the modern
wage earner!

The past century and a half have marked tremendous
social progress. For all economic classes there has been an
improvement in the material standard of living, and for
society as a whole great progress as a result of harnessing
the forces of nature and improved techniques in the produc-
tion and distribution of goods and services. No thinking
person would return to the older economic order.

Nevertheless, one of the by-products of this process has
been an increasing insecurity for all classes, particularly
burdensome to the lower income groups among the wage
workers.

Society cannot afford to turn back, but society must face
certain costs of progress if it is to retain the benefits of this
material advance! Among these are the costs of insecurity
in the working groups. The individual cannot control the
factors in modern economic life causing this insecurity. Even
the employers, often banded together in powerful groups,
cannot control some of these factors, much less the worker
—when well organized he is still weak; individually he is
helpless!

Insecurity comes sometimes in the form of periodic un-
employment.

There is another form of insecurity which results from
the worker’s inability to get a job when somewhere a suit-
able job may be available. He does not know where it is,
what it is, or how to get it. He does not know whether he
is suited to perform the work or how to train himself for it.
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The employer often does not know where to find suitable
workers or how to determine whether they are fitted to handle
the job.

Society, in its efforts to provide public education to train
workers for useful employments, often adds to this in-
security by training people for jobs which are overcrowded,
failing to offer training for available jobs, or trying to train
people who are not fitted for certain occupations.

The net result of this situation is that a certain volume
of ‘“‘unnecessary” unemployment exists because the labor
market is not functioning automatically to bring job and man
together. These frictions in both time and space adjustments
are due to imperfect knowledge of employment opportunities
and imperfect organization of labor market machinery to
get workers and jobs together.

How large this volume of theoretically “unnecessary” un-
employment is cannot be estimated with accuracy. The ex-
periences of the United States Employment Service in recent
years, however, suggest that it is considerable.

Among the millions of unemployed registered in the public
employment offices during the depth of the depression, over
one-fourth were young people who had little or no work
experience and found it difficult to get a job because of two
factors:

1. Lack of specific training for any particular job

2. Lack of techniques for determining their suitability for jobs in
which they had no experience

Moreover, roughly half of the adult registrants were work-
ers dislodged from occupations in which employment op-
portunity had declined and who must therefore seek new
jobs in unfamiliar fields.

For both of these groups two things are necessary to secure
employment. First, total employment volume must be large
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enough to absorb them and, second, they must contact the
job and must demonstrate job suitability in terms of either
the completion of necessary (training or the possession of
skills and aptitudes required for the work.

To the extent that the delay in getting the job is due to the
second set of difficulties, we have unemployment due to
“current labor market frictions.” As we shall see in a later
chapter, the chief justification for a nationwide employment
service is to provide a means of reducing unemployment
due to these avoidable labor market frictions.

So-called technological unemployment may be viewed as
the lag in re-employment where individuals have lost their
jobs as a direct or indirect result of some change or improve-
ment in our industrial system.

It is not implied that persons so dislodged are permanently
unemployed, or even that total unemployment is increased
in the long run. We have chosen to regard technological dis-
placement as a form of long-run labor market friction. In
such cases not only must the individual face the difficulties
we have discussed above but the industrial structure must be
readjusted so that the newer methods of production or dis-
tribution will reabsorb the workers.

When a change occurs in industry, such as the introduction
of a new laborsaving machine, the question arises—will the
lowered costs of production due to the improvement bring
about an increase in production suflicient in volume to re-
employ workers to the number previously displaced? The
same workers need not be reabsorbed—the question is one
of total employment.

If there is a net residue of displaced labor, then “tech-
nological unemployment” is contributing to the growing
“hard core” of unemployment—as well as constituting a
source of temporary joblessness. On the other hand, if the

54



LABOR MARKET FRICTIONS

expansion of production ultimately reabsorbs the workers in
equivalent number we have merely a long-run aspect of
labor market friction.

Some few economists and many labor leaders are con-
vinced that the “machine” permanently displaces a certain
percentage of the working force and thus contributes to the
long-run growth of unemployment.?

Most economists, however, are agreed that technological
changes themselves do not create permanent unemployment.®
We are inclined to go along with the majority viewpoint.
By and large the resultant expansion of production has made
possible full reabsorption of the proportion of workers dis-
lodged by specific innovations.

It may happen, however, that the normal expansion of pro-
ductive capacity which results from an invention or an im-
provement in management practice is not fully utilized. This
defect cannot be charged to the technological change, since
the history of the capitalistic system has clearly demonstrated
that time after time the great increases in production which
follow inventions are more than sufficient to reabsorb the
dislodged labor despite increased per capita productivity.

It should be observed that many of the employment effects
of technological changes are indirect. In the first place, the
industry where the change takes place may strengthen its
competitive position and expand production, while a com-
petitor located in another section of the country may lose
ground and lay off workers. Whenever the change consists
of the introduction of a new product, the direct effect is a
new field of employment; losses of employment are more
likely to occur in established industries.

Improvements in transportation may build up some locali-
ties and cause unemplovment and business decay in others.
So, also, the time when a change is introduced may res~*
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either in immediate unemployment or in a delayed effect,
as in the case of improvements perfected in a depression
period for application when production expands again.

Contrary to the contention that technological improve-
ments are a source of long-run increase in unemployment,
it may be pointed out that in the absence of such changes
a relatively static productive system would result and it
seems likely that population increases would threaten to
create a serious backlog of unemployment.

What has happened is that the rate of growth in produc-
tion through the years since the industrial revolution has
been fast enough (in spite of increases in productivity of
labor) to bring about relatively full employment at the suc-
cessive peaks of prosperity until quite recently. The rate of
technical change was rapid in the early stages of the indus-
trial revolution and again has become extremely rapid in
the last two or three decades.

Though the rate of change may vary in the future as in
the past, there is no reason to believe that technological
advances with resultant expansions in productive capacity
will not continue. Reports of the United States Patent Office
tell an interesting story in this connection.

Selection of one
from among more

important
inventions coming
No. of into general use
Date patents issued during decade

1881-1890 218,000 Telephone
1891-1900 235,000 Automobile
1901-1910 324,000 Moving picture
1911-1920 401,000 Airplane
1921-1930 452,000 Radio
1931-1940 485,000 Plastics
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If we conclude that technological unemployment is a con-
tinuing characteristic of our economy, provision must be
made for the occupational readjustment of its victims. Some
studies* have been made of what happened to technologically
displaced workers, suggesting that the individuals who are
dislodged by such changes need not only the usual services
of a well-organized employment exchange but also assistance
in the way of retraining and occupational readjustment.

In any case the older workers who lose out in these situa-
tions have little chance of re-employment—such new oppor-
tunities as open up are filled by the younger people. To this
extent technological change probably operates to speed up
the sifting-out process which absorbs the younger workers
and leaves the older group more persistently in the “hard
core” of the unemployed.

Another form of labor market friction which gives rise to
unexpected unemployment is the high rate of mortality in the
life of business establishments.

In capitalistic economy the managerial unit which we call
a business establishment is the source of employment, both
for man power and for capital. Therefore the demise of a
business destroys the employment relationship and forces
both capital and labor to find a new source of attachment.
It is not commonly recognized that the life of the average
business firm is short.

Studies’ have shown that in manufacturing the typical
establishment has a life of eight years; for wholesale firms
the average is seven and one-half years, and in the retail
business the figure is six years. During the five-year period
1926-1930 over 12,000 firms went out of business in the
three cities of Minneapolis, St. Paul, and Duluth, and a
slightly smaller number of new firms were organized. In
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1930 there were approximately 16,000 firms operating in
the three cities; the number that went out of business during
the five years is equal, therefore, to 75 per cent of the total
in existence in 1930.

The garment industry in New York shows an exceptionally
high rate of turnover for individual firms, whose life expecta-
tion does not exceed five years. The mortality rate for busi-
ness establishments has been increasing with the growing
complexity of our economic system. It becomes much more
difficult for the businessman to estimate market demand for
his product and equally complicated to forecast changes in
his cost factors, such as raw materials, labor, and machinery.

Moreover, the increasing violence of the changes in direc-
tion which characterize the business cycles multiply the
hazards. Government regulations and taxes add to the un-
certainties. Generally speaking, the smaller establishments
are harder hit and less able to cope effectively with all these
complexities. Probably the increasing difficulties of man-
agerial decisions facing the small enterprise and the resultant
large number of failures have much to do with the growth of
large-scale enterprise and monopoly on the one hand and
government controls on the other. A complex and inter-
dependent system of production is not fertile ground for free
competition! ,

Here, then, is another source of frfequent and sizable dis-
location of man power with a period of inevitable unemploy-
ment until new opportunities can be found. The problems
faced by the dislodged individual in cases of business failure
are much the same as in the case of technological change. It
may mean a change of industry and location and it certainly
means a new employer must be found. However, it is less
likely to necessitate a change in occupation than in the case
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of technological change and therefore may not require so
much in the way of retraining and readjustment of work
habits.

Still another form of labor market friction may be found
in artificial restrictions on trade, both interstate and inter-
national. Despite great differences in relative self-sufficiency
of the different nations or sections within a nation, no area of
the earth’s surface and no national group is economically
self-contained. Our economy is world-wide and the greatest
effectiveness in its operation is obtained with the freest pos-
sible trade arrangements between all parts of the globe.®

It follows, therefore, that restrictions on the free develop-
ment of productive enterprise or the free flow of goods and
capital, such as tariff barriers, interstate quota restrictions,
etc., are sources of dislocation of industry and unemployment
of man power. Moreover, changes in these restrictive or con-
trol measures are disturbing elements in themselves, no
matter in which direction the changes move, since they re-
quire readjustments of the economic mechanism and cause
at least temporary maladjustments and unemployment.

It may be possible for a large and well-balanced section or
nation to establish a new equilibrium as a result of a major
change in world trade due to tariff barriers or war embargoes
and to re-employ eventually all the dislodged workers and
capital, but it will mean, in many instances, either a residual
of unused capacity or a lowered standard of living or both
(see Chapter XV).

Although in such circumstances a permanent increase in
unemployment could result, the evil effects of such restrictive
policies have usually led to corrective action and we have
chosen to classify even this uncertain factor as a “long-run
labor market friction” rather than a necessary and inevitable
cause of an increasing volume of permanent unemployment.
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CHAPTER V

THE WAR AND UNEMPLOYMENT

Eacu of the causes of unemployment so far considered has
created temporary dislocation in business activity and em-
ployment, and in each instance compensating and counteract-
ing forces have sooner or later resulted in reabsorption of
the unemployed. The duration of inactivity may be short, as
in the case of seasonal variations and current unemployment
due to lack of knowledge concerning available jobs, or it
may be extended, as in depression periods and cases of tech-
nological unemployment.

Again re-employment may be almost automatic and in the
same occupations and industries, as in seasonal and much
of the depression unemployment, or it may be a difficult
problem of retraining and occupational readjustment in in-
stances where the worker is forced to change jobs, industry,
or location because of shifts in international trade or tech-
nological changes in the productive mechanism.

A war situation cannot be said to introduce any new
cause of unemployment; rather, it creates sharper malad-
justments and changes the rates at which certain causal
factors operate. In general a war stimulates expansion of
productive capacity at abnormal rates and thus has an initial
effect analogous to a tremendous upswing of the business
cycle. The aftermath of wartime expansion is usually an
abnormal depression and severe unemployment.

Not only is the scale of the wartime “cycle” greater but
the dislocations in productive activity are further accentuated
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by the shift from normal to “war” industries with resultant
problems of excess expansion in some fields and undue re-
striction in others.

It may be said, then, that a war accentuates the problems
of ‘“depression” unemployment and increases the various
labor market frictions, requiring a tremendous amount of
readjustment of dislocated man power. The problems of trans-
ferring men from military and war-production occupations
to normal production are complicated by the accelerated
rate of technological change characteristic of a wartime
economy. Whether a war situation will likewise contribute
to the growth of long-run unemployment may depend (as
we shall see in the following chapter) on how the war eflects
the underlying distribution of purchasing power in the nation.

In order to understand the probable future effects of the
present war situation on the problem of unemployment, let
us analyze what is now happening—in the light of our earlier
experience with the first World War as well as the recent
experiences of European countries, in so far as we can learn
about them.

With modern industrialized warfare the cost of either de-
fense or aggression is increased beyond any previous ex-
perience. In the nations now actively at war such expendi-
tures exceed 50 per cent of the national income. In Britain
the figure early in 1941 approximated 60 per cent,' and esti-
mates place the German ratio for 1941 at 72 per cent and
that of Italy and of Japan at over 50 per cent. Canada was
using 30 per cent of her income in 1941, and even the United
States was carrying a defense or war load of 15 per cent in
1941, perhaps 40 per cent in 1942, with over 50 per cent
anticipated in 1943.°

Such tremendous and rapidly expanding expenditures are
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bound to have far-reaching effects on the industrial system
under any circumstances. However, the conditions of employ-
ment or unemployment existing when such wartime expansion
begins will make important differences in the results. If there
is general unemployment when the wartime effort begins, the
effects are more favorable for the whole economy. In such
a period all resources, human and material, are under-
employed and a major expansion of activity, even in defense
or war industries, pulls up the whole level of national in-
come and employment.

Available unused plant capacity and unemployed man
power can be devoted to the new needs without diverting
such resources from normal production. Moreover, the war
industries have a stimulating effect on other businesses be-
cause of increased purchasing power and expanding mar-
kets for raw materials.

It is also likely that under such circumstances a consider-
able war expansion of production can take place without
material increase in prices, since the increase in national
income is paralleled by increase in consumers’ goods to be
purchased.

Germany was in this situation in 1933 when Hitler began
his war-industry program. One-third of the insured wage and
salaried workers were unemployed in January, 1933. The
largest reduction in unemployment came during 1933-34.
The first “four-year plan,” beginning in 1933, called for
unrestricted increases in production and employment, and
for at least two years this expansion proceeded without sub-
stantial price increases.

In contrast with this situation the United States and most
of the European belligerents entered the first World War
when business activity and employment were already at
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rather high levels due to several years of prosperity and
expanding trade.

Under these circumstances either wartime production must
be superimposed on the existing economic structure, resulting
in tremendous overexpansion, or drastic and rapid curtail-
ment is necessary in normal production of goods and serv-
ices, with resulting serious dislocations. In the United States
both solutions were attempted in 1917-18 and we experi-
enced serious price increases and sharp dislocations of the
industrial structure.

Between periods of general unemployment, such as all
nations faced in 1933, and relatively full employment, comes
the stage of partial or “segmentary full employment.”® In
such a period bottlenecks of “full use” begin to appear in
certain industries and in certain groups of skilled workers,
while there remain many industries with unused capacity
and large numbers of unemployed persons.

This was the situation in Great Britain as she entered the
war in 1939, and in the United States as the defense pro-
gram got under way in 1940. General unemployment in
Britain had been reduced to 8.2 per cent of the insured work-
ers by mid-1939.* As the war began, bottlenecks appeared
in the industries dependent on imported materials. At first
there was no effective control of production and the disloca-
tions resulting from expansion of war industries actually in-
creased unemployment to 10.3 per cent in February, 1940.
Control procedures were introduced, including priorities on
raw materials, price controls, and forced savings, and by
September, 1940, unemployment declined to 5.2 per cent.

In Germany beginning in 1935, despite centralized con-
trols, the restrictions and readjustments necessary in the in-
termediate period slowed up the rate of re-employment .to
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less than one-third of the earlier rate. Nevertheless, by June,
1938, practically every industry in Germany was operating
at capacity and there was only 1.3 per cent unemployment.®

What is the situation in the United States? As we entered
the defense program in 1940 we had, as cited earlier, a siz-
able number of unemployed and much unused plant capacity
in many industries. Even at this period, however, there were
shortages of skilled workers developing or existing in many
occupations.’ By the summer of 1941 the number of unem-
ployed available for work assignment had been sharply re-
duced. The Twentieth Century Fund research staff” estimated
less than four million such workers available in July, 1941.
With the present rate of increasing war activity it is clear
that only a part of the labor needs can be met from this
labor reserve.

The Bureau of Labor Statistics estimated that the first
$16.6 billion in defense contracts would require 8.3 million
man-years of employment. Applying this crude ratio, the
225 billion in war contracts authorized by July 1, 1942,
would require 112 million man-years of effort to complete.
As increased volume results in improved efficiency, the rela-
tive number of workers needed may decrease unless offset
by delays in retraining transferred workers.

How many additional workers may be needed in any one
year depends, of course, on the proportion of the total war
production which can be completed in that time.

In the spring of 1941 the Twentieth Century Fund pub-
lished a study based on experience with the defense contracts
initiated in 1940.° It pointed out that work on contracts au-
thorized in one year would necessarily be spread over sev-
eral years, making it extremely difficult to estimate the
number of workers needed in any year of the war effort. It
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predicted a peak of construction work early in 1942, a ma-
chine tool peak in 1942, and a peak of shipbuilding employ-
ment in 1943, with the timing of aircraft and munitions peaks
depending entirely on the duration of the war.

This analysis of the probable shifts in the employment
situation with the stepping up of the war effort remains es-
sentially sound although made a year and a half ago—be-
fore the scale of the present war-production program was
envisaged.

Contrasted with this picture as of 1940, mid-1942 reveals
that the scale of war expenditures is vastly greater than
anticipated. Construction of army cantonments proceeded
about as-estimated during 1941, ship construction was ahead
of schedule, but general wartime industrial production was
lagging. The lag was attributable partly to delays in plant
construction, partly to lack of machine tools and equipment,
and in some degree to shortages of skilled workers. Govern-
ment confusion in planning and scheduling, combined with
industrial management’s reluctance to give up normal pro-
duction, contributed to the delay in the program. Strikes
and labor disputes occasioned some delay, although not as
much as newspaper headlines would suggest.

It now appears that a much larger proportion of total
industrial capacity must be devoted to the war effort than
seemed probable in 1940. Reports from the War Manpower
Commission® indicate that in January, 1942, there were 7
million persons employed in war industry and 2 million in
the armed services. As of April, 1942, the estimates were 9
million in war industry and 2.5 million in the armed services.
On June 1, 1942, the Commission estimated our gainfully
employed total as 55 million, consisting of 2.5 million in the
armed forces, 3 million unemployed, 9.5 million in agri-
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culture, 9 million in war industry, and the balance of 31
million in normal industrial and commercial activities. In
addition we possessed a potential reserve of 13 million work-
ers consisting largely of women and youngsters under draft
age.

Looking ahead, the Manpower Commission saw a need for
10 million more workers by January, 1943, with a total of
over 20 million workers in war industry in 1944. Another
2.5 million men will be needed this year in the armed services.

Where are these workers and fighters to be secured? The
Manpower Commission lists the following suggested sources:"

From peacetime industries ............. 7,000,000 to 7,900,000
Fromthe farm ....................... 400,000 to 600,000
From the ranks of the self-employed (pro-

fessional men, etc.) ...... ... 400,000
Unemployed ......coovveviiiinnnn... 1,500,000

Housewives, youths, older workers, and
others not listed as a part of the regular
labor force .vv.verveiiiiinninnnnnnn 2,000,000

Aside from cutting into agricultural labor, the self-em-
ployed, and the professions, this program would reduce the
working force for normal civilian needs to 22 or 23 million.
Thus we face a situation by 1943 or 1944 involving nearly
half of our working force and over half of our plant capacity
engaged in the war effort.

Another shift is required in plans for labor resources.
With the much greater drain on man power needed for the
armed services, many women and others not usually in the
labor market will necessarily be drawn into war production.

As of June, 1942, probably less than 1.5 million of the
3 million unemployed were available for work assignments
in the defense industries. Moreover, as early as January,
1942, the United States Employment Service reported that

66



THE WAR AND UNEMPLOYMENT

the supply of qualified workers was sufficient for 168 oc-
cupations only out of a total of 538 defense occupations
surveyed.

Certain industries, such as the vast automobile industry,
have been entirely diverted from normal production and are
being rapidly converted to the production of war goods. Even
in such cases, where war production in the same industry is
on a scale to employ as many or more workers as in peace-
time production, there is an interval of several weeks or
months of unemployment for the workers. The retooling and
conversion process is time-consuming and the workers are
victims of “labor market frictions” in the interval.

The net result of all these industrial dislocations is a sharp
increase in unemployment—more or less temporary. In some
cases the workers, with necessary training, go back to the
same firm and industry. In other cases a more extended pro-
gram of retraining is necessary to equip the individual for
work in a new war industry. Of course some of the older and
less adaptable workers lose out entirely and younger work-
ers take the jobs opening up in war industry.

This situation seems to call for a combination of retraining
facilities provided by industry and public educational
agencies, with some tide-over payments for the displaced
workers in the form of unemployment compensation and re-
training benefits.

Probably more industries, however, face the more serious
prospect of reduction of normal production due to priorities,
with only a partial or no offset in the way of war contracts. In
the necessities of the situation some war industries must be
expanded and other industries curtailed—conversion or sub-
contracting is not always possible.

One of the unfortunate by-products of the conversion pro-
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gram is the destruction of many small businesses. Four-fifths
of the prime war contracts let up to April, 1942, were held
by one hundred concerns."" Thousands of small manufac-
turers will have to secure subcontracts or suspend operations.
In the selling field growing scarcities of goods, rationing,
price ceilings, and other restrictions bode ill for the small
establishment.

The Department of Commerce has set up a “Small Busi-
ness Unit” to help these enterprises survive, but the fact re-
mains that the war is moving us more rapidly than ever toward
large-scale business.

The acceleration of the war effort thus forecasts an even
greater dislocation of the industrial system than was earlier
anticipated, with an accompanying threat of major postwar
unemployment and vast reserves of unusable productive
capacity.

In a situation such as the United States now faces it is
apparent that, unless strict controls are exercised, runaway
increases in prices, coupled with great overexpansion of cer-
tain industries, may eventually result in a crack-up of major
proportions with prolonged and profound unemployment in-
evitable.

A number of economists'* point out that the severe down-
swing of industrial activity and employment may be post-
poned for several years after the conclusion of the war, as
was true following the first World War.

The argument runs that there will be a sharp recession from
war activity while industrial capacity and man power is
readjusted from war to peacetime production. This period
of unemployment will involve large numbers but will not
be prolonged, corresponding roughly to the short postwar
depression in 1920-21. Subsequently a postwar boom of
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great intensity is anticipated. This boom will be based on
expanding consumer demand for a myriad of goods which
were unavailable during the war.

It is particularly stressed that a major construction cycle
was just well under way on the long upswing when interrupted
by the war,’ and the housing needs have not been met. This
construction boom will resume and extend to the essential
reconstruction of Europe. A general boom period analogous
to the late 1920’s may result—supported by purchasing
power reserved under various voluntary and “forced sav-
ings” plans such as social security provisions and investments
in war bonds.

Eventually, however, a major depression comparable to
the 1930’s is considered inevitable, unless steps are taken
to control both the wartime dislocations and the postwar boom.
The severity of the anticipated depression would be well-
nigh catastrophic and it therefore seems necessary to plan
measures to prevent such a violent swing of the cycle. The
placing of brakes on the upswing (in both war and postwar
booms) will help, but, as we shall see in Part III, it will
probably be necessary to make important chauges in the
normal distribution of purchasing power if we are to ap-
proach reasonable stability in our economic system.

Whether the major postwar depression will come immedi-
ately or be postponed a few years by an abnormal and un-
healthy boom period, the repercussions will be less severe if
we do something to control present wartime inflationary
trends.

Under similar conditions Germany and later Britain be-
gan to exercise more or less rigid government controls of
business activity to prevent disaster. What are the types of
controls available? In a later chapter we shall consider in
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some detail the steps which may be taken to deal with such
a situation. At this point it will suffice to indicate the kinds
of regulatory and control devices which have been and are
being used to try to keep the war expansion of the economy
within bounds.

These include:

1. Price controls
a. Direct
b. Indirect, including restrictions on credit and installment buying
2. Restriction of production of nondefense items, particularly con-
sumers’ goods, by
a. Priorities or rationing of raw materials
b. Production quotas
3. Restriction of purchasing power for consumers’ goods, by
a. Taxation
b. Rationing
¢. Voluntary and forced savings

In all of this discussion it should be apparent that a war
situation is unique only in that it causes a rapid and special-
ized expansion in economic activity and eventually the re-
sultant downward movement is likely to be sharp also. Care-
ful planning and control are necessary to counteract some of
the extreme dislocations in the structure occasioned by the
violemrce of the cycle and the shifts to and from war indus-
tries as contrasted with normal peacetime production.

Even at the peak of a tremendous war expansion there is
a rather large residual of unemployment and unused plant
capacity. After the entire cycle is completed we are back
where we started—unless in the wartime upheaval the basic
economic arrangements are changed in such a way as either
to modify the fluctuations of the business cycle or to redis-
tribute purchasing power in a manner designed to increase
the effective utilization of available productive capacity.
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CHAPTER VI

THE MALDISTRIBUTION OF PURCHASING POWER

CoNCERNING the significance of the several causes of unem-
ployment we have discussed so far, there is little disagree-
ment among economists or among competent observers of
our capitalistic system from any walk of life. However, con-
cerning the relationships of the distribution of purchasing
power to the problem of long-run unemployment there is little
agreement! Moreover, such agreement as can be found among
the authorities generally runs counter to the viewpoint we
shall set forth in this chapter.

The reader, therefore, is entitled to fair warning that the
economics of this chapter are unorthodox and he should arm
himself by review of other and more commonly accepted
views. David Weintraub in Part I, section V, of Technological
Trends and National Policy offers an excellent and brief sur-
vey of this subject.!

Much of the material on which this discussion is based is
contained in the publications resulting from three important
series of investigations: the Brookings Institution series deal-
ing with the general field of Distribution of Wealth and In-
come in Relation to Economic Progress;® the studies of the
National Resources Committee (since July 1, 1939, the
National Resources Planning Board®); and the National Re-
search Project 'of the Work Projects Administration,* on
which Mr. Weintraub’s conclusions are based. The reader is
urged to review these materials as a basis for understanding
the facts of our rapidly changing economic life and as a
check on the particular viewpoint herein expressed.
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Stated bluntly, it is our belief that the growth of a back-
log of apparently long-run unemployment during recent
decades is in large part due to a maldistribution of purchas-
ing power which has the effect of preventing full utilization
of productive capacity.

In Chapter I it was pointed out that there is a great dis-
parity in the distribution of the national income, with the

TasLe 11

Propuctivitry, Outpur, AND EMPLOYMENT
Percentage Changes between Designated Years
IN MAJOR GROUPS OF INDUSTRIES
A. From 1923-24 to 1936-37

Electric
Manufac- e . i .

Item turing Mining [Railroads Ln}z’l(x,:v :rnd Combined
Prodt_lctivit ...................... +50 +4-89 +43 +111
Physical volume of output......... ~+25 +12 —-17 +141 vee
Man-hours of employment......... —16 —41 —42 “+14 -22
Number of wage earners........... +3.5 —14 -39 +36 -3.6

B. From 1923-24 to 1928-29

Prodgctivitf ...................... -+25 32 +16 +31
Physical volume of output......... “+27 +16 +5 +n1 ves
Man-hours of employment......... +41.8 —13 —10 +31 -0.7
Number of wage earners........... +2.8 -5.8 -9 “+41 +1.0

Source: Spurgeon Bell, Productivity, Wages and National Income, Washingtoﬁ,
The Brookings Institution, 1940, p. 167.

poorest 20 per cent of the population getting less than 5 per
cent of the income—in contrast with the wealthy 20 per cent,
who receive more than 50 per cent of the total. We are imme-
diately concerned, not with the justice of this situation, but
with its effect on the volume and character of production.
Let us note, first of all, that during the period since the
first World War the efficiency of production has increased
much more rapidly than total output, with the result that a
large volume of unused capacity is accumulating. Table II
shows the changes in productivity (efficiency of production),

72



THE MALDISTRIBUTION OF POWER

in total output, in man-hours worked, and in number of wage
earners from 1923-24 to 1936-37 in manufacturing, mining,
railroads, and electric light and power.’

Total output increased only about half as much as pro-
ductivity in manufacturing over the entire period and the
result was a sharp decline in man-hours of employment.
Shortening of hours kept up the number of persons em-
ployed, but even this figure showed a decline for all indus-
tries combined.

On the other hand, it will be observed that during the
period 1923-24 to 1928-29, when total output in manu-
facturing kept pace with increased efficiency, neither man-
hours of employment nor numbers of persons employed suf-
fered any decline.

It seems evident that restriction of employment is due to
the failure of the volume of production to increase in propor-
tion to the increase in efficiency. This conclusion is substan-
tiated by comparing the experience in the mining industry
with that in electric light and power. In mining a large in-
crease in efficiency is accompanied by only a small gain in
output—result, a substantial loss in employment. In electric
light and power the increase in total output exceeds even a
large increase in productivity, with a resulting major increase
in employment.

The problem, therefore, seems to be—why does the volume
of production fail to increase rapidly enough to absorb the
increased productive capacity? We believe that the answer
may be found in the way the total national income is dis-
tributed and expended.

In Chart V in Chapter I it was noted that, while all of the
small incomes were spent currently, a considerable portion of
the larger incomes goes into savings and thus into investment
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in productive capacity. However, there are two correctives on
such a tendency toward oversaving. The first is the increase
in taxes, which both reduces investments from savings and
increases consumer expenditures on the part of relief clients,
workers on public work projects, social security beneficiaries,
etc. The second is the decline in return on invested capital,
which tends to discourage savings and encourage spending.

Another important consideration is the character of ex-
penditures made by the different income groups. A glance at
Chart VI in Chapter I reveals that the bulk of the lower in-
comes goes for necessities, in contrast with the luxuries and
services secured in larger proportions by the well-to-do.

Over a period of years the emphasis on the production of
luxuries and services has been increasing.® It is startling to
note that manufacturing employment has taken a downward
trend since 1920, while trade, services, and clerical activities
have greatly increased.

Recent studies by the Bureau of Labor Statistics’ show
sharp contrasts in the relative productive efficiency of the
basic industries (manufacturing, agriculture, mining, con-
struction, transportation, communication, electric light and
power) and the service industries (recreation, trade, profes-
sional, personal and public service). V

As a matter of fact, these studies show that during the last
three decades, while there have been increases of productive
efficiency approximating 100 per cent in the basic industries,
the gains in productivity have been very slight indeed in
the service industries and in trade, running not much over
5 per cent.

Looking a little more closely at the changing trend, we dis-
cover that the increase of 16 per cent in total employment
from 1920-29 was made up of an increase of only 3 per cent
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in the basic industries as compared with nearly 50 per cent
in the service industries.® As shown in Table III,* 1935 em-
ployment in the service industries was 13 per cent above

Tasre II1

Indexes of man-years of employment in basic and in
service industries, 1920-35

[1920=100]

Total man- Man-years of | Man-years of

Year years ofem- em loymen_t employment.

Popsaenr | 5 oencin- | mervical
(¢} ) 3) 4)

100 100 100

81 77 91

87 83 96

102 99 109

101 96 114

104 97 122

108 100 126

110 100 133

111 9 138

1% 103 146

106 91 141

90 74 125

3 59 108

72 60 100

79 65 11

82 68 113

Source: Technological Trends and National Policy, National Resources Com-
mittee, June, 1937, p. 74.

1920, while in the basic industries a deficit of 32 per cent
persisted.

It is even more important to observe, however, that, due
to the much greater increase in efficiency in the basic indus-
tries, the decline in employment in those industries was at
a more rapid rate than the increase in employment in the
service industries.
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In Table IV it will be observed that of each 100 man-
years of labor engaged in the production of 100 units of
output in 1920, 70 were in the basic industries and 30 were
in the service industries. On the other hand, in 1929 the 79

TaBLE IV
Employee man-years per unit of total output, 1920-35
[1920==100}
Composition of total
Total em-
ployee
Year man-years | Employee [ Employee
per unit of | man-years | man-years
output in basic in service
industries | indusiries
1) 2 3 4

1020, o« e ceeeeceecceeee e e cccmean— —_ 100 70 30
b U0 PR 90 59 31
1022 . i ccccc e cccccccmccecm—————— 79 & 26
DU« T 84 57 b14
1924 e e e ecceccee e ————a 81 64 27
1925 v e e ee e ccccccceeem———————- 79 61 28
1926« oo ccccccem e ————- 81 52 29
1027 . e ecccccecccccmcemmmm————— 81 52 30
1928, o e e ccceccc e 78 49 2
- T 7 49 30
b L 1 R 85 51 34
1081 e e iccrceecccccccce e —————— 83 48 35
1082, e 83 47 36
1833 e et e emec————. 74 43 31
b Lk 2 SR 74 43 a2
1935 e e ccmmem———— 72 42 30

Source: Technological Trends and National Policy, National Resources Com-

mittee, June, 1937, p. 75.

man-years of work necessary to produce 100 units of output
were distributed 49 in basic and 30 in service industries."
By 1935 only 72 man-years of effort were needed for 100
units of output, with 42 in basic industries and 30 in service
enterprises. Another point of interest is that the “service”
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occupations within the basic industries also showed a rela-
tive gain in proportion of employment.'*

What is the meaning of this great shift from “producing”
to “servicing” activities in our economy? Is it that we have
overproduced these basic goods and necessities and are now
perforce turning to the refinements of living? How can we
reconcile this viewpoint with the stark realities of poverty—
of one-third of the people ill-fed, ill-clothed, ill-housed?
Surely the human race has not reached its consuming capacity
for these essential items!

As a matter of fact, we face the anomaly of dire poverty
for a large section of our people while we have idle sur-
pluses in the hands of others.

Let us look at the distribution of purchasing power and
its possible effect on this shift. As we have already seen, the
poorest 30 per cent of the people are unable, even with the
aid of charity and tax-supported relief and benefit plans,
to secure the needed amount of food, clothing, housing, and
other basic requirements for a good standard of living. That
they would greatly increase their purchases of these basic
goods if they had more income scems clearly demonstrated
by the fact that even those persons receiving average incomes
(up to $1250) spend all of them—Iargely for such necessi-
ties.

Since most necessities of life represent goods with an
“inelastic” demand, a change in price will not materially
alter the amount purchased so long as the present distribu-
tion of incomes continues. In other words, the poor spend as
much as they can for these items since they must have them
even at the sacrifice of comforts and desired services, and
the well-to-do have a large surplus of purchasing power over
and above securing all of these goods they desire.
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The only chance for a material increase in the volume of
such necessities purchased would result from an increase in
the lower incomes so their full desires and needs could be
satisfied in these matters.

When it comes to the things we may call comforts—those
goods which make up the difference between bare existence
and our boasted “American standard of living,” with its
radios, automobiles, clothes, amusements, and pleasant homes
—an even sharper contrast is noted between the income
groups.

These are so-called “elastic” demand goods in large part,
which means that a small change in price will greatly modify
the amount purchased. Thus a decrease in price which will
put these goods within the reach of lower income groups
will enormously increase the consumption of such items.

The difficulty now lies in the fact that the “center of
gravity” in our income distribution is too high, resulting in
an underemphasis on the production of necessities and com-
forts (the goods produced by the basic industries) and an
overemphasis on services and luxury goods. The unfortunate
thing is that this shifts purchasing power into the least pro-
ductive and least efficient industries with the smallest “multi-
pliers” in the way of additional goods and increased national
income.

To reduce the problem to simple terms, let us say that the
“typical” income which controls the market demand for goods
and services is now $1500—although the actual average in-
come is $1250. What this means is that the weight of the
higher incomes is so great as to lead the producer to seek the
higher-priced market, even with limited volume of output,
rather than to lower prices as much as would be necessary
to secure large-volume purchases by the poorer people.
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Nevertheless, since mass purchases of necessities are made,
the relatively low prices of such goods leave the persons with
“typical” or better incomes with considerable surplus pur-
chasing power, with which they encourage and secure various
services and refinements of life.

Suppose, on the other hand, a redistribution of purchasing
power should shift part of the surplus incomes from the
wealthy to the poorer classes. Under such circumstances the
“typical” income would be lower—probably about the “aver-
age” or, let us say, $1250. !

The reductions which occurred in the upper incomes would
affect particularly savings, luxury goods, and services—
rather than comforts and necessities—while it seems clear
that the increases in the lower incomes would go for necessi-
ties and what we have called “comforts”—industries of the
greatest productive efficiency. Under such circumstances the
producer would find his greatest source of profits in lower
price and large volume—with a resultant increase in total
production and national income.

In other words, such a readjustment would seem to result
in the greatest efficiency in our productive mcchanism and
an emphasis on large volume of output which should mini-
mize unused capacity and unemployment.

In this discussion we have been talking entirely in terms
of consumers’ goods industries. However, the producers’ goods
industries are in large part tributary to and dependent upon
the “basic” consumers’ goods industries (necessities and
comforts) rather than the services and luxury-producing in-
dustries. The producers’ goods industries have shown great
increases in productivity and their stimulation would again
create many “multipliers” favorably affecting the volume of
production and the size of the national income.
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Here, then, are the facts. There has been a growing un-
balance in the distribution of income between the poorer and
the wealthier groups. At the same time there has been a shift
from basic industries to service industries, which means a
shift from highly efficient and productive industries to less
efficient enterprises. Unemployment and idle productive capac-
ity (largely in producers’ goods and basic consumers’ goods
industries) has likewise increased in proportion.

We find, also, that larger incomes have always placed
more emphasis on securing services and luxuries than have
smaller incomes, and it seems more than a coincidence, there-
fore, that a growth of unemployment in basic industries ac-
companies this change in the distribution of purchasing power.
It should follow, we believe, that a redistribution of pur-
chasing power which would stimulate the production of goods
and the lowering of prices should materially contribute to
the reduction of unemployment.

In suggesting a shift in purchasing power as a stimulant to
the full use of productive capacity, we are thinking in terms
of total incomes of the poorer sections of the population and®
not in terms of wage rates.

We have examined this factor in the unemployment situ-
ation in some detail because it seems important if true. It
means, we believe, that even if we plan well in our efforts
to minimize the effects of business fluctuations we face an
increasing problem of unemployment, unless we can success-
fully readjust the present distribution of national income to
correct the restrictive effects of an unbalanced market de-
mand. The steps necessary to secure this essential redistribu-
tion of purchasing power comprise the subject matter of

Part III.
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THE ATTACKS ON RECURRING UNEMPLOYMENT






CHAPTER VII

INDUSTRIAL PLANNING

Most of the causes of unemployment which have been con-
sidered so far may be thought of as recurring rather than
persistent, some of them in the form of rhythmic movements,
such as seasonal change and depressions, others occurring
more or less frequently and irregularly, such as technologi-
cal changes, shifts in international trade, or wartime up-
heavals.

The next few chapters will review the current proposals for
smoothing out these peaks and valleys in business activity
and minimizing the disastrous effects of these recurring
causes of unemployment.

One logical way to discuss these suggestions is to review
the proposed remedies for each type or cause of recurrent un-
employment, such as seasonality or technological changes.
There may be some gain in clarity, however, in approaching
the analysis from the standpoint of the various agencies or
institutions which can do something about the problem. Ac-
cordingly note will be taken of what industry can be expected
to do, and the role of governmental agencies both in “nor-
mal” times and under wartime stresses.

Let us first consider the possibilities of management action
to counteract the fluctuations in employment under so-called
“normal” conditions; i.e., in periods not affected by war-
time activities.

Tt is clear that a part of the total volume of unemployment
traceable to irregularities in the volume of production is due
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to faulty management. In such cases it is obvious that improve-
ments can be achieved by industry directly. Moreover, there
are other instances where individual management is not re-
sponsible for idle capacity and unemployment, but where
recognition of the problem and analysis of possibilities may
lead to corrective action by industry which will be very
beneficial.

The potentialities of corrective action are probably great-
est in the reduction of seasonal fluctuations in employment.
As a matter of fact, much has been done in the United States
to demonstrate the possibilities of regularizing industrial
production to cut down seasonal fluctuations and to some
extent cyclical fluctuations as well.!

The great variety of these efforts at stabilization indicates
their feasibility in many industries; but the proportion of in-
dustrial workers affected by such efforts is as yet small, offer-
ing room for considerable gains along these lines.

In general, industry has tried three ways of reducing sea-
sonal unemployment: the selling approach, production sched-
uling, and the sharing of work.

One of the first efforts made by industry to regularize em-
ployment was to stimulate slack-season sales. A variety of
methods has been used. Some firms sponsor a special adver-
tising program during the slack season, pointing out special
uses of their product during the “off season” or listing ad-
vantages which accrue to a buyer from an early purchase,
such as better service, better price, or better quality. Others,
selling a varied line of products, shift the attention of the
sales force to those commodities which have special seasonal
appeal during the slack period.

A scheme used to some extent by the General Electric Com-
pany” is to give higher commissions to salesmen during the
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slack seasons. During the dull seasons some firms introduce
new models and novel items to stimulate buying, while
granting free services or a certain amount of free merchan-
dise to off-season buyers has at times proved effective.

Another method of stabilizing employment has been to
offer inducements for the placing of advance orders, which
in turn can be scheduled to balance the production program.
Some firms secure advance orders by promising to defer
dating. Others offer special discounts on purchases prior to
a certain date, and the provision of more definite assurance
of delivery and quality in return for advance orders has
been used by some companies. Frequently, moreover, a manu-
facturer is able to buy raw material cheaper during the off
season.

In addition to selling techniques many firms have ap-
proached the task of stabilization from the production angle,
diversifying the product, producing for stock, and other types
of production scheduling.

Certain establishments have been able to develop a side
line which can act as a filler when the season for their main
product is slack. This is desirable from the point of view of
stabilization if the machinery and workmen which are used
in the production of the side line can be used in the manu-
facture of the main product.

A variant of this practice involves taking on contracts for
other manufacturers during slack seasons. The subcontract-
ing of war orders should do much to stimulate this practice.

Sometimes it is possible for a company to make up cer-
tain standardized parts of the final product during the slack
season. The remaining parts are made and the assembling is
done in the rush season. Of course simplification and stand-
ardization of products greatly reduce the risk of such pro-
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duction in advance of orders. In this connection some manu-
facturers have instructed their salesmen to push the stock
items or the staple items in preference to the items more de-
pendent upon style, and as a result it has become easier for
the manufacturer to produce for stock. Another device has
been to confine sales largely to a few large customers for
whom it is easier to forecast what the production ought to be.

The essential principle behind most of the plans involving
the scheduling of production is to maintain stable employ-
ment while permitting the inventory to fluctuate. In slack
times an inventory of finished goods is built up, and during
the peak season production is continued at the same even
rate while the accumulated stocks are drawn upon to satisfy
the demand.

Estimates and actualities as to production, sales, and in-
ventories must be subjected to constant scrutiny to see that
enough will be produced without accumulating an oversupply.
Two good illustrations that can be given of firms which have
worked out such a scientific production program are the
Procter & Gamble Company of Cincinnati, Ohio, and the
Eastman Kodak Company of Rochester, New York.?

Most of the other plans for regularizing seasonal employ-
ment are based on the principle of “sharing the available
work.” These schemes range from the simple expedient of
using regular production workers on maintenance and re-
pair work during slack seasons to elaborate co-operative plans
involving several firms.

During slack seasons a large number of firms have re-
duced the number of days worked per week, or the number
of hours per day, distributing the employment available
among all the employees instead of giving full employment
to a few and laying off all the rest.
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An illustration of co-operative employer action designed
to spread work was a plan operated by five companies in
Fond du Lac, Wisconsin, starting in September, 1930.*

The main features of the Fond du Lac scheme were:

1. The parties to the agreement agreed to hire workers laid off by
one of the other companies wherever possible.

2. If no work was available, the employee was paid 65 per cent of
his average wage for not more than 100 working days by his own
employer.

3. An employee must have worked for a firm two years before he
was covered by this plan.

4. Benefits did not begin until an employee had been out of work
fifteen days.

If a number of firms whose peaks of employment came at
different seasons of the year, and whose employees possessed
about the same degree and type of skill, could form such an
agreement it is conceivable that by dovetailing employment
much seasonal unemployment could be eliminated.

Careful review of industrial experience with seasonal fluc-
tuations reveals that more variations are caused by unneces-
sary shifts in the size of dealers’ and jobbers’ stocks of goods
than by changes in volume of purchases by consumers. Here,
certainly, is an area where it has been demonstrated that in-
dustry can take effective corrective measures.

Where the consumer has to be educated the problem is
more difficult. As noted in Chapter II, there are some con-
sumer buying habits rooted in tradition and belief (Christ-
mas, Easter, etc.) which cannot be altered in appreciable de-
gree. Others, such as style habits, are difficult to change and
still others offer only limited resistance to an advertising and
educational campaign designed to regularize the market. An
example here is the date for introducing new annual auto-
mobile models. Perhaps we should say here was an example!
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Not all industries, of course, can successfully prosecute
regularization policies. Aside from differences in manage-
ment interest and capacity, it is evident that standardized
goods industries are most amenable to such programs.

Moreover, the movement for seasonal stabilization will
offer steadier employment for regular employees but will, if
successful, create more unemployment among the “reserve”
labor which was previously employed during peak seasonal
periods. Nevertheless, a net gain for society would be re-
corded by regularizing as much of the seasonal employment
as possible. This would serve to stabilize the incomes of the
regular force and would focus attention on the problem of the
completely “unattached” reserve force. Some gain in operat-
ing efficiency should accompany regularization.

It should also be possible for management to take some
steps which will help to minimize the effects of the business
cycle on employment. Advertising as a means of stabilizing
the cycle has many advocates in the United States.

Many industrialists believe that consumer demand can be
stimulated during depressions, thus speeding up recovery.
Some firms have been willing to accompany this practice with
a proportionate reduction of advertising in prosperity periods
and have actually stabilized their sales. Unfortunately, how-
ever, the usual tendency is just the reverse and advertising
probably increases the severity of the swings of the cycle.
The advertising business, like most others, “gets what it can
while the getting is good,” and expenditures for this purpose
vary with the cycle. It is probably not much easier to change
management’s habits in buying advertising than it is to change
consumer buying habits.

Installment selling, like advertising, could be made a use-
ful management device for leveling out prosperity-depression
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cycles—but, again, it actually has had the reverse effect.
Consumer attitudes lead to larger installment sales in pros-
perous periods, frequently adjusting the scale of purchases
to peak incomes—with the inevitable result that not only
do sales drop off in depressions but payments default in
large proportions, causing cumulative difficulty.

Another suggestion, which has worked well where tried, is
for industry to budget its capital and plant expansions for
depression periods, restricting such activities in good times.
This calls for wise long-run planning, which is all too seldom
exercised but which society has a right to expect from industry.
As a matter of fact, because of the continuity of private man-
agement, particularly in larger business organizations, such
wise long-run planning should be easier than similar planned
programs on the part of government agencies.

Aside from the advantages to labor in more regular em-
ployment, the fixed expenses would be lower under such a
policy—items which are increasingly important in modern
industries, particularly such enterprises as the public utili-
ties, railroads, and heavy producers’ goods industries.

Turning to those aspects of unemployment which are re-
lated to technological change, business failures, and other
“labor market frictions,” the role of industrial management
planning is not so obvious; but it is nevertheless an im-
portant one.

Re-employment of workers who have been dislodged by
these changes in the industrial machinery depends in large
part on expanded activity in new occupations and industries.
Industries which are unfavorably affected by market changes
can do little to solve the long-run employment problems of
their former workers. They doubtless have a responsibility
to do a better job of tiding them over the period of readjust-
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ment through provision of dismissal wages and similar de-
vices. Reserves for obsolescence of acquired skills should
be set up, just as similar reserves are provided by wise
management for obsolescence of plant and equipment. Ad-
mittedly an inadequate job has been done in this area.

Nevertheless, industry’s greatest contribution in these in-
stances is made by the prosecution of research activities which
constantly explore new processes, new products, and means of
increasing productivity in established enterprises. The ex-
pansion of production and of employment during the century
and a half of our national history is in large part due to
the aggressive and intelligent search for such outlets on the
part of industrial management.

On this point the optimism of some industrial leaders is
well warranted and represents sound social policy. It is only
when business leadership overestimates these potentialities
as automatic solutions of all social and economic problems
that their optimism becomes wishful thinking.

One of the most constructive viewpoints with respect to
the potentialities of industrial research as a contribution to
future economic progress is expressed by Charles F. Ketter-
ing, Director of Research for General Motors, in a recent
article from which we quote the following paragraphs:®

Much has been accomplished in the past few years by organizing
our scientific thinking, by analyzing what the controlling problem
is and bringing together such groups of technicians as are necessary
to solve the different parts.

We are now in a transition period from the ineffective attic in-
ventor to the well-organized industrial-research laboratory. Already
we have evidence that organization has made for faster progress
in the industrial program, but there still remain certain practices
of the old regime that must be eliminated before the group can op-
erate with utmost effectiveness.

We have yet to get away from the early development of new
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industries on the basis of profit or loss, the basis of return on
capital. We must think of it as the development of something in
which faith, in which the rightness of the thing, becomes the im-
portant consideration. We must feel that if a thing is right nothin
can stop its success. . . . :

We must treat research as an insurance policy. . . . We can con-
sider a large number of projects and arrive at the average cost . . .
for some which run off the track and {fail to accomplish anything
new, we can expect a few to meet with success.

If society is to progress, the obsolescence factor must be better
understood. In this one great task of creating sufficient work to give
every person a chance to trade labor for a living, we must speed up
obsolescence; we must indoctrinate ourselves with the belief that no
article should be kept off the scrap pile longer than it takes to
provide a better article.

It is not wasteful to scrap old machinery when it becomes out-
moded. Real waste is suffered when we refuse to scrap our out-
moded ideas of thrift. We are due for great advances in almost every
realm. Almost every product of every kind is being improved and
is being cheapened in price. . . .

Man can make everything he wants. The wants must be stimu-
lated, for the world moves more by striving to satisfy wants than by
filling its actual needs.

We need a new idea of what constitutes well-being. . . . T want
to find out why grass is green. Some little engine in the green of
the grass and the leaves has the gift, unknown to man, of capturing
energy from the rays of the sun, storing that energy, building with
it. Thence came, in ages past, all the heat and power now stored in
coal, in wood, in oil, in natural gas. Solve that secret and we shall
know how to take energy from the sun. Master the secret and we
may have a way to free the process of photo-synthesis from the grow-
ing plant, a way to build engines to transform enough radiant energy
from the sun into heat, chemical energy or electricity to run our
machinery. . . .

Most of all I want to get a glimpse of what we are going to con-
sider a state of well-being next year, five, ten and twenty years from
now. Believing in the philosophy that the true function of man is to
make straight the way that nature makes jagged and uneven, I want
to get more of an idea of the direction in which progress is tending.
For there are certainly infinite possibilities before us in every realm,
if we can only learn the essential steps necessary to realize them.
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It is of interest that Mr. Kettering is now serving as the
chairman of the National Inventors Council of the Depart-
ment of Commerce—guiding the application of new tech-
nological developments and inventions to the war program.
It is to be hoped that this pooling of technical talent will be
continued and later devoted to the problems of peacetime
industrial expansion. Here Kettering expresses the true spirit
of American industrial progress, the driving force behind
great economic achievements.

Just as Kettering has emphasized the importance of the
shift from conquest of the physical frontiers to conquest of
the scientific frontiers through research and planning, so we
may make bold to suggest that industry in the future must
also give attention to research and planning in the field of
distribution of the benefits of production and in the stahiliza-
tion of employment.

Recurring unemployment may not be too high a price to
pay for industrial progress—if that price is necessary. So
far it has been assumed that it was inevitable and society
has “let the chips fall where they may.” Certainly serious
analysis of the possibilities of minimizing these heavy costs
to society should be undertaken, while preserving the in-
centives for progress. The alternative may well be a social
demand for new economic arrangements which offer some
security—even at the cost of restricting industrial develop-
ment.

Industry itself has a major stake in undertaking research
into methods of stabilizing employment and incomes. Not
merely its current prosperity but its very independent exist-
ence may depend on an improved solution of this problem.
Moreover, there is no room for pessimism as to the possi-
bilities. Management, which has developed a superb industrial
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system and faces new technical problems with equanimity,
should not flinch from tackling a problem which is relatively
unexplored.

The difficulty seems to be that management has an open
mind toward scientific and technical change but a fearful
and closed mind on matters of income distribution and se-
curity for the working class. All too frequently prejudice
and fear replace the inquiring mind when such subjects are
introduced.

In a later chapter this subject will be explored further
and some suggestions offered for constructive action on the
part of industry in planning the attack on this problem of
income distribution—action which if boldly taken by in-
dustry may lessen the necessity of government controls.
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GOVERNMENT PLANNING

IT 15 apparent that, because of the complex and interde-
pendent character of economic relationships, industrial man-
agement can exercise effective control over but a limited
number of the conditions causing unemployment.

No single industry can operate independently of others,
and consequently even the best kind of planning job done
by concerted action within an industry cannot achieve sta-
bility. Instances may occur in which it is clear that certain
action by the management of an industry would be beneficial,
but their competitive relationships to other industries make
it difficult if not impossible to act independently.

What is true of industries is true also, in large part, of
individual firms within an industry. Short of complete
monopoly or common agreement, action by one concern is
necessarily conditioned by similar action on the part of com-
peting establishments.

Moreover, the dangers to general consumer welfare which
are inherent in the creation of machinery for joint action
by all units in an industry give pause to the encouragement
of industry-wide planning. Certainly when the idea of a
superplanning or control device to co-ordinate the action of
several industries is proposed, the threat to consumer in-
terests has been such as to lead to strong public resistance.
The plain fact seems to be that the general public is unwilling
to trust the job of interindustry co-ordination and nationwide
economic planning to private industrial management.
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The alternatives are either a continuation of unplanned
and unco-ordinated industrial activity partly competitive and
partly controlled through combinations and monopolies or
an increase in government planning and control.

There seems to be little likelihood of any decrease in
government regulation and control of economic activity, and
under such circumstances there is an overpowering argument
for long-run government planning. The prospect of a planned
government economy, or rather of government planning of
the development of the economy, may not be appealing to
many, but the prospect of increasing government regulations
and controls over business activity which are unplanned, un-
co-ordinated, and in many respects conflicting and contradic-
tory is much worse.

A realistic appraisal of current trends both in this country
and abroad leads to the conclusion that the choice is between
these two latter alternatives. As long as political democracy
persists, the working classes and the lower two-thirds of the
income groups are likely to use government action to try to
improve their economic well-being. They have learned in
recent years that they constitute a voting majority and they
intend to use that instrumcntality. It is apparent, therefore,
that wise government planning is an essential development
of the economic future.

There are several ways in which government can con-
tribute to the orderly reduction of the fluctuations in employ-
ment. One of the first requisites of intelligent government
action is the development of a research and planning agency
of sufficient prestige and competence to command general
public support and thus to exercise controlling influence on
legislation and government policy.

The essential beginnings of such planning agencies are

95



DEMOCRACY AGAINST UNEMPLOYMENT

found in the National Resources Planning Board at the
federal level and the various state, county, and municipal
planning boards and councils which have increased in number
and effectiveness in recent years. So far these planning
agencies have concentrated their attention largely on activi-
ties related to public works programs and the conservation
of natural resources.

Some of them, however, notably the National Resources
Planning Board, have begun to make basic research studies
and to encourage and co-ordinate similar studies by other
government agencies. Typical of these fundamental studies
which are providing the background for analysis of our
economic problems and a basis for policy formation are:

1. The Structure of the American Economy—National Resources
Committee

2. Technological Trends and the National Policy—National Resources
Committee

3. National Research Project on Reemployment Opportunities and
Recent Changes in Industrial Techniques—Work Projects Admin-
istration

4. National Consumers Project—Bureau of Labor Statistics

5. Investigation of Concentration of Economic Power—Temporary
National Economic Committee

The National Resources Planning Board has gradually
extended its activities to include some co-ordination of the
research and planning activities of other federal agencies
and has performed a similar function for the various regional,
state, and local planning bodies.

Doubtless it is desirable that the influence of a research
and planning agency should develop gradually through pub-
lic recognition of the competence and value of its activities,
rather than through a legislative fiat which would attempt
to place such an agency in a controlling position with respect
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to policy. Any effort to establish such controls would en-
counter two serious obstacles—strong and well-founded re-
sistance to a move which would transfer policy control from
the elected representatives of the people to a group of “expert
planners” not directly responsible to the electorate and,
secondly, the great difficulty of defining the appropriate
sphere of such an agency. This latter difficylty is in some
respects the more serious, since flexibility and experimenta-
tion are essential to evolve a practical working relationship
between the planning agencies, the legislative bodies deter-
mining policy, and the administrative agencies executing the
programs based on determined policy.

One of the strengths of American democracy has been
its capacity to experiment informally with new relationships
and activities before crystallizing these activities into specific
legislation and agencies for administration.

Among the functions which could profitably be discharged
by such a planning agency are the following, most of which
are now being carried on in part or are contemplated as
desirable by the National Resources Planning Board and
other related planning agencies.

1. Tt should serve as a clearing house of information on
employment stabilization techniques.

In some cases this function is already provided and the
central planning agency would merely list the activity, refer
inquiries, and promote the use of the services of the appro-
priate agency. Illustrations include the work of the Bureau
of Standards in analyzing inventions, new products, and
mechanical techniques; the activities of the Department of
Agriculture in promoting crop diversification and a balanced
use of soil resources; or the application of occupation analysis
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and job classification techniques developed by the United
States Employment Service.

Where a need exists for disseminating information on
methods for attacking problems (such as the regularizing
of industrial production, or the ways in which local com-
munities have met relief or public work problems), the cen-
tral planning agency either may perform these clearance
functions itself or may undertake to promote such activities
on the part of the agency or agencies best equipped to serve
the need.

Just as lack of job knowledge contributes to the unemploy-
ment of the individual worker, so lack of organized informa-
tion as to workable methods and techniques is responsible
for part of industry’s failure to do all that could be done,
both to minimize employment fluctuations and to develop
new employment opportunities. An effective clearance service
for such information could contribute materially to sound
managerial planning on the part of industry and of local
government units.

2. A second major function of the central planning agency
should be the promotion of basic research, private and public.

In the article quoted in Chapter VII Kettering has ap-
propriately emphasized the great significance of technical
research in the development of industry. Of equal if not
greater importance is research into the broader problems
of economic policy. We have a magnificent producing ma-
chine, capable of great further development, but we are not
fully utilizing that productive machine and we are botching
the job of distributing the benefits of production to serve
human needs.

We need to dig into the facts of our economic system, to
find out if we can what makes it work and why it slips and
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misses a cog so frequently. Wherever private facilities for
competent and impartial research are available their use
should be encouraged and their results co-ordinated and made
available through the good offices of the planning agency.

Industry offers possibilities of practical research involv-
ing both scientific technology and managerial methods which
cannot be duplicated elsewhere. The government planning
agency should encourage and utilize such industrial research
wherever its scientific competence is assured. Industry, if it
takes the long view, should encourage the full utilization of
its own research findings. The temporary competitive gains
from restricting the use of such information seem likely to
be more than outweighed by the long-run growth and
strengthening of industrial activity which result from full
use of technical knowledge.

Universities and other nongovernmental and nonindustrial
research agencies have a peculiarly valuable contribution to
offer. Free from the limitations of cost-profit calculations on
the one hand and of political policy considerations on the
other, these agencies can best undertake the longest-run and
most highly experimental types of research activity, which are
often the most significant.

The tendency in recent years for research workers from
the universities and related agencies to rotate between “ap-
plied assignments” in industry and government service and
their “cloistered laboratories of pure research” is a healthy
and hopeful sign. The researcher gains insight into the ap-
plications and uses to be made of the techniques and research
results, while industry and government learn the value of
objectivity, of the experimental approach, and of concentra-
tion on the long-run interests.

Government agencies likewise have an important role in
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research. They are free of cost-profit limitations although
subject to legislative limitations of function and other re-
strictions imposed by political policy. Nevertheless, a gov-
ernmental agency views the economy as a whole rather than
a particular industry or group, and within the limitations of
prescribed function—its objective is the promotion of general
public welfare.

Moreover, the research laboratory available to the gov-
ernment agency is usually extensive in scope. For example,
the Department of Agriculture in studying soil possibilities
may select experiment stations in any part of the country;
or the United States Employment Service in studying occu-
pational requirements may check on industries in several
typical areas throughout the nation, rather than being limited
to a single plant, a single industry, or the particular location
of a university or research agency.

The point just mentioned emphasizes the advantages which
a federal agency possesses over a state or local agency in
the same field when it comes to basic research. Each of the
latter possesses some of these advantages, however, in com-
parison with single-unit research agencies such as those of
an industrial firm or a university.

With the vast array of new government agencies, each
trying to feel its way toward sound policy and practice,
much duplication and lack of co-ordination of research activ-
ity results. The central planning agency has a responsibility
not merely to promote but to try to control and co-ordinate
the research activities of all of these agencies both private
and public.

3. One of the major functions of such a planning agency
is to provide a summary or digest of pertinent data for the
consideration of legislative and other policy-making bodies.
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A vast accumulation of unco-ordinated research material
is useless to the busy and practical legislator or adminis-
trator. It must be organized, digested, and presented in logical
manner so that he can consider its pertinence to the problem
of policy he must decide. Public policy in these days is so
frequently economic policy that we need to have much
factual economic data marshaled into understandable form
for the policy makers to consider in discharging their ac-
tivities.

Illustrations of the type of synthesized surveys of in-
formation suggested are:

1. The Older Worker in Industry—a study of New York State man-
ufacturing industries, made by the Commission on Old-age Se-
curity for the Joint Legislative Committee on Unemployment,
Albany, 1933

2. Technological Trends and National Policy—National Resources
Committee, Washington, 1937

We have deliberately emphasized the functions of a cen-
tral government planning agency because none of the vari-
ous government efforts to aid in the reduction of unemploy-
ment can be effective unless they fit into a broad plan of
co-ordinated action involving industry and government
agencies. Some such planning agency is necessary to make
any sense out of the program as a whole. Otherwise, con-
tradictory policies may defeat the whole effort and disrupt
the economy.

Beyond planning, however, lie several forms of govern-
ment action which bear on the problem of reducing recurrent
unemployment. Four aspects of government policy will be
considered in this connection:

1. Government relief programs
2. Planned programs of public works

3. Social insurance
4. A nationwide employment exchange system
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The social insurance approach and the development of a
public employment service will be discussed in separate
chapters.

Government relief for the unemployed has now become
an accepted public policy. No party or major group in our
society challenges the necessity of providing relief and none
now believes that adequate relief can be provided through
private or voluntary channels without government aid. The
debate has simmered down to questions of the amount needed,
administrative efficiency, and the governmental jurisdictions
which should discharge the function.

All students of the problem stress the huge size of the gov-
ernment relief load in the past decade and the great variety
of agencies and channels through which the needed assistance
has been provided. To visualize the complexity of admin-
istrative machinery involved in this program it must be
realized that the single item of state and local relief involves
scores or even hundreds of separate agencies which must be
fitted into the financing, certification, and administrative
setup.

No doubt much of the complex and shifting character of
the relief machinery in the 1930’s was the inevitable by-
product of initial experimentation with a new and tremendous
task from the point of view of the federal government. Part
of it also was due to the effort to preserve the usual local
machinery since public opinion held tenaciously to the view
that thé temporary emergency load would soon pass, permit-
ting an early return to “normal procedures.”

This same public attitude may be charged with some of
the responsibility for early ineffectiveness in the nature and
operation of work relief projects. What were regarded as
temporary emergency agencies with a month-to-month appro-
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priation could not, and indeed were not permitted to, take
the steps necessary to plan and execute a sound program of
work useful to the communities and suited to the talents and
capacities of the unemployed persons needing relief. As time
changed this public attitude and contributed to the experience
of the relief agencies a better job was done, both adminis-
tratively and in the work and relief programs themselves.

Nevertheless, in spite of noteworthy accomplishments,' the
relief picture still is blurred and leaves much to be desired
in terms of unified direction, planned objectives, and co-
ordination with other activities bearing on the reduction of
unemployment.

The relief program reaches only a portion of the unem-
ployed, especially in a depression period. Moreover, the
persons served are the “residuals” who are not reached by
other programs, such as the regularization of industry,
planned public works, improved organization of the labor
market, and social insurance. The residual group varies tre-
mendously in volume with changes in business activity, and
its needs, therefore, can never be so carefully planned and
provided for as in other programs.

Another point noted earlier is that the relief load which
increases so tremendously in depression periods is only in
part an unemployment problem in the sense of job loss. It
is to a considerable extent a problem of inadequate incomes.
The persistence of a large relief load in periods of great
business activity is in no small part due to this factor.

Perhaps the most important consideration is to tie the
relief program into the general planning so that it will retain
the essential flexibility to take up the slack not covered
elsewhere and to assure that it does not duplicate or “com-
pete” with these other parts of the program.’ In pre-Hitler
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Germany this essential co-ordination was achieved by having
relief work grants handled by the employment exchanges,
which also supervised labor assignments to public works,
unemployment insurance, and placement in private jobs.

The problem of more effective co-ordination of the relief
activities with the other aspects of the attack on unemploy-
ment is an extremely difficult one. Thus the creation of the
Federal Works Agency and the inclusion of the W.P.A. with
the other public works agencies in this new setup promote
effective integration of work programs from the point of
view of engineering planning and avoiding duplication of
projects.

Nevertheless, the same step divorced the W.P.A. from
other relief, assistance, and rehabilitation agencies with
which it had earlier had closer associations, such as the
N.Y.A., the C.C.C., the Office of Education, the United States
Employment Service, and the Social Security Board (all now
in the Federal Security Agency), as well as from agencies
in other departments, such as the Farm Security Administra-
tion in the Department of Agriculture.

This points up the fact that essential co-ordination cannot
be automatically secured by a reorganization or reshuffling
of government agencies. Any such shift improves certain
relationships and severs others. In the effort to get all “re-
lated agencies” under one huge tent there is a risk of dimin-
ishing returns from units of organization too large to be
effective. Moreover, the gains in new relationships are always
offset to a greater or lesser degree by the destruction of
valuable existing relationships.

Perhaps the key to proper co-ordination of related func-
tional activities of a variety of agencies lies in a centralized
planning machinery which evolves a consistent program for
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the policy makers to consider. Once a program is adopted,
a policy control committee consisting of administrative of-
ficers of Cabinet and other major rank can assign responsibil-
ities to the several agencies involved and maintain supervision
of the general program.

Certainly the government cannot continually be reorgan-
ized to meet the demands of whatever functional problems
are of current importance. Flexibility in organizational struc-
ture and sufficient decentralization of responsibility to avoid
the paralyzing influence of a huge superstructure of “review
and approval” are essential to even moderate government
efficiency.

To be specific, it is more important to have technical and
administrative competence, coupled with freedom to act, in
the heads of operating agencies such as the Bureau of Public
Roads, the P.W.A., and the W.P.A., or the Office of Educa-
tion, the N.Y.A., and the United States Employment Service,
than it is to have superadministrators as the heads of the
Federal Works Agency or the Federal Security Agency.

The truth is that the Federal Works or Federal Security
Administrator cannot co-ordinate all the functions of the
several agencies under him, since they have many relation-
ships to agencies not under his jurisdiction. Consequently
an over-all planning agency is necessary and the Chief
Executive needs a number of assistants or liaison men to
aid in co-ordinating the entire governmental policy program.

On the other hand, the effort of the great agency admin-
istrators to understand, co-ordinate, and control the activities
of the included agencies inevitably creates a superstructure
of review and approval which hampers the working efficiency
of the operating agency. It is doubtful if the effort to lump
the numerous government agencies under a few large “public
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holding companies” contributes enough in clarification of
policy to offset the increase in overhead red tape. What has
been said of federal agencies is true in lesser degree of
state and local government units.

Planned public works offer another line of government
attack on recurrent unemployment, particularly depression
unemployment.

As in the case of relief programs, the history of public
works in this country in recent years is sporadic and oppor-
tunistic to an unfortunate degree. There was no opportunity
for advanced planning of the public work projects and con-
sequently many were not too well suited to the employment
needs of the communities where they were carried on.

Considering the magnitude of the program and the ab-
sence of prior planning, however, it is generally agreed that
an excellent technical job was done by the agencies engaged
in what is usually called “regular” public works (in con-
trast with work relief activities, such as F.E.R.A., CW.A.,
and W.P.A.)—notably the P.W.A., the Bureau of Public
Roads, the Army Corps of Engineers, etc., as well as certain
state and local public works programs.’

Such public works, consisting chiefly of the construction
of needed public improvements (roads, bridges, tunnels,
dams, electric power facilities, public buildings, etc.), have
two objectives—to provide facilities to meet essential public
needs and conveniences and to provide useful employment
for both man power and industrial productive capacity.

To be of maximum value in reducing unemployment such
public work projects should be planned to cover long periods
of time and controlled so that they are greatly restricted in
volume during periods of large business activity and quickly
expanded in periods of depression.
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There is just as much to be said for leveling out private
construction activity as for public works (even more because
of its greater volume). The point is that private construction,
responding to the profit motive and to competition, fluctuates
sharply with the business cycle—while public construction,
not so influenced, can be planned as an offset.

A number of suggestions have been made for accomplish-
ing the necessary controls to make public works activity serve
such a purpose. One of the most interesting proposals is
advanced by four industrialists—suggesting long-run public
works planning and a “flexible budget control,” to release
the public work projects as unemployment increases in de-
pression periods. \

The proposal is summarized in the following paragraphs:*

The successful operation of the policy here proposed calls for
two pieces of governmental machinery-—the Employment Office and
the Flexible Budget. The Employment Office is necessary to keep us
currently informed in regard to the amount, location, and character
of unemployment with which we have to deal. The Flexible Budget
is necessary to relecase government expenditure and employment
in proportion to the need. The first is in an early stage of develop-
ment in this country; the second is a new and undeveloped ex-
tension of governmental budgeting.

Probably the great bulk of employment will be brought about
in the future, as in the past, through multifarious unorganized agen-
cies and procedures by which men have found jobs and employers
have found workers. It is not the function of a public employment
office to interfere with or replace these procedures and private
agencies when they work satisfactorily. It is necessary, however,
that there be a system of public employment offices to supplement
these informal methods, so that workers wanting jobs and unable
to get them by more direct means, and employers wanting workers,
may register their needs and may be brought together through the
systematic procedure of a widespread agency.

The Employment Office should, moreover, be the one place at
which men qualify for unemployment benefits. Thus the Employ-
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ment Office, when fully developed, should have on its records the
names of all unemployed workers, because that agency will be the
final avenue to work or, failing that, to benefits.

In the discharge of these two functions the Employment Office
will accumulate the information about unemployment which is
essential for our plan. Through it we must be informed accurately
and currently in regard to the amount of unemployment, its loca-
tion, and the character of work for which the unemployed are fitted.
It appears to be the one agency through which this information,
essential to the smooth working of our economy, can be regularly
and dependably secured. . . .

Having determined the amount of unemployment, its character
and location, and having decided on the critical fizure which when
exceeded calls for governmental action, the next step is to provide
for that action so that it shall be prompt and appropriate in
amount. Promptness is vitally important because in the downward
phases of the business cycle unemployment tends to be cumula-
tive. Under the ordinary form of budget and legislative appropria-
tion the need for additional governmental activity can be met only
by additional legislative action, which for our purpose is too slow
and cumbersome. To meet the situation we suggest a modified form
of budgeting and legislative appropriation, which we call the “Flex-
ible Budget.” . . . i ‘

The budget officer will be asked to present the usual normal
minimum budget for each department and subdivision. He will be
asked to supplement it with detailed and carefully considered plans
for such expansions of aclivity as could be made from time to
time as called for. The budget will then show a minimum total
figure for cost of operations and an additional one for desirable
additional work. Both the minimum figure and the additional one
would, of course, be subject finally to the usual Congressional
determination. The most satisfactory forms of legislative action
would be to appropriate the minimum figure as usual, and the ad-
ditional one subject to the condition that its expenditure should
begin only after the critical figure of unemployment had been passed
and should increase by steps related to the amount of unemploy-
ment. The legislation should prescribe the critical figure or a
method of determining it. The Flexible Budget would thus include
advance authorization of expenditures in excess of the minimum
budgetary allowances and the necessary appropriation, so that the
volume of such expenditures will vary from time to time in ac-
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cordance with the amount of unemployment. The scope of the legis-

lative and administrative requirements of the proposed policy may

be briefly indicated. The necessary legislative measures include:

1. Approval of a supplementary budget

2. The authorization of expenditures under it, contingent on un-
employment

3. Specification of the amount of unemployment at which contin-
gent expenditures shall start

4. Specification of the relationship to be maintained between
amount of unemployment and rate of expenditure

5. Specification of the proportion of the supplementary expendi-
tures which will be appropriated to the states and their subdivi-
sions for increasing employment

6. Specification of the methods by which Federal money shall be
used in the states and of the conditions which states must meet
to receive it
The executive branch of the government should be required to

hold the total amount of supplementary expenditure in the pre-

scribed relation to the amount of unemployment. It should, how-

ever, be given full discretion in regard to the departments and lo-

calities in which the extra work is to be undertaken, so that it may,

on the one hand, make the projecis as socially useful as possible

and, on the other, choose them so that they will meet the needs

of the unemployed. It is obviously desirable that projects be ac-

cessible to those who need work and suited to their training and

skill,

The machinery for planning public works programs to
cover several year periods is now quite well developed. The
Federal Works Agency, comprising most of the federal
agencies concerned with the problem, is doing an excellent
job from the point of view of co-ordination of activities and
engineering planning. The National Resources Planning
Board and its affiliated regional, state, and local planning
bodies have provided background material concerning needed
improvements and the conservation of resources.

Moreover, the United States Employment Service, which
the proposal charges with the responsibility of providing in-
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formation concerning the state of the labor market, is rapidly
reaching a state of competency to handle such an assignment.

The crux of the plan, however, is the acceptance of the
idea of “flexible budget control” as public policy. Assuming
that Congress would accept such a general policy as desir-
able, as we believe it should, we agree with the authors of
the proposal that a control committee with representatives
from the key agencies is preferable to the creation of a new
agency to administer the plan.” Such a procedure accords
with the principle of flexibility in policy control and decen-
tralization of operating responsibility to specifically qualified
agencies. It should be recognized, of course, that the most
effective functioning of such a planned program of public
works would relieve only a portion of the unemployment
occurring in a depression period.

Public works employment is limited in two directions.
Only a certain volume of public work improvements is eco-
nomically desirable within a limited period of time; it is
quite possible to divert too large a proportion of the national
income into such channels. In the second place, only a limited
proportion of the unemployed are suited to the types of jobs
(mostly construction) which result from a public works
program. An effort to make construction workers (or research
specialists) out of all the unemployed is unwise both from
the point of view of efficient work and from the point of
view of conserving the skills and capacities of the individual
workers.

Many individuals and agencies concerned with the problem
of potentially vast postwar unemployment have been advo-
cating similar programs of planned public works as a neces-
sary protective measure. A new feature of many of these
current plans is the advocacy of a continuing program of
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public works expenditure rather than merely a depression
“fill-in.”” This is a recognition that the long-run problem of
unemployment is steadily growing and is not entirely a de-
pression phenomenon. Thus A. H. Hansen in the brochure
After the War—Full Employment,’ prepared for the National
Resources Planning Board, urges a continuing expenditure
of a sizable portion of the national income by the government
for public works and welfare purposes. Mordecai Ezekiel
in a recent series of articles and John Bauer in his book
National Welfare and Business Stability® advocate similar
programs.

While the emphasis which these advocates place on the
need for planned public works is constructive and important,
it may well be that they are going farther than is necessary
or wise in depending on continuous government expenditures
to support full employment. Such a program assumes that
the economic system cannot be readjusted to absorb the bulk
of the unemployed in private industry.

As indicated in Part III, we believe it is possible, through
a more efficient distribution of purchasing power, to reverse
the long-run trend toward increasing unemployment and offer
extensive new employment opportunities in private industry.
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CHAPTER IX

ORGANIZING THE LABOR MARKET

IN THE review of the factors causing unemployment many
labor market frictions were noted—instances where lack of
information concerning available jobs or workers prevented
employment or where the necessity of changing industries or
occupations involved delay and difficult readjustments.

In such cases improvement depends on belter organization
of the labor market, largely through the development of an
effective nationwide system of employment exchanges. The
average American has had little experience until very re-
cently with the functioning of a public employment service
and probably does not comprehend the significance of such
an agency in the way Europeans have become accustomed to
it. Partly because of this lack of public understanding of
such an agency’s functions and partly, no doubt, due to the
writer’s tendency to stress an activity with which he has
been closely associated, the functions of a public employ-
ment service in reducing labor market frictions will be ex-
amined in considerable detail.

As a background for considering the possibilities and lim-
itations of such a service it may be worth while to summarize
briefly the history of public employment services in this
couniry.’ Employment services fall into three groups—public
employment offices, privale agencies not established for profit,
and private agencies conducted as a business.

Figures on the number of private agencies in the United
States do not exist; but the total number of private agencies
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probably exceeds the number of public employment offices,
although they are concentrated largely in the big cities.
Abuses in the operation of fee-charging agencies have led to
the enactment of legislation by municipalities and states to
regulate their licensing, bonding and fee-charging, premises,
and other matters of management, to prohibit specific abuses
and to provide for inspection and penalties. At the present
time forty-two states have legislation which directly or in-
directly regulates the conduct of private employment agencies.
The legality of such restrictive legislation has been before
the courts in several instances. According to existing decisions
of the United States Supreme Court a state may license and
regulate private agencies but cannot prohibit their operation
altogether nor fix the amount of their fees.

In 1933 the International Labor Organization adopted a
convention providing for the elimination of private fee-
charging employment agencies.” While this convention has
so far been ratified by only five countries, it is indicative of
a trend which may soon lead to serious consideration of such
legislation in this country.

In addition to private agencies conducted for profit, place-
ment facilities are also provided by various philanthropic
organizations, trade unions, and associations of employers.
Agencies for the placement of professional workers, such as
teachers and nurses, are also numerous. They may be op-
erated free of charge or on a fee basis, and often provide
a valuable service for limited groups.

The growth of the public employment service in this coun-
try since 1933 has been so much more significant than in
the preceding periods that there is an inclination to date the
real beginnings of the Service from the passage of the
Wagner-Peyser Act in June, 1933. In many respects that is
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inaccurate. It is true that the state and municipal employ-
ment services in existence before 1933 were spotty and, with
a few exceptions, of mediocre or poor quality. But it is also
true that most of the employment service ideas and techniques
which have been expanded in recent years had their roots in
programs that began earlier than 1933.

There are a number of state employment services which
have a long history of continuous operation. The services in
Ohio (1890), New York (1896), and Wisconsin (1901), to
mention only a few, run back for four or five decades. Most
of these earlier state employment services were in the eastern
and northern states, but there were some in every section of
the country.

The federal government entered the field in 1907, when
a division of information to advise immigrants on employ-
ment opportunities was set up in the Bureau of Immigra-
tion. Soon after the outbreak of the First World War immi-
gration practically ceased and the immigration offices were
changed into employment offices and were grouped in eight-
een employment zones. A Farm Labor Service was also
created. In 1918, because of the need of better facilities to
service the American war effort, the employment offices were
separated from the Bureau of Immigration and the United
States Employment Service was established in the Depart-
ment of Labor, with the states as the operating units. Early
in 1919 the Service comprised 854 local offices and its annual
budget exceeded $5,500,000.

With the passing of the war emergency Congress drastically
curtailed the appropriation of the Service, and its activity
was largely restricted to the placement of veterans and farm
workers. The federal government continued to operate some
employment offices and maintained a co-operative arrange-
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ment with state and municipal agencies. For these, however,
it did little more than provide standard forms and the frank-
ing privilege. In general the offices were ineffective because
of meager appropriations, poor quarters, and inefficient
personnel.

Several efforts to enact legislation in Congress to co-ordi-
nate federal, state, and local services were unsuccessful. Such
a measure passed Congress in 1931 but was vetoed by Presi-
dent Hoover. Congress then voted an appropriation to the
Labor Department which resulted in an enlarged federal
employment service with offices in every state. In many in-
stances the federal offices were established in competition
with state agencies and it was quite apparent that political
considerations rather than the provision of an efficient service
were paramount.’®

The failure of the effort to promote a co-ordinated federal-
state program in the decade of the twenties led to the estab-
lishment of certain foundation-supported employment office
demonstration programs in 1931 and 1932.* There were four
such centers established at Rochester, New York; Philadel-
phia, Pennsylvania; in the three cities of Minneapolis, St.
Paul, and Duluth, Minnesota; and at Cincinnati, Ohio. Out
of the Rochester, New York, experiment station came a recog-
nition of the importance of attractive employment office lay-
outs and a demonstration of effective use of modern office
routines and procedures. The Philadelphia program experi-
mented with the organization of employment service work
along the lines of major occupational divisions. From the
Minnesota program, which was in some respects the most ex-
tensive demonstration, came a renewed emphasis on the im-
portance of advisory councils, with the beginnings of a
program of occupational research and the use of tests and
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personnel selection techniques in public employment offices.
The Cincinnati center conducted valuable studies of the op-
portunities for absorption of workers in the community and
experimented with the classification and assignment of work-
ers on relief projects.

The Wagner-Peyser Act passed in June, 1933, re-estab-
lished the United States Employment Service as a bureau in
the Department of Labor charged with the responsibility for
developing a national system of employment offices for men,
women, and juniors and maintaining a placement service for
veterans, farm labor, and the District of Columbia. To as-
sist in co-ordinating public employment offices the Employ-
ment Service was authorized (1) to develop and prescribe
minimum standards of efficiency, (2) to promote uniformity
in the administrative and statistical procedures of employ-
ment offices, (3) to publish information on opportunities for
employment, and (4) to maintain a system for clearing labor
between the states.

The development of the Employment Service in the past
nine years might be divided into three periods—a period of
great growth in size and scope of the Service from 1933 to
1936, a period of more intensive qualitative development
from 1936 to 1939, and a period of transition from 1939
to 1942.°

From 1933 to 1936 the physical growth of the Employment
Service was amazing. At the beginning of that period there
were only 129 offices in the larger cities of some 24 states,
with a total staff of approximately 500. By the end of 1936
there was a nationwide employment service structure, pre-
dominantly comprised of the affiliated state employment
services although supplemented by the offices operated by the
National Reemployment Service.
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It was apparent in the summer of 1933 that the state em-
ployment services did not have an adequate number of em-
ployment offices and were not sufficiently well organized to
meet the requirements of the federal emergency work pro-
gram. Accordingly the National Reemployment Service was
established under the direction of the United States Employ-
ment Service, to refer workers to federal and state emergency
work projects in states with no employment offices and to
supplement the work of the existing offices in other states.
This Service was financed through funds provided by the Fed-
eral Emergency Administration of Public Works, the Federal
Emergency Relief Administration, and later by the Works
Progress Administration and other emergency organizations.
Supplementing its support from the federal emergency funds,
the National Reemployment Service had the co-operation and
assistance of many state relief administrations, counties,
municipalities, and other local agencies. At the peak of its
operations (1935) the administrative costs of the National
Reemployment Service were at the rate of about $17,000,000
annually, of which more than 90 per cent was supplied from
federal sources. This contrasts with a figure of approximately
$7,000,000 available in the same year under the terms of
the Wagner-Peyser Act. Of the latter amount $4,000,000
was from federal funds and $3,000,000 consisted of match-
ing state funds.

During its history the National Reemployment Service
rendered important services in the classification and referral
of workers to the Civil Works Administration, the Public
Works Administration, and the Works Progress Administra-
tion, as well as to other regular public work agencies of the
government, such as the Bureau of Public Roads and the
Army Engineering Corps.
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Beginning in 1936, as the state services were expanded
for their part in the administration of unemployment com-
pensation, the facilities of the National Reemployment Serv-
ice were contracted. Many of its offices and part of its staff
were absorbed in the state systems and this emergency serv-
ice was discontinued on June 30, 1939.

The period from 1936 to 1939 presented an opportunity
for the qualitative development of the Service. There was
some further physical expansion as availability of Social
Security Board funds made possible replacement of the
National Reemployment Service emergency activities and
further expansion and stabilization of the state employment
services. At the same time considerable attention was given
to the development of the operating plans of state employ-
ment services. Efforts were made lo stabilize local office or-
ganization by setting minimum standards of premises, staffing,
and procedures.

There was general acceptance of the merit system of quali-
fying personnel in all state services after some carly diffi-
culties. This achievement represented one of the major
accomplishments of the United States Employment Service,
since it was secured despite the lack of specific authorization
in the federal Act. The basic success of the merit system pro-
moted by the United States Employment Service laid a
groundwork which made possible the extension of the merit
system principle into broader fields of federal-state re-
lationships as the Social Security Act came into operation.
During this period a program of statistical reporting of im-
portant activities of the employment services was standard-
ized, making available for the first time a current record of
the job seekers of the nation.’

One of the significant developments in this period is rep-
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resented in the various phases of the Occupational Research
Program. Occupational information was accumulated on a
vast scale, both nationally and locally. Job descriptions for
many industries were produced nationally, supplemented by
similar descriptions developed locally by state employment
services for many more occupations and industries. As a
capstone on the national development of occupational in-
formation, the Dictionary of Occupational Titles” published
in 1939 presents in concise form a first approach to informa-
tion about all iypes of occupations. Nearly 30,000 job titles
covering 17,500 distinct occupations are defined and classi-
fied.

Considerable attention was given to the development of
occupational tests and special selection techniques. Many of
the larger employers, of the type who have their own well-
developed personnel departments, were beginning to utilize
the facilities of the Service, as a result of the development
and application of these special selection techniques in the
employment offices.®

During 1938-39 a new emphasis was placed on the de-
velopment of junior placement and counseling services.’ For
two or three years the National Youth Administration had
co-operated in the development of counseling and placement
divisions for juniors in 100 to 150 offices scattered throughout
something more than half the states. This activity has been
very largely taken over and expanded so that at the present
time there are over 300 offices with special junior counseling
and placement facilities. Particular attention has been given
in these offices to the use of occupational information and
counseling techniques.

Service to the physically handicapped applicants has like-
wise been given more attention. Co-operative efforts with the

119



DEMOCRACY AGAINST UNEMPLOYMENT

Vocational Rehabilitation Division of the Office of Education
have resulted in improving the working relationships between
state employment services and state rehabilitation agencies.
Special studies of the suitability of certain types of work
opportunities for individuals with particular handicaps have
been made."

The past three years have been a period of transition and
adjustment for the Employment Service. The President’s
First Reorganization Plan transferred the United States Em-
ployment Service from the Department of Labor to the Social
Security Board on July 1, 1939. The Employment Service
was consolidated with the Bureau of Unemployment Com-
pensation of the Social Security Board to form a new agency
called the Bureau of Employment Security.

The Social Security Act has greatly increased the respon-
sibilities of the public employment offices. The portions of
the Act dealing with unemployment compensation required
that, in order to qualify both for the administrative grants
provided for in the Act and for the certification of their laws
under its tax-remission features, the State Unemployment
Compensation administrations must make provision for the
payment of benefits solely through public employment offices
or other approved agency.

The advent of unemployment compensation gave rise to
many difficult problems for the state employment services.
Some state authorities proceeded on the theory that the two
functions of placement and unemployment compensation
should be separately administered and vested the two activi-
ties in different departments or divisions. Others felt that
these functions should be closely integrated.

On the national level serious problems arose by reason
of the location of employment service in the Department of
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Labor and unemployment compensation in the Social Se-
curity Board. A major difficulty derived from the inadequacy
of the employment service funds for the expanded organi-
zation required for unemployment compensation adminis-
tration. As emergency funds available through the National
Reemployment Service declined, recourse was had to the
moneys provided under the Social Security Act for adminis-
trative grants to the states for unemployment compensation.
As a result of the transfer of the Employment Service and its
merger with Unemployment Compensation, some duplica-
tions and conflicts of authority between the two formerly in-
dependent federal bureaus have been eliminated. Certain
energies which were utilized in competition are now being
devoted to co-operative effort.

There have been some difficulties, however. The involved
procedural mechanics—which may be an inevitable by-
product of a large integrated program such as that of the
Bureau of Employment Security and the Social Security
Board as a whole—complicated the problem of relationships
and in many instances almost eliminated direct contact be-
tween the states and the federal staff working on employment
service problems and policies. Some persons, including the
writer, felt that a more effective co-ordination of these two
activities might have been secured by transferring the Bu-
reau of Unemployment Compensation to the Department of
Labor.™

The writer believed that close integration of the two activi-
ties—Unemployment Compensation and Employment Serv-
ice—should be provided by placing them in the same depart-
ment under a co-ordinator, such as an assistant Secretary of
Labor. He was opposed, however, to a complete merger of
the two distinct functions into one bureau or agency with
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the elimination of the name and identity of the employment
service.

An employment service was a recognizable concept in the
public mind and considerable good will had been developed
for that name and concept. Similarly unemployment com-
pensation or unemployment insurance was a clear-cut idea
in the public mind. These two concepts, and indeed these two
titles, have been common throughout the leading industrial
nations in the last two or three decades.

Events have proved that a local office of a state depart-
ment of employment security was not a clearly identified
agency in the public mind and the complete unification of
the two activities created many administrative difficulties.

Following several internal reorganizations, the Bureau of
Employment Security re-established the name United States
Employment Service for the employment service division in
1941. By executive order in December, 1941, the United
States Employment Service was federalized—thus again
separating the employment service activity from the unem-
ployment compensation function, which remained federal-
state in its operating relationships. The new co-ordinating
official carried the two titles of Director of the United States
Employment Service and Director of the Bureau of Em-
ployment Security. Some further clarification of these rela-
tionships is necessary, but the essential identity of the United
States Employment Service has been re-established.

In Chapter XI the activities of the United States Employ-
ment Service in serving the war effort are described in some
detail.

In the nine years of operation (down to July, 1942) the
United States Employment Service has handled a huge vol-
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DEMOCRACY AGAINST UNEMPLOYMENT

ume of applicants and a steadily increasing proportion of
placements in private industry.

Table V shows the number of new applications and place-
ments made by the offices of state employment services and the
National Reemployment Service by fiscal years since the
Wagner-Peyser Act went into effect.

Table VI presents for the last seven fiscal years an analysis
of placements by private and public employment and relief
employment.

As of July 1, 1942, there were 1471 full-time employment
offices and 3121 part-time or itinerant points, with a total
office personnel of 17,060.

Having thus reviewed the development of the public Em-
ployment Service in the United States, let us now analyze
the functions which such a service can perform in relation
to the problem of reducing labor market frictions.

A nationwide public employment service is essential to
any plan for the effective organization of the labor market.
Such an employment service is the operating mechanism in
the labor market analogous to the stock exchange in the se-
curity market or the commodity exchange for agricultural
products.

Without in any way interfering with freedom in the ad-
justment of the supply and demand for different kinds of
workers, it is essential to the orderly handling of the labor
problem that a mechanism exist for recording and classify-
ing the location, personal qualifications, and occupational
skills of the available workers as well as the number, loca-
tion, and requirements of the available jobs. It should also
provide a channel for regulating the flow of qualified workers
into such jobs.

An employment service is essential to the performance of
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these functions whether the jobs involved are in private in-
dustry or in public enterprises. As a result of its performance
of this basic function in the labor market, a national employ-
ment service system should be in a position to yield pertinent
information with respect to employment conditions and op-
portunities and the characteristics of the labor supply. Such
information is essential to the planning and administration
of public works programs, to the administration of unem-
ployment compensation, and to the development of vocational
guidance and occupational training.

An employment service cannot create jobs; it can, how-
ever, reduce labor turnover and minimize occupational mal-
adjustments through effective placement. It can create essential
flexibility in the available labor supply through a clearance
system providing geographical mobility of skilled workers.
By an occupational readjustment program it can promote
interindustrial mobility of labor, thus facilitating rapid re-
absorption of workers from obsolete trades in certain indus-
tries into related newer opportunities.

In the following discussion an effort will be made to set
forth the writer’s views with respect to the proper functions
of an employment service and the kind of organization needed
for the discharge of these functions. Throughout the discus-
sion the statements of objectives will be accompanied by brief
summaries of the present status and achievements of the
United States Employment Service in the respective phases
of activity.

I. The primary function of a public employment service
is to facilitate an orderly handling of the labor market in
private industry. In a simple, pioneer type of economy where
nearly all markets are limited to the community, there is
little need for any organized machinery to bring the workers
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and jobs together. Employers are familiar with the number
and qualifications of the workers in the community, and the
workers in turn are familiar with the available jobs and job
requirements.

In our modern, complex economic society, mass-production
methods, specialization of labor, and the broadening of mar-
kets in general create a situation in which employers cannot
know the number, location, or skills of the available workers
and the workers in turn have only limited knowledge of the
jobs available, particularly those outside their own immedi-
ate communities. Some central machinery for clearing the
market is needed to overcome these difficulties.

Specifically, what must a public employment service do to
accomplish this objective?

A. From the employer’s viewpoint, the employment office
can render four services.

1. Establish and maintain effective contacts with indus-
try.

The public employment service must become well and
favorably known to the rank and file of employers if they are
to comprehend its economic functions and its possible ad-
vantages to them. In certain countries where a national pub-
lic employment system has been in operation for a period of
years, its position and functions are recognized by the em-
ploying group. The rather unsatisfactory experience with
many of the state public employment office systems prior to
1933 meant that the present United States Employment Serv-
ice started with an almost complete lack of employer under-
standing of the functions and possibilities of such a service.
Some progress has been made in employer understanding
during the past nine years, but the early absorption of the
major energies of the Employment Service in servicing emer-
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gency government activities, such as W.P.A. and P.W.A,,
and the rather limited publicity given to its organization and
efforts mean that the major task of creating employer under-
standing of the Employment Service functions is yet to be
done. The large part the Service is playing in organizing the
labor supply for the war effort is bringing the agency to the
attention of many employers previously ignorant of its
facilities.

Further progress calls for a carefully controlled program
of providing public information and particularly for an ef-
fective system of personal field visits by competent repre-
sentatives of the Employment Service to individual employers,
acquainting them with the nature and possibilities of the
Service. Of even greater significance is the development of
a program of follow-up on placements and original contacts
to correct errors and to continue the education of the em-
ploying group with respect to the Service.

2. Gain and share knowledge of job requirements.

If the Employment Service is to be successful in gaining
employer confidence and improving the character of place-
ments in private industry, it must have accurate information
with respect to the requirements of the jobs to which referrals
are being made. The Employment Service is a community
personnel organization. It is making selections and referrals,
not to a few hundred jobs in one industry, but to thousands
of occupations in all types of business enterprises and in-
dustries. No matter what its previous experience or back-
ground, the Employment Service personnel cannot be per-
sonally familiar with the job requirements in these thousands
of jobs. It is essential that industry co-operate in making avail-
able to the Employment Service complete and accurate in-
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formation with respect to the requirements and possibilities
of the jobs to be filled.

It is equally essential that the Employment Service hold
up its end of this co-operation with industry by making such
job information available in understandable form and by
training the personnel in its effective utilization.

Important beginnings have been made by the United States
Employment Service in this task. The Occupational Research
Program, conducted under the sponsorship of a Technical
Committee with members designated by the National Research
Council and the Social Science Research Council, and operat-
ing with both private-foundation and government funds, has
made careful job analyses of all the occupations in several
industries.”” It is thus making available both to the employ-
ment office personnel and to co-operating industries stand-
ard job descriptions and definitions for the occupations with
which the Service is dealing.

The continued production of these materials and the main-
tenance of their current accuracy by co-operation between
local operating offices and employers is essential to an ef-
fective placement job in private industry. To that end local
employment office personnel in all the states are being trained
in the use and maintenance of these materials.

3. Facilitate mobility of labor.

At any given time the available labor supply presents at
least local shortage conditions in the upper brackets of skills.
With the great demand occasioned by the war program such
shortages are numerous and severe. In order to minimize
the dislocations resulting from lack of geographic mobility,
the Employment Service should maintain an effective nation-
wide clearance system so that job openings calling for par-
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ticular skills in any section of the country can be filled by
qualified workers available at any point in the United States.

In the absence of a nationwide clearance machinery, short-
ages of certain types of skilled labor may exist in one sec-
tion and surpluses in another. While such maladjustments
might be corrected in time in the absence of a clearance
mechanism, considerable savings both to industry and to
workers can be achieved through creating a maximum degree
of geographic mobility for such skilled workers. The war
emergency has speeded the development of a nationwide
clearance system which is now working with reasonable
efficiency.

There is another phase of mobility of equal importance to
both employers and workers; namely, interindustrial and
interoccupational mobility at those levels of occupational skill
where a limited amount of retraining would qualify workers
who have had experience in related lines of work. The job
studies referred to above reveal that at the semiskilled and
unskilled levels, particularly, there are many jobs carrying
entirely different titles in different industries which when
carefully analyzed have essentially similar requirements. If
this is true it should be possible for a qualified employment
service organization to identify those unemployed workers
whose present training and occupational experience are so
closely similar to the job requirements of positions which are
opening up in other lines of industry as to make their useful
employment a matter of brief retraining and readjustment.
Such interoccupational and interindustrial mobility would
promote stability within a community and within a region.
It would minimize unnecessary geographical mobility and
make for the most effective occupational adjustments.

In addition to the job description material now being de-
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veloped which has a bearing on this problem, studies of the
characteristics of successful workers in certain occupations
(making up a part of the Occupational Research Program)
are beginning to yield supplementary data of value in select-
ing those individuals best qualified for such occupational
readjustment.

4. Provide employment information.

While the applicants registered at the public employment
service will perhaps never include all unemployed persons
who are actively seeking work, it may be anticipated that,
with the increasing recognition of the Employment Service
as a major channel for private placement opportunities, its
extensive use in referring workers to war industry, its use
as a referral agency for public jobs, and its function as an
administrative agency for unemployment compensation, the
proportion of the unemployed who maintain active registra-
tions with the Employment Service will increase. Experi-
ence of European countries, such as Great Britain, Germany,
and the Scandinavian countries, indicates that a full-fledged
employment service performing the above functions main-
tains sufficient registration of the unemployed to make the
employment information available from such source of great
significance.

Even at the present time the so-called “active file” of the
Employment Service includes a large proportion of the un-
employed who are in search of work. Proper statistical and
reporting techniques should make available information with
respect to the existing labor supply, its location, personal
characteristics, and occupational skills.

To serve the needs of industry for reliable information
concerning the available labor supply, provision should be
made to secure at least the most essential of these facts con-
cerning the available labor supply on a current basis.
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B. From the worker’s viewpoint also, the employment ex-
change has important contributions to make. These include
the following:

1. Maintaining efficient interviewing and applicant contacts.

As in the case of the employer, the Employment Service,
if it is to perform its major economic functions, must have
the confidence and continued co-operation of all qualified ap-
plicants who are seeking work.

The past performances of the public employment services
have not encouraged highly skilled, professional, and white-
collar types of workers to maintain continued relationships
with such services. It is probable that the emergency activities
of the present Employment Service organization have served
to blur the average applicant’s conception of the important
relationships of the Employment Service to private industry.
Because the bulk of placement opportunities available through
the Employment Service during the first few years of opera-
tion were of a public character, a major effort must be made
by the Service to insure the applicant’s proper understanding
of the major functions of the Service.

Of greatest importance in securing this co-operation is the
provision of adequate facilities and competent personnel for
handling the applicants, both in their first and in their subse-
quent contacts with the office. Present facilities are in most
places inadequate. The personnel is limited in number. More-
over, since the whole employment service field represents a
new type of work opportunity, few of the present staff mem-
bers have had previous experience in this work.

A major training program for the development of a com-
petent professional personnel and provision of instructions
and working tools are essential. '

2. Development of sound occupational classifications.
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The confidence of the workers in the Employment Service
will increase as they secure jobs for which they are well
fitted. This necessitates a thoroughgoing job of occupational
classification on the part of the interviewers. In addition to
information about job requirements, interviewers must be
equipped to determine the qualifications of the worker. This
means that the training background, personal history, and,
particularly, the work history of the applicant must be se-
cured, carefully recorded, and verified. Any available tools
to measure capacities, abilities, and skills of the workers to
supplement this work history should be utilized.

Attention is now being given to the training of interviewing
personnel in the proper methods of classification. One phase
of the Occupational Research Program is an effort to analyze
the qualifications of successful workers in various occupa-
tions to see if it is possible to find measuring sticks or selec-
tive devices to supplement the work history in predicting
probable success in an occupation. Over fifty-five thousand
trade questions have been secured and are being standardized
and made available to the interviewers as aids in determining
the nature of an individual’s experience.

Some studies have been made in the retail selling field
and in various clerical and mechanical occupations to de-
termine whether available occupational aptitude tests have
any practical application in this process of selection and
classification. Controlled application of certain of those tests
which seem to be significant in distinguishing successful work-
ers is being made in a few offices. This movement, if properly
controlled, should yield results of value in improving place-
ment and should offer information of significance to the
vocational guidance movement and in the planning of training
programs.’®
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3. Facilitating mobility of labor.

A clearance system for creating geographical mobility in
skilled labor and the development of interindustrial mobility
of labor through occupational readjustment are of equal sig-
nificance to the worker and the employer. An effective clear-
ance machinery assists materially in reducing the length of
unemployment of workers and prevents the training of sur-
pluses of workers in occupations which tend to be seasonal
in character. Employers, on the other hand, benefit in not
having to stop production processes while waiting to procure
qualified workers.

4. Providing employment information.

To the worker also a program for the provision of reliable
employment information is of importance. Information with
respect to the nature of placement opportunities which are
opening up, their location, and job requirements is of obvious
significance. Studies of occupational and industrial trends
in placement opportunities which may be built up over a
period of time should be of importance particularly to the
younger worker facing problems of vocational choice.

5. Service to special groups of applicants.

There are a number of special groups of applicants which
seem to call for particular attention on the part of the Em-
ployment Service. Such groups include the juniors who char-
acteristically lack work experience; physically handicapped
persons, including the disabled war veterans; and migratory
farm workers. The traditional approach to the problems of
these special groups has been the creation of a special division
within an operating employment service.

While there is much to be said for the development of par-
ticular techniques for meeting the unusual problems presented
by these various groups of applicants, it may be doubted that
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the creation of special divisions for registering, classifying,
and attempting to place these persons in private industry is
a desirable practice. Such practices frequently produce two
undesirable results: first, somewhat indiscriminate placement
of applicants in occupations or positions for which they are
not entirely suited as a result of a sympathetic attitude on
the part of certain employers or the action of pressure groups;
second, a tendency to restrict the placement of special-problem
applicants, such as the physically handicapped or inexperi-
enced juniors, to working opportunities with employers whose
social viewpoint leads them to consider the needs of these
workers.

Sound public policy would seem to be served better by
careful attention to the special needs of these workers and
the utilization of special techniques to arrive at a proper
occupational classification of such workers. Once such a
classification is reached, the individual can best be handled
as a normal worker within that particular occupation where
his handicap or special problem has no bearing. In this way
his occupational opportunities are broadened and the place-
ments made are in terms of occupational fitness.

Progress has been made by the present Service in this
direction. The Wagner-Peyser Act requires that special serv-
ice be provided for veterans, physically handicapped persons,
juniors, and farm workers. In the case of veterans, instead of
creating a special division in the operating offices, the United
States Employment Service has appointed special staff officers
in each state whose responsibility it is to train the entire per-
sonnel in the special-problem techniques affecting veterans
and to see that the needs of this group are adequately con-
sidered.

Similarly with respect to the other groups—juniors, farm
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workers, and physically handicapped persons—special staff
officers attached to the state administrative staffs in areas
where the problem is acute are training the local personnel
in the nature of the special problems and the use of special
techniques for the proper classification and handling of these
types of applicants.

Only a small beginning has been made in the develop-
ment of the junior service and that for physically handicapped
persons along the above lines. Experiments are under way in
a few centers, but considerable further attention should be
given to this problem.

II. Service to government agencies is an important respon-
sibility of an employment exchange system. With the grow-
ing acuteness of the problem of wartime labor supply, the
Employment Service is now rendering service to no less
than thirteen major government agencies ranging from the
War Production Board and the Army and Navy to the Office
of Civilian Defense and the Civil Service Commission. From
the long-run point of view four such services should be
stressed, including those relating to a public works program,
a work relief program, the administration of unemployment
compensation, and assignments to training work.

A. Service to public works programs.

Consideration of any planned public works program de-
signed to extend over a period of years suggests three func-
tions to be discharged by the public employment service.

1. Planning information.

One of the criteria which should be considered in plan-
ning a program of public works is the nature and extent of
the available labor supply. The Employment Service should
be in a position to provide two types of information with
respect to the available labor supply. First, on the basis of
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its current records, it should be able to indicate growing
shortages or surpluses of labor in the various occupations.
While the projected existence of a shortage in an occupation
should not be conclusive in determining the setting up of a
project calling for such labor, it should indicate the nature
of the labor problem to be faced and the particular occupa-
tions for which training provision should be made. In the
second place, when projects are actually scheduled, the
Employment Service should be in a position to make available
current information with respect to the immediately available
labor supply, its geographic location, occupational skills,
and other data.

The present statistical program of the Service is capable
of adjustment and expansion to take care of these needs. A
periodic inventory of the workers in the active file would yield
not only the information immediately needed for the adminis-
tration of scheduled projects but also the basis for measuring
occupational trends in the labor supply.

2. Selection and referral of workers.

The second function of the Employment Service in rela-
tion to a public works program should be the selection and
referral of all persons needed on public works projects.
Only through some central personnel machinery can the regu-
lations governing labor requirements on projects be uniformly
and effectively administered. Experience in the past nine
years has demonstrated the necessity and value of such service.

It is doubtful if through any other mechanism the regula-
tions which, at various times, specified local residence as a
prerequisite, veterans’ preferences, relief status preferences,
assignments of identification numbers for pay roll purposes,
and numerous other administrative details could have been
administered. While the machinery creaked in places, the
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evidence presented by the emergency government employers
—W.P.A., the Bureau of Public Roads, P.W.A.—and by
private contractors on government projects indicates the value
of the employment service in handling selection and referral
of workers to all such projects.

3. Creation of flexibility in the labor market.

As in the case of servicing private industry it is essential to
the conduct of the major public works program that there be
geographic mobility in skilled labor, such as provided in
the clearance system of the Employment Service, together
with the maximum degree of flexibility in occupational ad-
justment.

B. Service to work relief agencies.

Assuming a major planned program of public works and
limitation of work relief 1o types of temporary employment,
essentially of a character to minimize competition with
private industry, it may be questioned whether the Employ-
ment Service should exercise any immediate function in the
work assignment of relief recipients. It should be noted that
the primary basis of selection for such work—namely,
“need”—is a type of qualification concerning which the Em-
ployment Service is not equipped to pass judgment. It is
clear, however, that all individuals engaged in temporary
work relief should maintain active registration with the Em-
ployment Service offices in order to be available for any regu-
lar work opportunities for which they are qualified, either
in private industry or in the planned program of public
works.

As a by-product of the registration of relief recipients and
their classification for private employment opportunities, oc-
cupational classification information may be made available
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to the relief or public welfare administration for its guidance
in making assignments to work relief projects.

In addition the registration and proper occupational classi-
fication of relief recipients enable the employment service to
designate persons wholly unqualified for either private in-
dustry or project employment. This information is of value
to agencies administering to the needs of individuals unable
to be self-supporting.

The experience of the Employment Service with the work
relief program during the past few years substantiates the
viewpoints here set forth. In those instances where the Employ-
ment Service organization took a major part in the assign-
ment of relief recipients to work relief projects (as in the
case of the C.W.A. and the early history of the W.P.A.),
there was a tendency to identify the Employment Service with
the work relief program, to the disadvantage of the Service
in its relations with private employers and with the better
class of nonrelief applicants. Every precaution should be
exercised to avoid such identification in the public mind.

C. Relation to unemployment compensation.

It is generally assumed that the Employment Service
should discharge two major functions in the administration
of a program of unemployment compensation.

1. Registration of unemployed workers.

In the first place, registration of workers both for Employ-
ment Service purposes and for establishing eligibility under
the Unemployment Compensation Act should be in the Em-
ployment Service. It is clear that, for the convenience of the
worker and to avoid confusion, unemployment compensation
facilities and Employment Service facilities should be so
housed as to avoid duplication of effort on the part of the
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worker and to promote efficiency in the necessary relation-
ships between the two organizations.

Moreover, it is essential to impress upon the worker that
the item of most importance is the job. Unemployment com-
pensation is merely an aid to the worker in getting over a
period of unemployment. His first obligation, therefore, in
case unemployment occurs, is to utilize the available facili-
ties for securing a job. His registration at the Employment
Service serves to emphasize the primary importance of the
job-getting activity. This registration requirement is now
universal and is working to advantage.

2. Certification.

The other major function of the Employment Service in
relation to unemployment compensation is the certification
that an individual is unemployed and unable to secure suitable
employment. This requires an efficient system of current con-
tact with unemployed applicants and it implies a close work-
ing relationship between the local unemployment compensa-
tion and employment office organizations to expedite the
clearance of such certification and the payment of benefits
when due.

Of great significance in the discharge of this function is
the careful classification of workers in order to determine
what is suitable employment. Development of the occupational
adjustment program described above is needed in order to
facilitate the rapid re-employment of unemployed persons
into useful work for which they are well fitted.

D. Service to retraining agencies.

While retraining and rehabilitation of occupationally mal-
adjusted workers is not the function of an employment serv-
ice, it can be helpful in selecting and referring qualified
workers to the retraining and rehabilitation agencies.
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The value of such services has been demonstrated in the
peacetime arrangements for referring physically handicapped
workers to the Vocational Rehabilitation services. During the
war emergency the Employment Service is referring quali-
fied candidates for “pre-employment and refresher” train-
ing of a vocational type to the schools and other agencies
doing the training job for the accelerated wartime production.

ITI. Before leaving this discussion of the Employment
Service, some comments may be pertinent concerning the or-
ganization and structure of an employment service.

In order to make any useful contribution to the organiza-
tion of the labor market, which in its essential characteristics
is nationwide, the public employment service must be nation-
wide. Not only does this require nationwide coverage so that
every community is served by the necessary facilities, but it
implies a sufficient degree of centralized control to produce
uniform standards of operation, a nationwide system of clear-
ance for labor, and employment information on a national
basis. These objectives can be achieved either through a
federal-state system, such as contemplated in the Wagner-
Peyser Act, or through a strictly federal system. For a variety
of reasons (some of which are cited in Chapter X) the writer
believes a federal system is preferable, and such is now the
plan.

Without going into the detail of the arguments for either
of these two methods of administration, it may be pointed out
that under either system certain responsibilities must be dis-
charged by the central organization in Washington and cer-
tain activities clearly carried on as a responsibility of the
state organization, whether such state operating organization
derives its authority from state or from federal legislation.

A. State and local responsibilities.
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In general there should be no local offices operating under
direct control of the central federal authority. Operating con-
trol should center in the local and state administrative au-
thorities in accordance with general policies enunciated in
Washington. This is largely true at the present time, although
the particular functions of the Washington staff and the
regional offices have not as yet been clearly enunciated.

B. Federal responsibilities.

Centralized federal responsibilities should include the fol-
lowing:

1. Personnel.

Unless a uniform merit system of qualification for all
personnel in the Employment Service is maintained it can-
not be expected to function efficiently. The entire Employ-
ment Service should be under the federal Civil Service, and
such is now the case for all except a limited number of per-
sons on strictly unemployment compensation functions.

2. Development of standards and procedures.

As is provided in the Wagner-Peyser Act, responsibility for
the development of standards and procedures for Employ-
ment Service operation should be a centralized function. The
national character of the labor market, with its constant flow
of workers from one state’s jurisdiction to another’s, necessi-
tates uniformity in the basic procedures and practices of em-
ployment office operation. In certain instances what amount
to merely local employment opportunities cut across state
lines, as in the case of the New York, Philadelphia, St.
Louis, and Cincinnati metropolitan areas. In the absence of
uniform practices great difficulties are encountered.

The Occupational Research Program already described is
providing basic working tools for the use of all the operating
offices.
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3. Training.

It is not sufficient for the central organization to prescribe
standards of operation, of personnel, and of procedures and
to develop working tools for the use of employment office
personnel. Such tools and statements of standards either can
be effectively used or can accumulate dust on employment
office shelves. Provision of training personnel and a training
program to aid the operating personnel in the effective utili-
zation of these instruments and the achievement of the desired
standards is essential.

Until recently the emergency activities of the Service have
prevented any major development of a training program.
With the recent production of job descriptions and other in-
structional manual material a training program has been
organized and a staff placed in the field to work with local
personnel in an effort to move ahead in the development of a
professional and competent personnel. This activity has neces-
sarily been sidetracked during the war emergency, but it will
no doubt be revived.

4. Field supervision.

It is the responsibility of the central office not only to de-
velop standards and provide working tools but to insure their
effective utilization. This necessitates a field organization.
The proper organization of such a field service depends to
some extent on the type of field organization set up for un-
employment compensation. It is important, however, that
flexibility be maintained in such a field staff.

Because of restrictions in personnel and budgets, the field
organization of the Employment Service was limited during
the earlier years of the Service. More recently a larger num-
ber of technical representatives have been placed in the field,
all engaged in the general work of supervision. Part of their
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time has been devoted to aiding particular state administra-
tions in working out operating problems.

5. Clearance.

For obvious reasons the provision of a system for clearing
labor must be a federal function. The very nature of the
problem means that it carries beyond any state jurisdictions.
Only meager beginnings of a clearance system were evident
in the Employment Service prior to the past two years. In
a later chapter the rapid development of this activity to serve
urgent war needs is described.

6. Statistical program.

It is likewise clear that the statistical program must be set
up on a national basis and be discharged as a federal func-
tion. Information is not amenable to geographic limitations.
Under the terms of the Wagner-Peyser Act development of a
statistical and informational service is a federal function and
the present Service has so developed it. As previously indi-
cated, the present program needs extension in the direction
of current maintenance of adequate information with respect
to the available labor supply as reflected in the active files
of the offices. Much specialized information designed to serve
the war effort is now provided by the Employment Service.

Experience during the past few years with the emergency
National Reemployment Service as a flexible supplement to
the affiliated state employment service organization indicates
the importance of maintaining fluidity in the organization of
the Employment Service. The diversity of our national eco-
nomic system combined with the unusual problems involved
in federal and state jurisdictions means that some form of
Employment Service organization suited to the peculiar needs
of the United States must be evolved over a period of time.

The strictly federal systems which have proven effective
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in the smaller and more compact industrial nations of Eu-
rope may be subject to some limitations when applied to
our diversified social structure. On the other hand, certain
limitations which have developed under the experience of
the Wagner-Peyser Act suggest the need for greater flexi-
bility and for a considerable degree of federal responsibility
for direction and development of the Service. Over a period
of more than twenty years the Bureau of Public Roads has
evolved a co-operative federal-state arrangement which is
now working effectively in its field of endeavor. In other fields
of government activity a uniform federal system has appar-
ently worked well.

On the basis of his experience with the administration of
the Employment Service during the first seven years of its
developmental period, beginning in 1933, the writer is con-
vinced that a federal system of operation is essential in the
long run. The reasons for this conclusion are in part cited
above and in part included in the chapter on “Social In-
surance.” The federalizing of the Employment Service for
the duration of the war emergency demonstrates the greater
administrative effectiveness of this method of operation.
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CHAPTER X

SOCIAL INSURANCE

THE governments of all important industrial nations have
set up systems of social insurance to aid the victims of re-
current unemployment. Not only unemployment insurance,
which is entirely concerned with relieving the burdens of
unemployment, but other forms of social insurance likewise
play their part, including old-age and survivors’ insurance,
health insurance, and even workmen’s compensation.

It has been noted that the problem of relief in depression
periods is a mixture of unemployment proper and inadequate
incomes, with the distinction difficult to draw. Loss of income
where ill-health or industrial accident are involved may be
a combination of those factors with a scarcity of jobs. Fre-
quently it works out that the individuals affected first and
for the longest periods of unemployment are those who have
suffered from ill-health or accident disabilities.

In such cases the provision of health insurance or work-
men’s compensation benefits is at least an indirect relief of
the burden of unemployment.

A clearer case is presented by public provision of incomes
for older persons who are retired from regular employment.
To the extent that such individuals receive an income without
being forced to hold on to or seek a job, the pressure of the
unemployment load is relieved not only for themselves and
their families, on whom they would otherwise be dependent,
but for other workers who are in competition for the jobs
these older workers hold or seek.
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This holds true whether the public provision is in the form
of a contributory old-age insurance plan or straight assistance
(pensions) for the indigent aged.

Beginning with the German health insurance schemes of
Bismarck in 1883, the plan of compulsory public insurance
against the major risks of loss of income has spread through-
out all industrial nations, reaching its last major milestone
in the Social Security Act of the United States in 1925.

The International Labour Office reported in 1926 that 130
compulsory accident insurance or workmen’s compensation
schemes were in operation in 54 countries; there were 45
compulsory sickness and maternity insurance schemes in 31
countries, and 75 compulsory invalidity, old-age, and widows’
and orphans’ insurance schemes in 30 countries." Before our
Social Security Act was passed in 1935, 11 European nations
were providing subsidies for voluntary unemployment insur-
ance programs which covered about 4,000,000 workers in
that year. At the same time 8 European countries had com-
pulsory systems covering around 35,000,000 employees.*

Our major concern, of course, is with unemployment in-
surance, but some of the observations made apply to all forms
of social insurance. Moreover, the social insurances are in-
terrelated in many ways—making it necessary to consider
the combined program in order to understand and evaluate
a single phase, such as unemployment insurance.

In characteristic fashion we did not properly capitalize
on the experiences of other countries in passing the Social
Security Act. The result was an important first step in pro-
viding certain essential social insurance programs, but they
were provided in an incomplete and somewhat ineffective
form.

The Social Security Act created a complex administrative
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structure partly on a straight federal and partly on a federal-
state basis, and it lumped into one agency both insurance and
relief activities.

There were other deficiencies in the Act, such as the failure
to include health insurance, the narrow restrictions in worker
coverage, and the principle of relating benefits directly to
prior earnings, but the administrative complexities and the
attempt to combine social insurance and relief programs in
one setup comprised the greatest weaknesses.

Unemployment insurance is not primarily a device for
stabilizing employment; it is simply a government-sponsored
scheme for building up reserves out of income in periods
of business activity (seasonal or cyclical) from which bene-
fits may be paid to unemployed workers in slack periods, as
offset to their loss of income. There may be some incidental
effect in the way of incentive to industry to regularize em-
ployment, but not sufficient to warrant erecting such a system
with that object in mind.?

It is likewise true that the unemployment insurance bene-
fits received by unemployed workers may lessen the need for
public works employment or for relief. In general, however,
the workers affected by unemployment insurance are those
who are regularly attached to an industry and who draw bene-
fits while they are laid off temporarily in slack periods.
Typically they are not among the applicants for public works
employment or for relief.

In cases where the termination of employment becomes
permanent, the worker will draw his unemployment insurance
benefits before seeking these other forms of assistance. In
all instances the ambitious unemployed worker, whether draw-
ing irisurance benefits, working on a public project, or re-
ceiving relief, will be using the public employment office
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as well as his own shoe leather to try to locate a new job suited
to his talents.

Such a plan of unemployment insurance, designed to draw
off some reserves during prosperous periods to be paid out
in “income-replacing” benefits in slack periods to those work-
ers who have contributed to the reserves (along with their
employers), is a sound and desirable part of a planned gov-
ernment effort to minimize the effects of unemployment. Let
us see how adequately the present scheme meets the need for
a well-planned unemployment insurance program.

In a penetrating analysis of the Unemployment Compensa-
tion Program in the United States, William Haber and J. J.
Joseph have suggested the following criteria for evaluating
the system.*

1. Benefit payments should be socially adequate; in other words,
the amount and the duration of benefits should be sufficient to
support an unemployed worker and his dependents to an extent
that will at least guarantee their subsistence and not require
supplementation with general relief.

2. Equal protection (in cost-of-living terms) should be afforded to
all workers, regardless of their industry, occupation, or state
of residence.

3. The system should be understandable to both workers and em-
ployers and not impose unreasonable reporting burdens on em-
ployers.

4. Unemployment compensation should be so planned as to avoid
uneconomic dislocations in the labor market, undesirable employ-
ment practices, and friction between employers and employees.

5. The system should be financed by tax measures which will insure
adequate benefits and conform to the principle of “ability-to-
pay.” ‘

6. The administrative structure should lend itself to the least delay
and lowest possible cost in the collection of contributions and
payment of benefits.

7. Unemployment compensation should be planned in relation to
the entire social security program, so that integration and co-
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ordination can be achieved where desirable, and duplications of
function avoided where possible.

In applying these tests to the operation of the present un-
employment compensation system, Haber and Joseph reach
conclusions which, in the main, confirm the impressions
gained by the writer in his experience with the administra-
tion of the program.®

What can be said of the adequacy of benefits in terms of
amount and duration? Benefits have been paid now for some
four and one-half years (to July 1, 1942). The total amount
paid comes to about two billion dollars—such payments
meeting the major problem of perhaps 15 per cent of those
unemployed during the period. The number of individuals
receiving benefits varied from five hundred thousand (Octo-
ber, 1939) to one and one-quarter million in June, 1940.
The average weekly benefit for total unemployment was
$10.57 in 1940 and for partial unemployment about $6. The
average annual benefit was $100.15.

Average payments for total unemployment ranged from
$4.68 per week in North Carolina to $14.16 in California
—with nearly half below $10. The annual figures vary from
$42.60 in South Carolina to $174.12 in California.

These weekly benefits are entirely too small to serve the
purpose of replacing the income losses of ordinarily em-
ployed workmen, even allowing for regional differences in
cost of living. The real failure to offer worth-while benefits
is seen, however, when the annual benefits are studied. A
national average of $100 compares with some $296 received
on general relief and $663 on the W.P.A.®

Partial unemployment benefits are even more inadequate
where they are provided, and some important states (includ-
ing Pennsylvania and New York with one-fourth of the
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covered workers) have no provisions for such payments.
Moreover, the long waiting periods before these meager
benefits are paid create additional hardship. The duration
of benefits is likewise entirely inadequate.

It is clear that unemployment compensation benefits do
not take care of the covered workers during their periods
of unemployment—with present schedules. They are thus
forced to get assistance from some other source after benefits
are used up and in some instances during the long waiting
periods before benefits begin.

If relief or public works employment must eventually be
resorted to by most of the unemployment compensation
beneficiaries, a real question is raised as to the validity of
the entire system. Is the additional administrative cost and
burden on both industry and workers justified by the results?
Would it not be simpler and less expensive to cover the entire
need through public work and relief?

It should be pointed out that the Social Security Board
has recommended greater uniformity and more adequate
benefits.” Similar recommendations have been made by the
Congressional Commiitee on Unemployment and Relief.® The
attitude of many state administrative agencies and legisla-
tures, however, makes it unlikely that really significant im-
provements will take place under the federal-state system
now in force.

Another difficulty related to the benefit structure is the
principle of relating benefits directly to earnings, with a re-
sultant tremendous complexity both in collection of taxes
and in calculations of benefits. Not only is this device re-
sponsible for undue effort on the part of employers, and for
a great bureaucratic central machinery for maintaining rec-
ords and computing benefits, but the workers themselves find
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it difficult to understand. Of greater importance—it involves
an error in principle in that the benefits are lowest for those
who need it most and greatest for those who need it least.’
The enormous difficulty involved in present computation of
benefits on the basis of individual earning records would be
increased by ultimate extension of the coverage of the laws
to such groups as domestics and agricultural workers.

It is suggested that the legislation should be changed in
three directions to correct these difhiculties.

1. Substitution of certain brackets of wage rates for the
present individual compilations.

The use of a few wage brackets should simplify both the
problem of tax collection and that of calculation of benefits.
At the same time the use of the bracketing procedure main-
tains the principle of differential benefits roughly related to
differences of income and living standards.

2. Relating of the benefit structure more closely to the
needs of the workers by providing:

Allowances for dependents
Higher minimum benefit rates

Social adequacy should be the first test of the validity of
a social insurance program.

3. Substitution of a stamp system for the present indi-
vidual return in certain industries and occupations.

Particularly when domestics and agricultural workers are
covered a stamp system, similar to the British scheme, would
seem to offer a simpler and more practical method of ad-
ministration. Perhaps some of the present administrative
difficulties in handling cases of employers of one or a very
few workers might be simplified by use of such a procedure.

This brings up another serious limitation in the present
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unemployment compensation program; namely, the fact that
only about half of the workers are covered under existing
laws.'® (The proportion varies from 15 per cent in North
Dakota to 71 per cent in Massachusetts.)

Some groups (such as domestic workers) have been ex-
cluded because of the administrative difficulties of includ-
ingl them during early experience with the program. Other
groups combine some administrative complications with po-
litical pressures for exclusion, notably agricultural workers,
while still other groups were excluded on purely political
grounds; i.e., employees of philanthropic institutions.

Part of the political difficulties turn on state objections to
a federal system, which seems essential to clear up the ad-
ministrative difficulties of including maritime, agricultural,
and domestic workers.

In addition to the legally excluded workers it should be
observed that many workers who are nominally covered by
the laws get no benefits since they fail to meet the overly
stringent eligihility requirements, including high previous
earnings figures and complete wage records.

In 1939 10 per cent of the claims for benefit were dis-
allowed because of insufficient wage credits, and 5.6 per
cent were disallowed because they had no wage records. It
has been estimated that 18 per cent of the so-called “covered”
workers in 1938 (about four and one-half million workers)
could not have qualified for benefits.™*

The usual answer to criticisms of the inadequacy of cover-
age and benefits is that the soundness of the financial pro-
visions must not be jeopardized. However, even the present
tax schedule is yielding large excess reserves amounting to
nearly two and one-half billion by August, 1941—about

152



SOCIAL INSURANCE

two-thirds of the collections to that date—and the reserve
continues to pile up.

Unfortunately, while some meager increases in benefits
were voted in a number of states recently, these minor and
wholly inadequate improvements were accompanied by sharp
decreases in the tax rate, responding to employer pressures.
We seem to be heading for an inadequate program which
may not be worth the effort. If we decide we do not want
unemployment insurance but wish to concentrate on public
works, relief, and other measures for meeting recurrent un-
employment, well and good; but there is little point in main-
taining a complicated structure of unemployment insurance
if the particular group of unemployed it is designed to serve
are quite inadequately provided for.

Part and parcel of the employer-sponsored pressure for
reducing tax rates (and thereby seriously limiting benefits
and coverage) is the drive to extend the so-called experience-
rating, or “merit”-rating, provisions in the laws. The chief
arguments advanced for introducing “experience-rating” pro-
visions into the unemployment compensation laws are:

1. That individual employers will be led to stabilize employment
by the inducement of a lowered pay roll tax

2. That experience rating will equitably distribute the costs of un-
employment insurance!?

In Chapter VII the advantages of employment stabiliza-
tion by industrial firms and industries were indicated. The
advantages of such regularization to the firm are such that
a tax reduction stimulus is probably unnecessary if the firm
can take the necessary steps. As a matter of fact, however,
only short-term fluctuations in business activity, largely sea-
sonal, are capable of significant regularization by industrial
planning, and unemployment compensation does not provide
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effective relief for these short seasonal periods of unemploy-
ment. The long waiting periods and the exclusion of highly
seasonal occupations nullify the effectiveness of unemploy-
ment compensation in such cases.

As to the second argument, two points may be made. First,
assuming the employer bears the burden of the tax, we have
a situation in which sound tax principles are reversed. The
industries least able to pay (because subject to the greatest
fluctuations of productive activity and employment) pay the
largest tax, and those best able to pay (the stable industries)
pay the smallest.

As in the case of benefits paid in proportion to wage
rates—the inequities are increased rather than decreased, and
the whole idea of social insurance (wide spreading of the
costs of income losses over the receivers of the national in-
come) is invalidated.

If, on the other hand, the employer can and does pass
the tax costs on to the consuming public, then there can be
no incentive to employment stabilization and one tax method
possesses no more “equity’ than another. Of course, whether
the tax cost is passed on to the consumer depends on the
elasticity of the demand for the product and varies from
industry to industry.

Haber and Joseph conclude that the operation of experi-
ence rating in the four states (Wisconsin, Nebraska, South
Dakota, and Indiana) where variable rates were in effect
prior to January, 1941, demonstrates three major weaknesses
in the plan.’®

1. Experience rating has encouraged employment prac-
tices inimical to workers and undesirable from the point of
view of labor market policy.

These include undue spreading of work—with reduced
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earnings and underemployment of many workers, hiring for
“probationary” periods only to avoid “regular” employees,
hiring of students and others not eligible to receive benefits,
and layoffs and rehirings timed within the week to avoid
“partial” benefits.

2. Most reduced contribution rates have not been directly
related to bona fide employment stabilization but reflect
such chance factors as the industry of the employer, economic
conditions, or the peculiarities of the present experience-
rating provisions: many employers, for example, will be
able to secure reduced rates because production for war
needs will reduce employment fluctuations in their plants.

3. Experience rating is being utilized as a method of
reducing taxes and restricting benefits and thus works at cross-
purposes with the objective of unemployment compensation.

Experience rating has given rise to “stabilization consult-
ing services” to advise employers on methods of reducing
tax rates, and the business press contains many articles
directed to the same end.™

Again, in criticizing this feature of state unemployment
compensation laws, it should be noted that the Social Security
Board is aware of the objections to experience rating and
within the bounds of the federal law is endeavoring to per-
suade the states to avoid the worst aspects of these provisions.

The final criticism of the unemployment compensation
program leveled by Haber and Joseph is that the federal-
state system is inefficient and unworkable.*®

On this point the writer feels strongly that a federal sys-
tem is necessary. It is important for working efficiency in
the employment service; it is essential if unemployment com-
pensation is to function! Our views on this point are well
known to employment service and unemployment compensa-
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tion administrators.'® Those views will be briefly restated
here in terms of personal experience with the administration
of these programs. The reader may also wish to review the
conclusions reached by other independent groups of quali-
fied investigators who have studied these programs in action.
In addition to Haber and Joseph, whose views have been
frequently cited in this chapter, two extensive studies of the
working of unemployment compensation in the United States
were made by Bryce M. Stewart and Associates in the In-
dustrial Relations Counselors and by Raymond C. Atkinson
for the Committee on Social Security of the Social Science
Research Council.

The fundamental argument for a federal system of un-
employment insurance is that in any insurance program the
broadest possible spreading of risks should be secured.

Just as a state-wide plan is superior to “self-insurance”
by one firm, so national spreading of insurance risks is
superior to forty-eight state systems. The labor market is
nationwide and does not respect state lines. Where localiza-
tion occurs, it is usually in terms of metropolitan areas rather
than states. Workers in New York City are from New York,
New Jersey, and Connecticut; in St. Louis they are from
Missouri and Illinois; in Philadelphia they are from Penn-
sylvania, New Jersey, Delaware, and sometimes Maryland.
Under a federal plan, workers and employers in all parts
of the country would receive similar treatment under like
conditions. Workers in the states subject to severe unemploy-
ment would not be forced to accept lower benefits than those
in states with stable industries—a negation of the principle
of “social” insurance. Moreover, employers would receive
equal treatment rather than face state differences in experi-
ence-rating schemes and reporting requirements.
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Other advantages in a federal plan include the following:

. A unified and simplified system of wage reporting and record

keeping, including possible consolidation with reports needed
for old-age and survivors’ insurance

. A single administrative agency in place of fifty-one with differ-

ent regulations and interpretations, resulting in some savings in
administrative expense

. Possibility of consolidation of the unemployment compensation

system and the railroad unemployment insurance system now
on a federal basis

. Unified planning and co-ordination of federal attacks on un-

employment and relief problems, including work relief, public
works, employment service, unemployment compensation, and
the other social insurances

. Improved personnel standards through federal civil service in

place of state control

The chief arguments for the federal-state system of un-

employment compensation administration are:

1.

That in a country as large and varied as the United States
a single plan of unemployment insurance would not take ade-
quate account of the differences in characler and needs of the sev-
eral states

. That there is need for much experimentation to evolve a work-

able system and the states offer extensive opportunity for such
testing

With respect to the first argument, what actually happened

was that nearly all states modeled their unemployment com-
pensation laws on the draft bill prepared by the Social
Security Board. Moreover, the basic features of that act
have proved adaptable in all parts of the country. It may also
be noted that the Railroad Retirement Board and the Bureau
of Old Age and Survivors’ Insurance have done a satisfactory
job of adjusting national systems to meet local needs.

As to the second point, little worth-while experimentation

has taken place in the several states. There are differences
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—sufficient to complicate the problems of interstate employ-
ers, for example—but few new ideas or administrative prac-
tices. Certainly the meager gains in this area are not adequate
compensation for the injury to the social insurance program
which has resulted from bickering and friction between the
state administrative agencies and the federal agency.

The real reasons for instituting and maintaining a federal-
state system are political. It was at first believed that the
Supreme Court would hold a federal system unconstitutional.
Now that that fear is largely dispelled, it is politically diff-
cult to overcome the vested interests of state administrative
agencies and the ““State rights” objections to the change-over
to a federal plan.

We have taken the important first step in creating a system
of social insurances. The many needed technical changes in
tax procedure, improved benefit structure, extended coverage,
etc., can be made over a period of time in a succession of
amendments such as have been necessary in Britain and in
continental European countries.

Whether we shall have a workable system or a costly
and ineffective one depends chiefly on whether we secure a
federal system of unemployment compensation to co-ordinate
with the federal old-age and survivors’ insurance. To round
out the program a federally administered system of health
insurance should (and probably will) be added in the near
future.

This group of federally administered social insurances,
together with the employment service, should be associated
with the other agencies dealing with problems of the labor
market—in the Department of Labor—rather than with relief
and educational agencies as at present. The experience of
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Great Britain, prewar Germany, and other industrial nations
suggests the logic of this arrangement.

The important consideration, however, is the co-ordination
of a system of federally administered social insurances with
the employment exchanges as the local unit of contact with
the worker whose rights and employment opportunities are
at stake.
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CHAPTER XI

WARTIME CONTROLS AND POSTWAR READJUST-
MENT

MosT of the devices considered thus far as means of reduc-
ing recurring unemployment are designed to work most effec-
tively in “normal” periods, when the fluctuations and changes
in business activity can be anticipated and planned for with
some degree of precision. A war so greatly accentuates the
violence of the fluctuations in production and so seriously
increases the dislocations and frictions that many of the
usual measures are incapable of coping with the problems
created.

Some of the procedures suggested for normal industrial
and government planning to reduce unemployment—such as
industrial research in the development of new products, the
maintenance of a central planning agency, and the develop-
ment of a public employment exchange—are enhanced in
importance by a war crisis.

Industry must speed up its search for substitute products
and for newer and more efficient methods of production.
Modern war is based on productive efficiency—{ully utilized.
Moreover, the facility with which industry can shift from
normal production to defense or war production is the meas-
ure of a nation’s war strength. It is equally true that the
avoidance of economic collapse in the postwar period de-
pends on the facility with which industry can shift back
from wartime to normal production and devise new products
to meet potential demand.
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Steps must be taken by government to see that the potential
demand is backed up by purchasing power which can be
effectively utilized in the postwar period if industry’s con-
structive efforts are to be realized.

Industry’s task in the face of the war and postwar crises
which face this country is well stated by Philip D. Reed,
Chairman of the Board of the General Electric Company
and Chief of the Bureau of Industry Branches of the War
Production Board, in an article from which the following
paragraphs are quoted :*

First let me say that in my judgment we are in for a long strug-
gle. . . . Recognizing full well the difficulties of prophecy, I predict
that five, perhaps more, years lie ahead of us during which prime
emphasis will be placed on the production of military products and
devices. Great as our national production organization is, it will
be deluged in many places by the demands upon it for American
and foreign defense needs.

This means, quite simply, that for a period not of months but of
years our peacetime nondefense industries must prepare to get along
with less, much less, than their requirements of a long list of
strategic materials. Nickel, aluminum, magnesium, zinc, synthetic
rubber, various kinds and forms of steel, tungsten, copper, and
certain chemicals for defense are but a partial list of the materials
which, because of very large and rapidly increasing defense require-
ments, will be available only in restricted quantities for peacetime
purposes. . . .

With a large segment of our workers receiving billions of spend-
able dollars for producing goods that will not be offered in the
markets, it is inconceivable that our chemists, our engineers and
our designers should fail to fashion new and useful products that
will not interfere with defense production but will absorb a part
of this great purchasing power, tend to allay inflationary pres-
sures, help to support our standard of living, and keep all of
America at work. Not the least of the benefits of prompt and
effective action in this direction will be a further increase in
our national income and a corresponding enlargement of our ability
to pay for a large fraction of the defense program as we go. . . .

The need is great and still rapidly growing. New plants require
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valuable time and large amounts of material which should be flow-
ing inlo the product itself. The answer, it seems to me, is obvious.
For unless and until industry completes, in time, the great task
assigned to it . . . we will have little occasion and perhaps but
little opportunity to consider the nature of the world we shall be
living in after the war. By this I do not mean that post-war plan-
ning is not important and desirable. I simply mean that we must
not forget to put immensely important first things first.

That our political, social and economic scheme of things after
the war will resemble neither the 1920’s nor the 1930’s seems amply
clear. I suspect that the war will advance by several decades the
twentieth century trend away from laissez-faire and toward economic
integration and industry-wide planning under government super-
vision.

I anticipate and look forward to a mature, consolidated, national
labor organization, led by able and understanding men who will
negotiate all questions pertaining to wages, hours and conditions of
work with business leaders acting in concert through associations
of employers on an industry basis.

We may also anticipate large and gradually declining government
spending for previously planned and generally desirable public
projects and reconstruction programs for several years after the
war, to cushion the devastating effect of an almost vertically declin-
ing demand for armaments.

I anticipate great emphasis being placed on production and a
deep determination to take whatever steps are necessary, however
drastic, to avoid a recurrence of mass unemployment. To this end
we may expect to see the government gradually relinquish its own-
ership of defense plant facilities on terms and conditions that will
provide the purchaser with a strong incentive to maintain produc-
tion and employment.

Subject to the points just mentioned—and this is no insignificant
reservation—]I believe a sincere attempt will be made to preserve
the elements and incentives of the enterprise system . . . and while
the concept of the normal functions of democratic government will
be substantially enlarged, I believe that labor, agriculture and
business will solidly unite in preserving some substantial part of
the freedom of action and of opportunity that are the backbone of
our enterprise system.

It has been said that confidence depends in large measure upon
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the economic visibility of the day. No one can say with assurance
whether the restoration of world peace will find the horizon near
or far, dark or bright. But whatever it is, ours will surely be the
farthest and the brightest horizon of any nation on earth. Rela-
tively, therefore, we shall be well off in material resources, in in-
dividual initiative and in war-born habits of work. What greater
assets with which to face the future could any people ask?

To achieve the tremendous tasks assigned to it in the war
emergency, not only must American industry have tools,
equipment, supplies, and man power—it must have full use
of man power potentialities.

This means in the first instance high-grade managerial
planning and administration, such as Reed urges and such
as has been demonstrated by Henry Kaiser in shipbuilding
and Henry Ford and others in streamlining aircraft produc-
tion.

It is equally important that the workers in war industry
put forth their best efforts—as they are doing—resulting in
production of vital items ahead of schedule. Both manage-
ment and the government have begun to realize that workers
are eager to accept individual responsibility for the success
of the war effort.

The War Production Board in June, 1932, announced a
plan of individual awards to workmen who devise means for
improving war production. The awards, at three levels of
merit depending on the value of the suggestions, will be
official documents of the War Production Board, presented
and countersigned by the manager and worker cochairmen
of the Company Labor-Management War Production Drive
Committees.

This is significant in two respects—it dignifies individual
effort and it points out the work of the joint labor-manage-
ment committees in promoting the war effort.
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As of June, 1942, over nine hundred such joint committees
were in operation in vital war plants and thus an eflective
piece of machinery was functioning to avoid labor difficulties
and to secure real co-operation in planning and executing
the production program.

In the six months from December 7, 1941, to June 1, 1942,
the production schedule was stepped up at an incredibly
rapid pace. During 1941 approximately 15.5 billion dollars
was actually spent on war production. By June, 1942, the
rate of expenditures was approaching 4 billion dollars a
month, with a 50 billion dollar or better prospect for 1942.
The rate of war production more than doubled in this six-
month interval. Here is real evidence of the potentialities of
human effort when the incentives to co-operate and to produce
are strong!

As Reed has intimated, the huge co-ordinated effort which
must be made by industry and government both during the
war crisis and in the postwar period is unattainable without
a central government planning agency which can chart the
course and map out the responsibilities of each major agency
~—private and public. Whether we like it or not, planning
and co-ordination of our economic effort by a responsible
government is vital to our continued existence as a democracy.

An instance of the necessity of careful planning in the
present situation relates to the matters of relief and public
works. The priority requirements on raw materials, the acute
shortages of many types of skilled labor, and the great re-
duction in the numbers of the unemployed—all argue for the
drastic reduction, almost the elimination, of all but essential
wartime public works programs.

We should avoid competition of such projects not only
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with war needs but also with consumers’ goods industries,
which are themselves facing war restrictions.

On the other hand, both because the relief load remains
high (its clients are largely unskilled and not in demand)
and because drastic shifts in the industrial structure are being
forced by war requirements, with resulting “priorities un-
employment,” we must have an even more flexible and ad-
justable policy in relief if we are to meet the sharply varying
needs.

Indeed the prospect of a large volume of temporary
“priorities unemployment” may be attributed in considerable
part to a failure to plan adequately for the defense needs on
the part of both industry and government. On this point in-
formed opinion seems to be pretty well agreed.’

In the early postwar period it is generally agreed that a
large-scale public works program will be an essential cushion
to absorb a portion of those dislodged from war activities
and not as yet reabsorbed in private industry.

Extensive planning of such a program is necessary to
achieve useful and appropriate results in the construction
itself and to make possible a control of the volume of such
activity relative to the expansion of private production. For-
tunately a significant beginning has been made in planning
such a program. Not only is there some planning under way,
but the need for such work is being brought to the attention
of the public.*

The employment exchange faces additional responsibilities
both in the war effort and in postwar readjustment.

During the past two years (July, 1940-July, 1942) the
United States Employment Service has been undergoing a
series of readjustments designed to increase its usefulness in
the war-production program. Unfortunately the Service had
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just been transferred from the Labor Department in July,
1939, and was in the process of being completely merged
with the Unemployment Cempensation Bureau to form the
new Bureau of Employment Security in the Social Security
Board.

As the defense program got under way in 1940, the new
bureau was still in the throes of “integration” and several
successive reorganizations were undertaken to try to find a
working formula for the unified programs. Whether under
normal circumstances such a formula for completely merged
administration of the two activities could have been found is
a question. Certain it is that in the face of the enlarged war-
time responsibilities placed on the Employment Service it
became necessary to re-establish and re-emphasize the identity
of the Employment Service as contrasted with the unemploy-
ment compensation function.

This was accomplished by recreating the name United
States Employment Service, re-establishing the position of
Director of the United States Employment Service, and
aligning the work of the Employment Service with that of
the Labor Supply Division of the O.P.M. (later the Labor
Division of the W.P.B.).

Essential co-ordination of these relationships is now se-
cured by virtue of the fact that the Director of the United
States Employment Service is also serving as Director of
the Bureau of Employment Security. The latter bureau still
includes the Employment Service (at least theoretically)
and the unemployment compensation function.

What the ultimate solution of this organizational problem
may be is not clear, but the essential identity of the Employ-
ment Service activity has at least been re-established for the
period of the war emergency by recent presidential action
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federalizing the United States Employment Service, while
unemployment compensation remains on a federal-state basis.

Two phases of Employment Service work have been en-
hanced in importance by the war situation. The first involves
an extension of the occupational analysis and classification
work to meet the needs of the armed services and of war
industry. The methods of analyzing job requirements and
developing selection techniques for choosing qualified work-
ers for particular occupations have been applied to the job
requirements of the army, the navy, and the essential war
industries.

Similarities to the usual industry job requirements and
essential worker characteristics are being discovered in the
new work assignments—thus facilitating effective occupa-
tional transfer of men to the armed services and to war in-
dustry. These job studies are also proving useful in enabling
the Employment Service to meet increasing shortages of
workers in skilled occupations.’

Another major development in employment exchange serv-
ice is the extensive clearance of special orders for skilled
workers through the facilities of the nationwide network of
local offices. The clearance function had only a limited de-
velopment until the defense-production program began to
create serious local shortages of qualified man power.

During the past year the Employment Service has de-
veloped a nationwide machinery for routing orders for spe-
cialized workers to local offices in areas where such qualified
workers or trainees may be found. While this clearance
service is still functioning with limited experience and effi-
ciency, it has already succeeded in preventing some mass
movements of unqualified workers to defense industrial areas
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and is filling approximately 15,000 jobs a month on clearance
orders received through distant offices.

In connection with this problem of adjusting the existing
labor supply to war needs, regional and local labor supply
committees have been formed to aid both the Employment
Service and the various defense training agencies.

As the tempo of war production has speeded up sharply,
the United States Employment Service has become deeply
involved in serving the labor needs of the war industries
and the armed services. This involvement, together with un-
fortunate restrictions in the budgetary provisions for this
vital agency, has forced a curtailment of the normal func-
tions of the Employment Service. In an announcement of
operating plans released in May, 1942, the Service sum-
marizes the situation as follows:*

It is the purpose of this plan to redirect the efforts of the Em-
ployment Service toward meeting those labor needs which are essen-
tial to the war effort. To do this within the limits of staff and budget
available requires, in effect, the cstablishment of “‘priorities” on
the service of Employment Service personnel.

In order to provide further guidance to the State and local offices
there will be provided a list of industries, divided into three cate-
gories:

1. Those industries which are so nearly completely devoted
to war production that any plant classified in such an in-
dustry (as defined in Industrial Classification Code) can be
considered an essential employer unless the local office has
information to the contrary.

2. Those industries which are partly devoted to war work but
which contain many plants not engaged in war production.

3. Those industries so completely separated from war produc-
tion that any establishment classified in such an industry
can be considered as nonessential unless it is known to be
engaged on work of importance to the war effort.

Employers in industries in Group 1 should ordinarily be given first
attention. Employers in industries in Group 2 should be given
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preference in Employment Service only when it is definitely known
that they are working on war contracts or subcontracts, or on equip-
ment or materials for contractors or subcontractors. Employers in
industries in Group 3, unless known to be engaged in war work,
should be served only when local offices have sufficient staff time
available to serve all those in Group 1 and those in Group 2 who
have been determined to be essential war producers.

These instructions, in effect, establish two kinds of priorities gov-
erning the use of Employment Service staff time. In the first place,
certain functions must be performed, if necessary to the exclusion
of other functions. In the second place, certain employers must
be served, if necessary to the exclusion of other employers. The net
effect is to establish a prior claim on Employment Service staff
time for essential activities for essential employers. Nonessential ac-
tivities, whether or not performed for war employees, and any
activity on behalf of nonessential employers, must be deferred until
essential functions have been performed.

Two specific types of service will have to be redirected and re-
oriented to the needs of the war program. The junior counseling and
placement function must be reexamined and directed exclusively
toward the recruitment and classification of workers for war pro-
duction. Many of the activities heretofore carried on through the
junior counseling and placement services will continue to be per-
formed but only as a part of the recruitment, selection and place-
ment program to meet the needs of war production. What might be
termed “clinical counseling” as a service to the individual applicant
without regard to his availability or suitability for war work will
no longer be possible.

Similarly, the special Statewide teachers’ placement services must
be integrated into the normal recruitment and placement activities
(including clearance) of the Employment Service. The Employment
Service should continue to render placement service for teachers,
like other applicants, as far as stafl time permits within the limits
of the priorities here indicated; but the special personnel hitherto
devoted to teacher placement must be made available to assist in
the over-all recruitment and placement job.

These two services are singled out for redirection, particularly
because of the many highly capable and qualified staff members
engaged in them. It is believed that their contribution to the war-
time job of the Employment Service can be greatest if they are
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engaged directly in the recruitment and placement activities essential
to the war effort.

Just as industry must gear itself to transfer productive
capacity quickly from wartime to normal production, so the
government through its Employment Service and associated
agencies must aid the thousands of workers who are in the
military establishment and in war production to readjust
themselves as quickly as possible into peacetime jobs. The
techniques which have been devised to facilitate geographical
transfer of workers and occupational adjustment to fit our
man power into the war effort can and must be made to work
with equal efficiency in the reverse movement. The things we
have learned about short intensive retraining methods should
prove very useful in this new readjustment program.

The war situation, while it emphasizes the importance of
some of the programs we have just discussed, requires a
change in policy in other agencies.

This is particularly true of the social insurance programs.
One of the major objections to the present social security
program, under peacetime conditions, is that the pay roll
tax method of financing is strongly deflationary. It has been
noted that the system tends to increase rather than decrease
the economic inequalities between income groups and it con-
stitutes a burden on the working population. This latter char-
acteristic, however, constitutes an asset in wartime when anti-
inflationary taxes are desirable brakes on a spiraling price
structure.

Accordingly responsible government officials have been
urging that, as one form of “forced saving” (which comprises
a brake on inflation and at the same time creates a cushion
to meet postwar depression), social security taxes should be
sharply increased, both old-age and unemployment com-
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pensation taxes. The proposals call for stepping up the taxes
more rapidly than scheduled to the full rates provided in
the Act and broadening the coverage to include several oc-
cupational groups now excluded, such as agricultural, domes-
tic, and maritime workers, together with possible payment
of “dismissal wages.”

Secretary of the Treasury Morgenthau, in recommending
such a program to Congress in the summer of 1941, made
three suggestions:

1. That the tax rates be increased

2. That more workers be included in the scope of the act

3. That provision be made for “dismissal wages” when war jobs
come to an end

All of these suggestions are desirable. Such a plan has the
dual advantage of putting restrictions on present purchasing
power and at the same time providing future benefits for
the wage-earning population.

Some critics have objected that this program would mix
social objectives with war financing and that we should stick
to present emergency problems and forget “social reform”
for the duration.’

It is doubtless true that the administration hopes for a
general broadening of the social insurance program as well
as an anti-inflationary wartime measure. This dual objective
seems to us desirable and the timing appropriate.

So far as unemployment insurance is concerned, there is
another policy change which is desirable in the present crisis
in addition to special provisions to care for ‘“priorities un-
employment.® To meet the great demand for unemployment
benefits which seems bound to arise at the conclusion of the
war, much larger benefits over longer periods will be neces-
sary and greater flexibility will be needed if the workers
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most closely associated with war activities are not to be dis-
criminated against.

Among these problems of potential discrimination is that
of the benefit status of the draftees who are called into mili-
tary service for varying periods. Britain in order to meet
similar problems in her unemployment program has greatly
widened the coverage of the system and relaxed the eligibility
provisions. Benefits were substantially increased for insured
persons and dependent children (thirty-week duration—rates
increased to match living costs) as well as for agricultural
workers. To cover the additional costs, contribution rates
were increased for employers, workers, and the government.’

So long as we have the relatively inflexible federal-state
system of unemployment compensation it will be difficult
if not impossible to achieve these extensions and modifica-
tions in this country. '

That is why attention is being focused on the more feasible
step of increasing tax rates and coverage under the federal
old-age and survivors’ insurance plan, although obviously
the unemployment compensation system should be the first
one adjusted.

The extraordinarily rapid increases in business volume
and in prices which characterize a war effort—together with
the threat of drastic deflation and unemployment to follow
—Trequire extraordinary measures to attempt to control the
violence of the swings.

Thus certain measures which may not be desirable under
other circumstances are necessary and acceptable control
devices under these crisis conditions. Such measures include
“forced savings,” price controls, restrictions on installment
and other credit, priorities on raw materials, tax increases,
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and the rationing or limitation of the purchase of certain
goods.

Most of these measures if applied in a “normal” period
of business expansion, during the upswing of the cycle, would
have beneficial results in restricting the violence of the fluc-
tuations. However, public resistance to the imposition of
such measures is such that they are not possible in effective
degree under usual circumstances.

The changed public attitude during a defense or war crisis
permits their use. The changed attitude probably is a com-
pound of fear of inflation and subsequent depression with
a recognition' that preservation of national integrity requires
sacrifices which are not normally acceptable.

We are just reaching the point where the people of the
United States are ready to accept all of these measures—
as a result of the shift of public opinion in that direction
following Pearl Harbor. In Britain public attitudes accepted
these measures by late 1940. Of the several proposed meth-
ods for preventing extreme inflation and building up a reserve
of consumer purchasing power to be released in the postwar
period, five are now in effect in varying degrees—increased
taxes, restrictions on credit, control of price increases, ration-
ing of a few consumers’ goods, and restriction of use of mate-
rials on the basis of war-production priorities.

Reference has been made above to proposals for a form
of “forced savings” by increasing social security taxes and
coverage.

Not only are tax increases inevitable in a war period, but
types of tax extension which are ordinarily deflationary and
undesirable because they hit low incomes and increase eco-
nomic inequities (such as pay roll and excise taxes) are
acceptable in a war period—for the reason that consumer
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purchasing power must be drawn off from the market. Since
so much of the increased production (and purchasing power)
represents war materials which are not available for con-
sumer purchasing, a failure to draw off current purchasing
power—through taxes, limitations on purchases, and “forced
savings”—inevitably results in inflation.

There is danger, of course, that groups which always favor
a larger share of taxes falling on lower incomes (including
some business leaders) will be able to take advantage of
the present crisis to shift an undue proportion of the burden
to these low incomes. Care must be exercised to prevent such
a move, which would only increase the long-run problem of
unemployment attributable to a maldistribution of income.

What is needed is a tax program which will draw off all
possible purchasing power from upper income groups be-
fore extending the tax base, as must be done, to lower in-
comes. This means the first emphasis, as always, should be
on income taxes, individual and corporate. The object is to
reduce present purchasing power and increase future pur-
chasing power reserves—particularly among lower income
groups. This is the merit of increased social security taxés
at the present time. However, the principle of heavily pro-
gressive tax rates should be observed, even as we' necessarily
extend the base at lower income levels.'

A form of “semiforced” or induced savings—which is
desirable, since it achieves reduction of present purchasing
power, builds up future reserves, and at the same time aids
in war financing—is the direct consumer sale of government
securities, such as war bonds and stamps. Britain has pushed
this program further into actual “forced savings” by in
effect taxing away present purchasing power and issuing

174



WARTIME CONTROLS

securities to the taxpayer which can be redeemed in the
postwar period.

Such a plan has merit and may prove necessary here if
voluntary savings and other methods of creating a “purchas-
ing power reserve” are not successful. Vice-President Wal-
lace’s suggestion of a system of “required purchase” of some
form of war savings stamps as a percentage of the purchase
price of certain goods is an illustration of forced savings.
Some such plan may appeal to the American public.

The program inaugurated under the guidance of the Fed-
eral Reserve Board for restrictions on the use of consumer
credit is another step designed to curtail present purchases
and build up future reserves of purchasing power. It is likely
to be more effective in curbing competitive demand for
essential war materials and in holding down prices by re-
stricting demand volume than it is in building future reserves.
Only in the sense of creating a backlog of unfilled demand
will such a policy have important future effects on purchas-
ing power.

As compared with direct price controls, restrictions on
installment buying and on other forms of consumer credit
are much easier to control, and they act in the same direction
to limit inflationary tendencies.

However, since consumer credit is the basis of only a
portion of the demand for consumers’ goods and has little
direct effect on the prices of producers’ goods or war ma-
terials, other controls are necessary to keep the situation in
hand.

Largely because the slow adjustments of the market are
ineffective in restricting normal demand for materials essen-
tial in war production, actual limitations on the use of such
items through a priorities system are necessary in a war
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situation. Thus restrictions on nonwar uses of such items as
aluminum, steel, silk, rubber, and many other products must
be imposed.

Rationing of consumers’ goods where the supplies are in-
adequate (i.e., sugar, gasoline, etc.) is likewise unavoidable.
In the long run the elimination of many of these items from
the normal market will be beneficial, since it restricts present
purchases and builds up a future demand for the product.
Moreover, there is a present stimulus to the development of
substitutes which may contribute to industrial expansion in
the future. Of much greater importance, however, is the fact
that rationing and priorities control are essential prerequi-
sites to any attempt to control prices in a war economy.

Without war priorities on raw materials, price ceilings on
such goods would keep up sharp competition for their use by
nonwar industries.

Without rationing, a fixed price on scarce consumers’
goods would merely place a premium on “getting there first
with the most cash.” Great injustices to individual consumers
would result and the inducement to “black-market” trading
would be well-nigh irresistible, as British experience dem-
onstrated.

Immediately, however, serious dislocations in the produc-
tive mechanism occur. So-called “priorities unemployment”
becomes real and thousands of workers are dislodged—at
least temporarily—because of the closing of nonwar in-
dustries.

The best efforts of the central planning agencies are neces-
sary to cushion this shock and to shorten the period of
employment dislocation. Some efforts are being made by the
War Manpower Commission to deal with this problem
through the system of regional and local labor-supply com-
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mittees described above. A program for the extension of
unemployment compensation benefits to dislodged workers
who are being “retrained” for war industry would help tide
over this period of unemployment.

It is also likely that efforts which are currently being made
to farm out war contracts into an increasing number of sub-
contracts utilizing existing small industries will help in this
situation. Speed in the early phases of the defense effort
made concentration in large units of production necessary.
Where plans can be devised to divide the job and allocate
production to many localities and many small shops, disloca-
tion of labor can be minimized and productive facilities can
maintain a more normal ratio of activity in all areas.

Another immediate threat resulting from these industrial
shifts is a further impetus to inflation. As more of the total
production turns from consumers’ goods to war items, the
proportion of available purchasing power to goods which
can be bought increases.

It thus becomes necessary to indulge in the complicated
and dangerous business of direct price controls. The indirect
restraints on price increases outlined above are important,
but the movement is so rapid that direct controls are un-
avoidable.

Moreover, the dangers, great as they are, are relatively
less serious than when price controls are attempted under
peacetime conditions. An operation which would require the
precision of a surgeon’s knife in normal times can be executed
with a meat ax in a war crisis period, because it is a case of
lopping off the limb to save the life of the organism. It must
be conceded that direct price controls, in our present stage
of inexperience with them, more nearly resemble meat axes
than surgeons’ knives! Only the fact that a runaway inflation
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would threaten the existence of the economy justifies the
experiment.

It is inevitable that many mistakes will be made and that
even the wisest decisions by the price controlling agency will
occasion hardships to many industries and workers. Protests
will be vigorous and few who are directly affected will be
able to “‘see the forest for the trees”!

Some employers have suggested that wages and other
costs should be controlled and the prices of the finished goods
will then adjust satisfactorily. This does not seem to be
either a feasible or a desirable approach. Labor would not take
kindly to a rigid control of wages as the initial step in such
a program and major dissensions destructive to the war effort
would be the likely result. Moreover, there is little in our
industrial history to lead to the conclusion that industry
itself would refrain from profit taking and price increases
or maintenance under such conditions.

On the other hand, fixing of prices of most goods, while
of course occasioning dislocations, leaves management free
to adjust its productive program within those initial limita-
tions. Then if labor costs prove prohibitive, public opinion
and labor attitudes will permit a more reasonable adjustmeht
than the reverse procedure.

All previous experience with periods of rapidly rising
prices shows that wages rise less rapidly than other prices.
Moreover, the demands for wage increases usually arise from
two considerations—first, rising living costs and, second, be-
lief that profits are rising and labor should get “its share.”
If these two price factors are controlled there is reason to
anticipate “stabilized wages.”

While all of the measures described above are essential
parts of a concerted effort to control the wartime expansion
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and expedite the conversion from ‘“normal” to war produc-
tion, it should be emphasized that some are more important
than others.

First attention should be given to tax increases. Here is the
most effective “anti-inflation” measure. It is better to draw
off purchasing power in taxes than to try to limit the ways
people use it through rationing, priorities, price controls, and
limitations on credit.

Moreover, a heavy wartime tax program results in a fairer
distribution of the costs of war than other alternatives.

With a large proportion of the war costs paid in taxes, the
burden can be allocated fairly among the present citizens.
Also the postwar generation is not burdened so heavily either
with taxes to repay war borrowing or with the aftermath of
wartime inflation.

Where a tax program can be combined with “forced sav-
ings,” either of the social security tax type or of a type such
as the British or the Wallace scheme, the best results can be
anticipated, since a cushion is provided against a postwar
slump.

While extensive borrowing cannot be avoided in a war
period, it should be remembered that such a method relieves
the more well-to-do among the present generation (who are
the major purchasers of government securities) at the ex-
pense of future taxpayers in all income groups. Moreover,
“war bonds,” if they can be used as collateral for bank bor-
rowings, may increase inflationary tendencies.

Inflation is the least desirable method of financing a war.
It hits the low income groups just as hard as a heavy sales
or excise tax, without the yield of such a tax. The entire
economy faces disruption from the violence of the cycle of
expansion and subsequent deflation.
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In summary, then, tax increases and forced savings should
constitute the first lines of attack on wartime inflation and
the other measures may be regarded as necessary policing
devices to protect the essential interests of war industry and
individual consumers.

Since price controls, rationing, priorities, and credit con-
trols are essentially policing devices, it follows that the less
we have to rely on these methods the fewer difficulties we
shall encounter.

It is clear that such a complicated program of wartime
controls calls for a maximum of central government planning
and direction of the economy—both in production and in
consumer activities.

As we look back from mid-1942 over the really mag-
nificent record of war production in recent months and the
co-operative spirit with which the people are accepting the
“policing controls,” we can draw encouraging conclusions
for the future. Only a year ago many said that such an
achievement was impossible under the “best conditions of
government management” and obviously unthinkable with
the “bungling antibusiness bureaucracy” of the New Deal. |

As Donald Nelson has recently commented,” in the light
of this achievement there is no reason why we have to accept
postwar collapse and unemployment as inevitable! The first
step toward postwar stability is to control the wartime ex-
pansion in a manner designed to minimize inflation and in-
dustrial dislocation.

In remaining chapters we hope to suggest some steps to
be considered in postwar planning—in the interest of a stable
and expanding economy.
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CHAPTER XII

THE CONCENTRATION OF ECONOMIC CONTROLS

EvEN if all the programs outlined in Part II are successful
in reducing to a low level the volume of recurrent unemploy-
ment (and they are necessary phases of the solution of the
unemployment problem in any economic system) there re-
mains a large and growing core of unemployment, due to
an unbalanced market situation occasioned by maldistribu-
tion of income.

This thesis has been stated in Chapter VI; but since it is
the central problem, it is in order to analyze it further and
to consider the steps which may be taken to correct the basic
difhiculty.

During recent decades, certainly for the past fifty years,
the concentration of control over the economic system into
fewer and more powerful hands has been a steady and cumula-
tive process.

Thirty years ago, prior to the first World War, leading
liberal statesmen and economists were alarmed by the trend,
which was clearly away from “free competition™ and toward
private concentrations of control. It was evident at that time
that ownership control was being rapidly concentrated
through developments in the credit structure.

The Pujo Committee, appointed by Congress in 1912, re-
ported’ that the steady growth of industrial concentrations
through such devices as trusts, holding companies, and inter-
locking directorates had been supplemented by a newer and
even more dangerous form of centralized economic control
in the “money trust.”
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The Committee felt that continued domination of the finan-
cial policies of industry by “Wall Street” bankers was more
destructive of essential competition than anything accom-
plished by the trusts. This viewpoint was shared by the new
President, Woodrow Wilson, who commented as follows in
1911:°

The great monopoly in this country is the money monopoly. So
long as that exists, our old variety and freedom and individual
energy of development are out of the question. A great industrial
nation is controlled by its system of credit. Our system of credit is
concentrated. The growth of the nation, therefore, and all our activi-
ties are in the hands of a few men, who, even if their actions be
honest and intended for the public interest, are necessarily con-
centrated upon the great undertakings in which their own money
is involved and who, necessarily, by every reason of their own limi-
tations, chill and check and destroy genuine economic freedom.
This is the greatest question of all; and to this, statedmen must ad-
dress themselves with an earnest determination to serve the long
future and the true liberties of men.

At the same time that great foe of monopoly, Louis D.
Brandeis, was beginning to challenge public attention with
his effective and persistent attacks on the growing concen-
trations of economic power.

Wilson and Brandeis were crusading for a return to free
competition. The “New Freedom” contemplated the restora-
tion of a free market through breaking up industrial trusts
and combinations (the Clayton Act) and eliminating the
“money trust” through the creation of the Federal Reserve
System.

These and other measures designed to curb the concen-
tration of controls were adopted in the Wilson administra-
tion. But in 1939 the research staff of the National Resources
Planning Board found a further increase in the trend toward
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concentration of controls which disturbed Brandeis and
Wilson three decades ago.

A vast accumulation of data on the extent and character
of current monopolistic controls in American industry was
spread on the public record in the hearings of the Con-
gressional Temporary National Economic Committee. While
there has been some criticism of the T.N.E.C. reports as run-
ning more to ‘“quantitative statistics” than to “qualitative
analysis,”® the documents do serve to establish beyond dispute
the fact of growing concentration of control.

The National Resources Planning Board has compiled
charts illustrating the interlocking of ownership controls in
leading business corporations in America.* These charts pre-
sent in graphic summary the extraordinary degree of con-
centration of what may be called the “nonmarket controls”
In our economy.

Let us look first of all at the processes by which owner-
ship control reaches from one corporate unit to another.’

Four methods may be identified. First, there is the familiar
device of interlocking directorates. Of the 250 largest Ameri-
can corporations (50 financial, 200 industrial) 151, with
three-fourths of the combined assets, were interlocked with
at least three other companies in the group. In 1935 only 25
of these 250 corporations had no director in common with
at least one other company on the list.

The second method is similar—extensive intercorporate
stock holdings.

The third procedure involves mutual interests resulting
from identical legal, accounting, and financial concerns
serving a large group of corporations. Of these agencies the
financial concerns providing short-term credit are most in-
fluential with respect to policy.
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Finally, the banks, insurance companies, and other finan-
cial corporations which hold one-fourth of all industrial
bonds exercise controls over policy, made effective as funding
and refunding agreements are worked out.

Study of this pyramiding of “nonmarket controls” forces
one to agree with Walton Hamilton® that the pattern of com-
petition no longer typifies our economic system.

Recognizing that the older concepts of “pure” competition
and “absolute” monopoly are not realistic terms under mod-
ern conditions, economists have given much attention recently
to discussions of “monopolistic competition.” We need not
delve into economic theory to point out that the very term
“monopolistic competition” implies the decline of “free” com-
petition and that the new “norm” is somewhere between
competition and complete monopoly.

The Wilsonian program of restoring competition by out-
lawing forms of combination and monopoly has been ineffec-
tive in the main. Doubtless there are areas, such as Hamilton
and Thurman Arnold® identify, where competition can be
effectively restored and maintained. Indeed it may be plausi-
bly argued that the failure to give Wilsonian regulations
(such as antitrust legislation) a sympathetic trial during the
decade of the 1920’s and part of the thirties means that they
deserve further testing before being discarded as ineflective.

It is noteworthy, however, that with the exception of
Brandeis and some of his sincere disciples the recent de-
fenders of Wilsonian liberalism in the form of antimonopoly
regulations are the very industrial and financial leaders who
vigorously opposed its earlier appearance. One wonders
whether the urgent suggestion of plans to “restore competi-
tion” as alternatives to increased government controls rep-
resents a change of heart or merely a change of tactics.
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The great significance for us of the concentration in the
control of the economic system into a few hands lies in its
resultant effect in producing a disproportionate and socially
inefficient distribution of the nation’s purchasing power. Two
important facts should be noted at this point; namely, that
savings are larger when there is great inequality in the dis-
tribution of income and that savings come largely from busi-
ness profits.

These conditions are illustrated in the material gathered
by the Temporary National Economic Committee in its inves-
tigation of concentration of economic power.®

Reverting to the data shown in Chart V in Chapter I, we
may recall that 59 per cent of our families (those earning
less than $1250 in 1936) spent more than their incomes,
while the 2.3 per cent of the families earning over $5000
were responsible for 79 per cent of the savings. Families
with incomes between $5000 and $10,000 saved approxi-
mately 30 per cent, whereas families earning over $20,000
saved 50 per cent of their incomes. This latter group, al-
though numbering only .3 per cent of the families, accounted
for almost 40 per cent of all individual savings.

In 1939 individual savings totaled $5,900,000,000, but it
has been estimated that if all families had been receiving
$1500 incomes the savings would only have been some
$1,800,000,000.° '

Having seen that most individual savings come from the
upper income groups, the next question is—what are the
sources of the large incomes?

The wealthiest 1 per cent of the population gets some 13
per cent of the total income and we find that 49 per cent of
their income is from property and 51 per cent from “personal
services.”"® This contrasts with figures of 17 per cent from
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property and 83 per cent from personal services for all per-
sons combined. Moreover, 60 per cent of the property incomes
of this wealthy 1 per cent of the people came in the form of
dividends (profits). It is doubtless only fair to describe part
of the large salaries and fees for “personal services” which
are received by the rich as at least partly “profit.”

Beyond individual savings a sizable share of total savings
comes directly from business profits in the form of corporate
investments. From 1919-1928 Simon Kuznets estimates this
proportion at 19 per cent of all savings.'* The figure was
26 per cent in 1929, On the other hand, in 1937, when
the community saved $6,400,000,000, business “dissaved”
$1,000,000,000, reducing the net savings by that amount.

What does this all add up to? It means that progressive
concentration of economic control into fewer hands has cre-
ated great inequalities in income—with two unfortunate re-
sults.

First, those in positions of economic control secure large
incomes pyramided from profits, salaries, fees, and “con-
siderations” of various kinds and they save and invest a
very large proportion of these incomes. Were it not for pro-
gressive income taxation, the disparity of incomes and the
“oversaving” in periods of prosperity would be greater.

Secondly, the restrictions on lower incomes limit the pur-
chasing power needed to support our mass-production indus-
tries in full employment.

This process of concentration of control has been accom-
panied by and in fact may have contributed to greater effi-
ciency in the productive machine. The causal relationships are
involved and extremely difficult to trace, but there is doubt-
less more than mere coincidence in the parallelism between
the efficiency of the automobile or the electrical goods indus-
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tries and the large size of the producing units with their ex-
tensive control of the market.

There is nothing to show that for many lines of industrial
activity large-scale operation and combination are not more
efficient than competition among many small enterprises.
Consequently there is no social gain, in such cases, in attempt-
ing to force a return to an inefficient stage of extensive com-
petition. As a nation we have accepted this conclusion,
consciously or unconsciously, and have begun to seek other an-
swers to our problems through increasing social control,
rather than trying to return to “free market” conditions by
breaking up efficient producing mechanisms.

The new reform liberalism of the Roosevelt administration
has broken sharply with the Wilsonian tradition on matters
of internal economic policy, while paralleling and extending
the foreign policy of that foresighted international states-
man.

We have slowly come to recognize that the control of the
economic system is not centered, to the degree that it once was,
in the “laws of market supply and demand,” but rather in a
balancing of the influences and controls exercised over mar-
ket conditions by various groups who occupy strategic posi-
tions in economic and social institutions. Business, finance,
organized labor, farm groups, and the consumer are each
struggling to exercise pressures to improve their position in
the market and to increase their share of the national income.

In the process the more effective controls have been exer-
cised to date by industrial and financial groups, with the
result that the market advantages have been skewed toward
those interests—with a resulting disproportionate share of
the national income going to the few in those groups, at the
expense of the rest.
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As the masses of the people, representing labor, farmer,
and consumer interests, felt the economic disadvantages re-
sulting from the impact of these industrial and financial con-
trols on the market, they reacted in two ways.

The first step was to organize counterpressures within their
own economic groups, chiefly labor and farmers, in an effort
to secure “nonmarket” controls of price and market which
would offset the existing concentration of control in financial
and business leadership.

To some extent these organization efforts were successful.
The history of both labor unions and farm organizations re-
veals the greater effectiveness of “collective bargaining” and
“co-operative control of market supplies” as compared with
individual effort.

The fact remains, however, that the combination of fac-
tors (capital to invest, plant and equipment, managerial
supervision, marketing facilities, etc.) within the control of
the industrial and financial group was more significant eco-
nomically than the most complete controls which labor unions
might exercise over the labor supply or farm organizations
over the supply of agricultural products. The market scalgs
were still weighted in favor of the few who controlled the
industrial system, and the disparity in purchasing power be-
tween the groups continued to grow. Here, then, was the
picture of our economy at the beginning of the New Deal; tre-
mendous productive efficiency, evidenced by an unequaled in-
crease in plant capacity and per capita efficiency during the
1920’s; at the same time continued concentration in the con-
trols exercised over the economic system by industrial and
financial leadership, with a resultant concentration of income
returns in the higher brackets.

This maldistribution of income in turn had the dual effect
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of limiting market demand for basic goods on the part of
the masses of the people (food, housing, clothing, and com-
forts of living) and stimulating market demand for the
“frills” desired by the upper income groups, including ex-
tensive distributive services and luxury goods. Some over-
investment in plant capacity also resulted relative to existing
market demand for goods.

The relatively high cost and inefficiency of the distribu-
tive services demanded and absorbed an unduly high propor-
tion of the national income. That distributive services were
relatively inefficient is clearly demonstrated in a recent
analysis by Stewart and Dewhurst for the Twentieth Century
Fund.® This situation would not be so bad if these additional
costs of service refinements were limited to the upper income
groups, although the large proportion of the total income
going to the “middle and upper” groups makes the dispro-
portionate ratio of their expenditures for these services a
serious matter.

However, modern selling, advertising, and credit methods
have reached down to the lower income groups as well, and
absorbed a sizeable fraction of their already inadequate in-
comes. A high price paid for convenience, variety, credit,
and exchange privileges is poor economy for a family whose
income is scarcely adequate for the basic goods necessary
to a decent living standard. They are forced to spend hard-
won income to save their “time and effort,” which actually
has a low market value!

The next step taken by the groups who felt disadvantaged
by the way the system worked out was to seek to use govern-
ment controls to correct the economic inequalities they could
not adjust by direct pressures on the market.

Facing this situation, the New Deal administration—with
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the backing of the masses of the people whose economic sit-
uation had suffered, notably the labor and farm groups—
undertook to try to correct the economic inequalities by gov-
ernment action.

It is, of course, not possible or profitable to attempt here
to evaluate all the multiple phases of the New Deal program.
Some aspects have been discussed in preceding chapters and
other parts of the program will be considered in succeeding
chapters. '

However, as an introduction to the discussion of steps which
we believe should be taken in the future to reduce unemploy-
ment and promote full use of productive capacity, it may
be useful to summarize the writer’s personal reactions to cer-
tain of the New Deal achievements in fields relating to the
problem of unemployment. No account is taken here of war-
time developments.

A good start has been made in building up farm incomes
at the lower levels and in stabilizing agricultural production
through soil conservation and crop diversification programs.
However, the principle of restriction of agricultural produc-
tion as a means of supporting prices is not fundamentally
sound and can scarcely be justified even as a temporary cor-
rective. Ways must be found to improve farm income while
encouraging needed production of foodstuffs and other agri-
cultural products, perhaps through developing additional in-
dustrial uses. The food-stamp plan for disposing of “surplus”
agricultural products is an experiment in the right direction.

Important steps have been taken in strengthening labor’s
economic position through the Labor Relations Act, social
security, and the Wage and Hour Act. The Labor Relations
Act needs some adjustment to recognize labor’s responsibili-
ties but is basically sound in principle and aids in improving
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the bargaining strength of labor. Social security (subject to
the improvements suggested in Chapter X) provides needed
economic protection for the low income groups, but, as we
shall see later, the principle of the Wage and Hour Act offers
a more hopeful and less costly method for correcting in-
equalities in purchasing power.

Good programs have started looking toward the provision
of economic necessities which the profit system has not made
available to the masses—low-cost housing, conservation of
natural resources, and essential public works. These can well
be greatly extended.

Fortunately the beginnings of centralized planning of gov-
ernment’s share in economic life are developing, following
several years of necessarily hastily devised and therefore fre-
quently conflicting reform measures. Such planning must in-
crease in scope and effectiveness and with it can come an im-
provement in administrative effectiveness.

Too much energy has been spent in trying to straighten out
conflicting programs and combating “agency-mindedness,”
a disease characteristic of even the highest-minded of govern-
ment officials when policy is not clearly planned and enunci-
ated.

Though somewhat weak on planning and administrative
management and getting involved in too many detailed
and irritating regulations, nevertheless the New Deal has
made substantial progress in balancing bargaining powers,
shifting the controls from private concentration to govern-
ment, and building up the lower incomes.

Much more needs to be done to bring about an effective
distribution of purchasing power and promote full use of
productive capacity. In succeeding chapters an effort will be
made to suggest certain directions which future policy might
follow.
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CHAPTER XIII

CO-OPERATIVE READJUSTMENT

EvEN the best-planned and administered programs for reliev-
ing the burdens of recurring periods of unemployment will
not eliminate the problem. Reforms of this type are necessary
and many important ones have been undertaken during re-
cent years.

So long, however, as we continue to accumulate a vast re-
serve of unutilized productive capacity while at the same time
a large proportion of the population is undersupplied with
the basic materials for a good standard of living, we shall
have unemployment and economic unrest.

Where do we go from here? Do we have to face an eco-
nomic revolution and a new form of economic society or can
the necessary readjustments be made within the framework
of the present system?

In the writer’s opinion the essential modifications can be
made within the present structure—provided the structure is
liberally construed to mean the present arrangement of private
capitalism subjected to rather close government controls and
regulation.

Perhaps one can state it this way—if a person considers
that the New Deal program has produced such radical changes
in our economic arrangements that we are currently operat-
ing under a different system than in the 1920’s, then the ad-
ditional readjustments necessary will constitute another “new
economic order.”

If, on the other hand, one views the New Deal reforms as
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but an acceleration of a general trend of adjustment toward
increasing government control of our economic system which
has gone on for half a century (as does the writer), then
the further changes may properly be regarded as readjust-
ments within the basic structure.

Probably it is less important to know whether the future
historian will regard certain changes as revolutionary and
ushering in a new order than it is to see that the adjustments
meet the needs of a democratic society and preserve the use-
ful aspects of the preceding arrangements.

The advantage in emphasizing the evolutionary character
of certain changes lies in avoiding the antagonistic and
“closed-mind” attitude in evaluating past performance which
so frequently leads the revolutionary reformer to discard
the lessons of experience and throw out the good with the
bad.

There are encouraging signs that industrial leadership
is realizing that the economic future requires a new type of
partnership among business, labor, and government and
that business must assume its share of responsibility for
future planning.

Thus the president of the United States Chamber of Com-
merce, Mr. Eric B. Johnston, in a recent Baltimore speech
which was given wide publicity in the syndicated column of
Mr. Raymond Clapper,’ made the following significant com-
ments:

Ours may be the tragic privilege of living in the greatest military
crisis since Napoleon; the grealest economic crisis since Adam
Smith; the greatest social crisis since the fall of the Roman Empire.
But if ours is the tragic privilege, it is also the magnificent op-
portunity—the opportunity to mould and form and direct this so-
ciety, which will lead to greater happiness, greater enjoyment of
life—a society which can lead to permanent peace.
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After the war we will have the largest plant capacity in history;
we will have a larger source of raw materials both natural and syn-
thetic, than we ever had; we will have the largest number of skilled
mechanics and technicians ever available to any nation; we will
have the largest backlog of accumulated demands for all sorts of
commodities; the people will have accumulated savings with which
to satisfy this backlog of deferred demands.

To use this vast store of machinepower and manpower, we must
have a new order of co-operation between government, manage-
ment, labor and agriculture. A new perception by management of
the problems of government will be necessary and a new under-
standing by government of the problems of management. We're
going to have statesmen in the true sense of the word in business
and in labor and in agriculture and in government.

As Johnston indicates, the day of “belligerent” independ-
ence on the part of business leaders is past—there is a
present realization that merely “leaving business alone”
will not solve the complicated problems of postwar industry.

In order to balance the economic system by securing a
more efficient distribution of purchasing power it will be
necessary to make readjustments both voluntarily within the
limits of private enterprise and by imposing stronger gov-
ernment controls to enforce necessary arrangements which
will not be voluntarily made.

First let us consider the possibilities of economic read-
justment through voluntary action on the part of private en-
terprise, which means on the part of management.

We should recognize that ownership and management are
not identical and indeed are quite distinct in these days.?
It is important to note that progress in productive efficiency
is a managerial achievement. It is a coincidence that man-
agement and ownership functions were discharged by the
same individuals during the earlier years of our economic
development in this country. It should be realized that it
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was the managerial contributions of Henry Ford, Harvey
Firestone, and Charles M. Schwab that gave them industrial
leadership, and not their function as investors of capital.

As our corporate structure has become more complex and
impersonal these two functions have separated quite sharply
and it is most encouraging to note that managerial com-
petence has not decreased—may indeed have gained in effec-
tiveness with the professionalization of these activities. The
names of William Knudsen and Donald Nelson spell pro-
ductive capacity although they may mean nothing in financial
circles or among the families of the “aristocracy of wealth.”

This is important because we have demonstrated within our
industrial system that managerial competence is not neces-
sarily linked to private ownership of capital. Thus we may
conceivably move more in the direction of co-operative eco-
nomic effort without great loss of productive efficiency.

Moreover, the question of whether government can operate
efficiently in certain economic areas becomes more a matter
of whether high-grade managerial capacity can be induced
to undergo the irritations of governmental bureaucracy and
red tape than any question of inherent superiority in privately
owned enterprise.

Managerial talent flourishes most successfully in a free
environment with a minimum of restrictions and a maximum
of experimental opportunity. Profit taking and the profit
motive have little to do with management except that, like
any other professional person, the administrator and the
industrial technician seek the highest available salaries. In
itself, however, this offers no insuperable obstacle to either
co-operative or government operation of economic activities.

The notion that the exercise of managerial capacity de-
pends entirely on the item of income compensation is er-
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roneous. Probably the relative size of incomes (as between
individuals) has more to do with the matter than the absolute
size of the return. Certainly there is no evidence of diminu-
tion of managerial effort in the lean income years of a de-
pression period as compared with a prosperous period.

There are at least three directions in which readjustments
in income distribution can be made within our economic
system—short of government controls—each of which will
preserve that independence of managerial action which has
been identified as the spark in the engine of industrial
progress.

These include certain wage readjustments within the pres-
ent industrial setup, a program of reducing the “costs of dis-
tribution,” and more extensive development of economic co-
operatives on a voluntary basis. The objective of all these
modifications is to secure full utilization of productive capac-
ity by balancing the distribution of purchasing power so the
working classes may secure more of the goods and services
essential to their welfare.

One of the first steps is to see whether labor’s share in
the incomes produced by business enterprise in the present
system can be increased without detrimental effects.

Many economists properly point out that a program of
increasing wage rates as such may actually decrease pro-
duction and increase unemployment by stimulating the sub-
stitution of laborsaving devices and by forcing higher unit
costs, higher prices, and restricted output.

There are two directions, however, in which wise manage-
ment might move to increase labor’s total income and pur-
chasing power without necessarily increasing relative labor
costs in the productive processes. These are the effort to move
toward an adequate guaranteed annual wage and the sub-
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stitution of certain types of “incentive wage systems”—
involving minimum guarantee plus premiums for extra per-
formance—for the usual systems of wages paid for time
on the job.

The possibilities of guaranteed annual wage arrangements
have not been fully or adequately explored either by man-
agement or by labor leadership. Much of the controversy
between labor and management has centered on the matter
of wages and labor costs, but usually the discussion involves
wage rates per hour, day, or week. Because of the ever-
present risks of irregular work and of unemployment, labor
has understandably tried to secure the maximum possible
wage rates in order to bolster admittedly low incomes. On
the other hand, management struggles in such a situation to
keep down labor costs, which comprise a large and increas-
ing ratio of total production costs.

The experience of such firms as Procter & Gamble, Hor-
mel and Company, General Electric, and others® demonstrates
that, in such businesses at least, the dual objectives of stabil-
ized labor unit costs and increased total incomes for the
workers can be secured by an annual wage plan in which
labor passes up immediate advantages in the way of higher
wage rates to secure a guarantee of a substantial annual in-
come which will average more than would otherwise be se-
cured over the same period of time.

The best argument for such a plan is that it has worked
out well in the few industries where it has been tried. It is
obvious that some industries would have more difficulty than
others in adjusting to such a program, but the incentive lies
in the fact that it offers a means of stabilizing labor costs
while at the same time meeting the workers’ major objective
of a larger total income. In an industry of expanding pro-
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duction it is likely that an actual decrease in unit labor
costs may accompany larger annual wages for the workers.
Attainment of the desirable social objective of lower prices
is thus made possible.

An even more important step would involve an extension
of the use of well-standardized “incentive wage plans.” The
workers’ objective is to secure the largest possible wage in-
come and the business enterprise is interested in securing
the lowest possible unit labor costs. While there are excep-
tions, it is incorrect to assume that management desires to
keep down labor’s income or that labor desires to eliminate
the profits of a business.

It follows that the best type of wage system is one which

. Assures a reasonable minimum income to the worker

. Offers labor larger income for greater efficiency

. Encourages an increase rather than a restriction of production
Provides decreasing labor costs with increasing output, thus per-
mitting reductions in the price of the product

B W -

The usual arrangement of a straight time wage does not
meet these tests satisfactorily. The time wage meets the first
requirement of assuring a minimum income on which the
worker can depend. Doubtless the reason labor unions have
clung to this wage form is because of its definiteness and
assurance of a dependable income—in contrast with straight
piece rates and some forms of the so-called “incentive wage
plans.” It is also true that the simplicity of the time payment
system may avoid some controversies which occur over in-
terpretations of rates and earnings in other plans. However,
straight time wages do not meet the remaining three tests
effectively. The worker gets security of income, but he has
no prospect of additional income through extra effort or
efficiency. From management’s viewpoint there is, of course,
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a possibility that decreasing labor costs can be attained by
larger output while wages remain fixed, but this is an outside
chance.

In general, time wages offer no incentive to increased
efficiency and occasionally there is a definite restriction of
output—particularly among the most efficient workers, who
see no point in exceeding average performance since they
receive only the average income return.

Straight piece-rate wages likewise fail to meet the desired
qualifications. From the worker’s viewpoint piece rates are
unsatisfactory because they fail to offer a secure minimum in-
come, particularly for the less efficient. Moreover, some un-
fortunate experiences with employer efforts to reduce labor
costs by reducing piece rates following a general increase
in efficiency and output have led labor to suspect piece-rate
systems as exploitative devices. Highly efficient workers have
usually profited by piece rates.

From management’s angle piece rates have the advantage
of offering an incentive to increased efficiency and output.
Under a straight piece-rate plan, however, labor costs per
unit tend to remain constant and the management must offset
high wages for the efficient by very low wages for the in-
efficient.

Some of the newer “incentive wage systems’ seem to pos-
sess characteristics capable of meeting the tests more effec-
tively.* Not all of them are satisfactory. A few plans, like
the Taylor differential piece-rate plan and the Merrick multi-
ple piece-rate plan, might be described as penalty and
premium wage systems, since they are designed to eliminate
the inefficient by paying them discriminatingly low piece rates
and to encourage efficient production by very high piece rates
above a certain level of production.
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Some of the better plans, however, such as the Halsey
premium plan, the Rowan plan, the Gantt task and bonus
plan, the Bedaux point system, and “measured day work,”
combine the advantages of piece-rate incentives for extra
effort with a minimum wage guarantee at a respectably high
level. In such plans the gains from extra effort and produc-
tion on the part of the more efficient half of the workers are
shared between management and men. This device permits
the payment of a dependable minimum wage guarantee to
the workers of average or lower efficiency. At the same time
such a plan offers a reducing labor unit cost as output in-
creases.

Under such a system rates can be set at a point yielding
maximum returns to labor, while stimulating larger produc-
tion, lower costs, and lower prices. Not all present rates
under these systems are fairly adjusted, of course, but the
principle is sound and capable of much further develop-
ment. Here is a device originating with management which
offers real possibilities for a practical readjustment of in-
come shares without government compulsion.

In Chapter XII it was pointed out that the services of dis-
tributive enterprises were too costly and were relatively in-
efficient, absorbing a disproportionate share of the national
income.

The Committee on Distribution of the Twentieth Century
Fund has analyzed this problem and formulated a program
designed to reduce the high costs of distribution.” The Com-
mittee emphasizes three present difficulties:

1. The lack of consumer knowledge in matters of quality and price
of goods
2. Inefficient operating methods in distributive businesses

3. Unwise competitive restrictions and regulations, including so-
called “fair-trade laws”
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Turning to the program for improvement, the first sugges-
tion is for an extensive program of “consumer education,”
including:

a) School courses

b) Government publications for consumers in popular form, cover-
ing family budgeting and the essential facts concerning food,
textiles, and other basic products

c¢) Further use of facilities for testing and appraising goods—both
public and private

d) Group buying projects

e) Establishment of a “differentiated” pricing system for retail
goods

As to operating inefficiencies, the Committee discovered evi-
dence of duplication of sales effort, multiplicity of sales
outlets, excessives services, multitudes of brands, and unneces-
sary advertising. To aid management in cutting these un-
necessary costs, the Committee suggests intensive private and
public research in the areas of distribution costs, methods,
and results—with wide use of the findings both in business
and in educational and governmental agencies.

In the matter of competitive restrictions and regulations,
the Committee recommends the following four steps:

1. The immediate repeal of all laws which are designed merely to
preserve, or to destroy, some special group in the distribution
structure, without regard for the general public interest

2. The prompt repeal of all state legislation designed to discrimi-
nate against the products of other states and to restrict the
free movement of goods between the states

3. The strengthening and more effective administration of existing
laws designed to prevent and destroy private monopoly, to elimi-
nate price fixing, and to prevent other monopolistic practices,
except under government sanction and supervision

4. Permission by appropriate government agencies, under specific
statutory authority, for distributors to agree on the limitation
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of certain costly excesses in competition where the result will be
to reduce the cost to the consumer

With a broad attack, such as this Committee recommends,
some important progress could be made toward reducing dis-
tributive costs, thus increasing the real incomes of the work-
ers. Not all of the steps suggested would work out as planned
and progress would be uneven, but there is no simple solu-
tion for so involved a relationship.

Another major approach to the problem of securing a
better distribution of purchasing power is through the further
development of co-operative producing and distributing en-
terprises. This is included as a form of voluntary readjust-
ment within the framework of our present economic system,
although to some people, including a recent committee of the
United States Chamber of Commerce,® it represents an alter-
native economic program. To other observers there appears
a doubt—as suggested by Marquis Childs’ choice of the title
Sweden, the Middle Way" to describe the Scandinavian co-
operative program.

The co-operative movement has not attained the develop-
ment in this country that it has in some European countries—
such as England and the Scandinavian states—but in recent
years it has made substantial progress.

It is unnecessary to rehearse the history of the co-operative
movement here;® but we may be reminded that it has reached
major proportions in England, where half the population are
represented in memberships in one or more societies doing
one-third of the retail business and one-fourth of the wholesale
volume, as well as an important share of the activity in the
fields of insurance, housing, and banking and in certain
manufacturing industries.

Sweden, typical of the Scandinavian countries, conducts
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40 per cent of her consumers’ goods business (retail and
wholesale) through co-operatives. Swedish wholesale co-
operatives maintain factories producing electric power, elec-
tric lamps, roasted coflee, margarine, cash registers, automo-
bile tires, galoshes, chemicals, shoes, flour, and other food
products. Co-operative housing accommodates 15 per cent
of the people of Stockholm, and co-operatives are likewise
active in banking and insurance fields.

While it is still true that co-operative enterprise accounts
for only a very small fraction of the distributive business in
this country (1 per cent or 2 per cent) and is still less im-
portant in the fields of production, there are signs of an
expansion in the movement.

In recent surveys made by the Bureau of Labor Statistics®
these interesting developments have been noted among others:
1. Several hundred new consumers’ co-operative associations han-

dling groceries or petroleum products were formed in 1940 and

1941.

2. Under the Rural Elcctrification Administration several hundred
co-operative electrical distribution associations have been formed.

3. Co-operative housing associations, promoted by labor groups,
have sprung up in several localities.

4. Producers’ co-operatives have begun to develop in a number of
fields, including the manufacturing of fertilizer and oil pro-
duction and refining as well as the familiar milk and dairy prod-
ucts associations,

Assuming competent management, the co-operative enter-
prise owned by consumers seems to offer a useful device
for increasing the share of income or purchasing power which
reaches the hands of the poorer people.

It is difficult to get at the facts concerning the real effec-
tiveness of co-operative enterprises. Much of the literature in
the field is distinctly pro oy, con, frequently producing more
heat than light on the subject.
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The Committee on Distribution of the Twentieth Century
Fund studied this question and reached the conclusion that
co-operatives should be encouraged for the following rea-
sons:*’

a) Well-managed co-operatives have reduced the costs of distribut-
ing such products as milk, gasoline, and farm supplies.

b) The existence of co-operatives has a significant influence in re-
ducing prices of private distributors.

c¢) Co-operative enterprises serve an important educational purpose
in arousing the interest of consumers in the problems of econom-

ical buying. ,

The consumer co-operative business should aid in the effort
to build up lower incomes in three ways. In the first and
most obvious case, the consumer, being the owner, partici-
pates in any “profits” made in the business. While this is no
different in principle from other businesses, the practical
fact is that low income groups do not accumulate savings
and invest in business ownership—whereas they do patronize
co-operative stores and similar enterprises and benefit di-
rectly from them.

A second gain, which European experience has demon-
strated as possible, is the advantage of lowered costs and
prices which can result from direct servicing of co-operatfve
retail outlets by co-operatively owned wholesaling and manu-
facturing units. This is one way of securing the efficiency
of large-scale operation and market control without risking
monopoly advantages in the hands of a few sellers.

Finally, the fact that co-operatives have strong labor sup-
port, together with the educational program stressing com-
mon interests, tends to create a favorable environment for
providing a sound wage structure with guaranteed annual
incomes and wider sharing in earnings. In other words,
higher and steadier wage returns may be anticipated.
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Without endorsing the extravagant claims of some of the
propagandists for the co-operative movement, it may still be
pointed out that a major extension of co-operative enterprise
can help balance the distribution of purchasing power and
do it on a basis of voluntary adjustment without the necessity
of government controls.
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CHAPTER XIV

READJUSTMENT THROUGH GOVERNMENT
CONTROLS

IF 1T were possible to obtain a proper balance in the distribu-
tion of purchasing power through the types of voluntary re-
adjustment suggested in the preceding chapter, it would be
the most desirable situation. We could avoid the introduction
of additional government controls, which are objectionable
on three grounds:

1. They necessitate expenditure of public funds to maintain admin-
istrative agencics frequently operated with a great deal of red
tape and “bureaucracy,” which is both irritating and expensive.

2. They substitute “conscious planning” of economic activity, with
its human limitations, for the working of supply and demand
forces in a “free open market.”

3. They introduce an element of restriction of individual initiative,
of regimentation and required uniformity, which is harmful to
progress and repugnant to a “free people.”

Carried to its ultimate possibilities, complete government
control in the hands of a party or bureaucratic clique be-
comes dictatorship of the Nazi-Fascist variety.

While desiring to avoid government controls where possi-
ble, because of these considerations, we must make sure that
the alternative is not more objectionable. Over a period of
several decades we, as a people, have apparently concluded
that increasing government controls are the lesser of two
evils. The alternative has been increasing concentration of
economic controls in the hands of a few, with resultant in-
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justice and failure to utilize our productive capacity and
available man power effectively.

J. M. Clark in a recent article' makes these pertinent com-
ments on the problem we are considering:

The problems created by lack of reasonably full use of resources
(of which the crucial resource for this purpose may provisionally
be taken to be manpower) are probably the most serious and threat-
ening problems of an economic origin which are faced by our
economic system. Without some reasonably adequate handling of
these problems, our social order is seriously threatened. Reason-
ably adequate handling may operate in two directions, or a combi-
nation of them. These are: (1) Increased utilization, ideally up to
full use, if this can be measured; and (2) policies directed toward
mitigating the incidence of the burden of inadequate utilization on
those on whom it falls most heavily, these policies being chosen with
due regard to the importance of “increased utilization, and to the
bad effects, from this standpoint, of restrictive measures protecting
the market position of particular groups at the expense of others.
While only the first can be regarded as fully satisfactory, a realistic
estimate of probabilities is that the second will presumably be
necessary for some time to come.

One danger to be avoided is that of choosing a course by elimina-
tion: course A will not work, therefore course B must be adopted.
Rather, both A and B should be weighed in the same scales, so far
as possible; both in the light of past experience and in that of
possibilities of modification and improvement. For example, as be-
tween action via private business processes and via Government,
one attitude is to study private business in the light of past failures,
and of the inherent possibilities of “automatic” action by private
business, and to conclude that Government must be the reliance,
without applying similar analysis to governmental action. On the
other hand, a prevalent view among businessmen looks at the past
decades of governmental action, and at the inherent tendencies and
limitations of governmental action as it sees them, and with about
equal logic and reason concludes that freer business action is the
only recourse. Others look at both and conclude that neither holds
out any hope: neither private business action nor attempts of Gov-
ernment to influence the course of private business. If this conclu-
sion is to be escaped, it must be because (1) the kind of action of
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the part of business which we think of as “automatic” is not the
only possible kind: or (2) Government may find more successful
policies than it has yet demonstrated; or (3) some combination or
collaboration of both may accomplish more than either by itself.

It is difficult to avoid the conclusion that voluntary read-
justments made by business alone will be too slow and too
limited in scope to secure the necessary balance in our eco-
nomic system.

It is necessary not only to have government planning of
economic objectives but to extend certain types of govern-
ment controls over economic activity in order to correct in-
equalities and secure maximum efficiency in working toward
those objectives.

This does not mean complete government control and op-
eration of the economic system along dictated and regimented
lines; nor does it mean that all existing forms of government
regulation and control are desirable and effective.

It has been indicated earlier that only the essential read-
justments within the framework of the “present system” are
proposed because of the conviction that private initiative and
management operating under the freest possible conditions
are the most constructive and creative forces in our econonry.

Clark states the case well in these words:®

The “present system” here means a system in process of continu-
ous and more or less orderly change, continuing to rely on what
we call “private enterprise” for organizing a major (though not un-
alterable) part of our economic processes. “Private enterprise”
refers to a system in which no industry is wholly free from various
public measures designed to protect a growing assortment of recog-
nized public interests; but in which there remains sufficient scope
for business discretion and decision, and sufficient business incen-
tives for its exercise, to motivate a vigorous voluntary prosecution
of productive processes. This it seems important to preserve, within
any future for which we should now actively plan. If so, it appears
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incumbent on us to take more conscious thought for the conditions
of its preservation than has been necessary during, let us say, the
past 70 years during which the present system of public controls
has been growing up. This does not require the cessation of all
fresh measures to protect public interests.

Bearing in mind the major objective of securing a better
distribution of purchasing power and through that device
achieving full use of productive capacity, let us consider
certain types of government action which are available.

It is both impossible and irrelevant to attempt to assess
all of the myriad aspects of government regulation of eco-
nomic activity which might have some effect on the distribu-
tion of the national income.

For our purposes we may consider very briefly four aspects
of public policy:

1. Tax programs
2. Government subsidy of low income groups

3. Wage control plans
4. International trade policy

Because of the great significance of international trade poli-
cies in the present world situation that subject is treated
more fully in the following chapter.

In a stimulating recent book® A. H. Hansen points out
that, despite much talk of the necessity of a progressive tax
program which will shift the burden to the higher income
groups best able to pay, we have in recent decades actually
increased the proportion of “consumption taxes” which fall
heavily on the lower income groups.

Even the vast social security scheme—designed to redis-
tribute purchasing power to the low income groups—offsets
the benefits paid by securing the funds through a pay roll
tax which falls on these same and other low income groups.
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Hansen indicates that two significant trends in tax policy
have characterized the period 1900-1940.* First, consump-
tion and pay roll taxes comprise a larger proportion of the
total in 1938 (40 per cent) than in prewar 1913 (36 per
cent), while property taxes declined from 60.6 per cent of
the total in 1913 to 31.9 per cent in 1938. At the same time
income, corporation, gift, and inheritance taxes were taking
up the slack. It should be noted, however, that while these
new taxes accounted for the same proportion of the total in
1930 (27.5 per cent) as in 1938 (27.7 per cent) consump-
tion and pay roll taxes had increased from 24.9 per cent in
1930 to 40.3 per cent in 1938. The property tax ratio de-
clined from 47.6 per cent in 1930 to 31.9 per cent in 1938.

Thus we find the actual proportion of the tax burden which
falls on lower incomes increasing in recent years. Despite
the effort to develop a progressive tax principle, we find
that, taken as a whole, taxes do not increase in percentage of
income paid until the $10,000 level is reached and then they
increase slowly—as compared with the British rates, for in-
stance.

Moreover, it is only federal taxes that are at all progressive
—the ratio paid in state and local taxes runs 10 per cent
or 11 per cent whether the income is $500 or over $20,000
a year.

The second trend of significance is the growth of federal
and state taxes in comparison with local sources.

Not only has the ratio of local taxes decreased but there
has been a great increase in federal and state “grants in
aid” to local agencies. These grants are direct, as in public
assistance, and indirect, as in the case of relief programs
which are federally financed—relieving the local govern-
ments of such expenditures.
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During the war, of course, the ratio of federal taxes and
expenditures is soaring out of all normal proportions and at
the same time tax programs are being devised to draw off
purchasing power from lower as well as higher incomes. This
latter move is necessary and desirable in a war situation, but
the danger lies in possible failure to readjust the tax struc-
ture after the war.

If this situation is to be corrected and a tax program de-
veloped which will improve the distribution of purchasing
power, at least two or three major changes need to be made.

In the first place, it seems clear that a larger proportion
of taxes must be collected by the federal government—since
state and local tax sources rest too heavily on property and
consumption taxes. This is but an accentuation of the present
trend, and the impetus given by war needs will doubtless
contribute to this shift. A related problem is the one of
whether expenditure of the increasing ratio of federal funds
should be directly under federal agencies servicing the public
needs involved or through an extension of federal-state ar-
rangements, such as grants in aid. The argument seems to
favor federal operation in most instances.”

A second consideration is the desirability of shifting a
larger proportion of the total tax load (particularly federal)
to personal and corporate income taxes, profits taxes, estate
and gift taxes—and away from consumption taxes (such as
sales and other excises, customs), pay roll taxes, and mis-
cellaneous internal revenue items.

The third desirable shift lies in the necessity for more
sharply progressive rates in income and profits taxes. As
Hansen points out,’ the tendency during the 1920’s was to

reduce income tax rates on the upper brackets; and even in
the 1930’s the rates were not brought back above the 1918
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level. The great increases in expenditures for social security
and for farm and unemployment relief were largely drawn
from pay roll, processing, and other consumption taxes.

The tremendous increases in tax requirements occasioned
by the war program offer an excellent opportunity to secure
certain of these needed changes in the tax structure. Per-
force there will be a great shift of the tax ratio to the fed-
eral government and a larger reliance on personal and cor-
porate income and profits taxes. Moreover, the income tax
rates will go up in all brackets, although it now appears that
too great a relative increase may be made in the low brackets
as compared with middle and upper income levels.

The real opportunity occurs when war expenditures begin
to slack off and it eventually becomes possible to reduce the
total tax burden from the wartime peak. At such time pay
roll taxes should be eliminated, consumption taxes reduced,
and the rates on lower brackets in income taxes reduced—
while maintaining highly progressive rates in other income
brackets and on profits and estate and gift taxes.

A second method by which government can undertake, to
correct the distribution of purchasing power is by subsidy of
the low income groups through social security benefits, farm
and unemployment relief programs, provision of low cost
housing, and public works employment. Provision of these
subsidies is of course dependent on tax revenues and their
effectiveness presupposes a tax structure whose burden falls
heavily on upper income groups.

Whether we shall provide such government subsidies is no
longer an academic debate. During the decade of the 1930’s
a total of $27,797,000,000 was spent for such purposes—
accounting for the full increase in the public debt, since tax
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revenues covered other government expenditures throughout
the period.’

It would be preferable if the purchasing power provided
to agricultural and industrial workers through the vast un-
employment and farm relief schemes could be secured by
these persons directly from their participation in industrial
and agricultural production. They are merely receiving gov-
ernment income to replace loss of income from the usual
source, with no advantages in the way of reduced prices
of goods or services purchased. Moreover, there is the cost
of collecting the tax revenues and administering the programs
to consider. Where voluntary adjustments of the type dis-
cussed in Chapter XIII, or governmental wage controls, can
result in avoiding the necessity for direct relief, there is a
net social gain.

When it comes to social security benefits—such as old-
age, survivors’, invalidity, and health insurance; unemploy-
ment compensation; and workmen’s compensation for in-
dustrial accident and disease—there is another factor to
consider. Aside from the income supplements received, there
are additional advantages in the way of lower costs of protec-
tion against various risks than can be secured through private
insurance expenditures. Moreover, there are other social
benefits in the way of public health protection and employ-
ment exchange facilities. In other words, social insurance
affords better protection at lower costs for the low income
groups and might well be used even under a better-balanced
system of income distribution, without government subsidy.

Much the same can be said of government provision of
low cost housing and of various public work programs re-
sulting in the construction of needed public conveniences,
educational and recreational facilities. Aside from the direct
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gains in the shift of purchasing power to low income groups
in the work programs there are the gains represented in
mass production, plus social planning and management of
enterprises which are more costly and less efficiently handled
on an individual purchase basis by low income families.

This suggests the necessity for vast government expendi-
tures to provide these various subsidies on a scale large enough
to effect an important redistribution of effective purchasing
power benefiting the low income groups.

Part of the funds for such purposes should come from tax-
ation of the type outlined above. Part will of necessity come
from government borrowing. From the point of view of effec-
tive distribution of purchasing power the larger the share
which comes from taxation the better. Under government
borrowing the well-to-do classes tend to benefit, since they
invest savings in government bonds—while the poorer classes
are unable to do so.

Nevertheless, government borrowing must and should be
used extensively to avoid the necessity of repressive and de-
flationary taxes—particularly on the lower income brackets.
The popular conception that government debt and private
personal debt are alike and are equally to be avoided is
incorrect.

It is natural for a citizen to think of what is called the
“public debt” as something to be avoided or eliminated as
soon as possible, as he wisely views his own private debt
problem. There are three respects, however, in which the
public debt differs from private debt and it is important that
the people correct their common misconceptions in this
matter.

The first point is that the national income, from which
provision must be made to pay interest plus retirement of
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principal on the debt, is a steadily expanding figure—year
after year. For a century—up to the first World War—the
rate of annual increase in the national income was 4 per
cent. With the slower rate of population growth the expansion
is not so rapid now; but for the next fifty years Hansen
estimates at least a 2 per cent to 2.5 per cent annual increase,
resulting in a national income of $250,000,000,000, to
$300,000,000,000 a year in 1990 on the basis of 1940
prices.®

Where a business can anticipate continual long-run ex-
pansion of income it will not hesitate to assume large “fixed
charges” in the form of bonds or other long-run obligations.
Of course, such practices are “sound finance”! Even a private
individual who was sure of an average yearly increase in
income could safely assume sizeable interest-bearing debts.

The second point is that in some degree the increasing of
the “public debt” may itself increase national income or,
just as importantly, may prevent a sharp decline in national
income. Thus government borrowings to subsidize agricul-
ture and provide purchasing power for the working masses
may prevent a sharp slump in production and national in-
come, or even promote industrial expansion and increasing
employment.

To use a business parallel again—there is a difference be-
tween “marketing securities” to permit a “profitable invest-
ment” and borrowing to meet losses or unexpected costs.

Finally, we frequently forget that the government ac-
quires valuable capital assets to show for a sizeable part of its
“public debt.” When a corporation issues bonds in order to
acquire new properties, we list the new “assets” as an offset
to the “capital liabilities.” When an individual assumes
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a house mortgage, he balances the property value against the
obligation.

But when Uncle Sam issues bonds to build a highway or
an electric power project, when the state builds a university
chemistry laboratory or the city builds a school or acquires
a park, the bonds are all “net debt”—apparently there are
no assets!

We have fallen into the error of treating all government
obligations as current debt, with no offsetting asset account.
On this basis every railroad, every public utility, and nearly
all large bond-issuing corporations are financially insolvent!

We do not want to switch over to an easy optimism with
respect to public debt. But to be realistic in our thinking and
planning we should recognize these differences between pub-
lic debt and an individual’s private debt. Perhaps a better
way to put it is that we should recognize the similarities
between the problems of public debt and of corporate debt,
distinguishing between ‘“‘current” and “capital” obligations.

A third type of government action which will increase the
share of purchasing power going to the low income groups
is represented in minimum wage controls, such as the Fair
Labor Standards Act.

It has been indicated above that it would be preferable for
the unemployed workers now getting unemployment and
agricultural relief to secure their incomes directly from
participation in production if possible—thus saving the
costs and irritations of tax collection and administration of
these government relief programs, not to mention the morale
factor.

Moreover, despite certain social advantages in public works
and social insurance programs, there is an obvious value in
minimizing the need for such activities by readjustments per-
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mitting more people to make their own provisions out of
more adequate incomes. Since we cannot anticipate sufficient
voluntary redistribution of income shares to be effective, it
is important to analyze the effect of direct government con-
trols designed to increase the workers’ share in the results
of production.

There is much to be said for the principle of placing a
“floor under wages and a ceiling over hours.” It is true that
such a plan will favorably affect only the workers who are
employed, but the same limitation applies to social insur-
ance schemes. Moreover, if such a policy succeeds in shift-
ing purchasing power to lower income groups it should
increase production of basic goods and lead to fuller em-
ployment. s

There are two major advantages in minimum wage con-
trols, as contrasted with tax-supported relief, social security,
and public works programs. In the first place, such controls
permit more flexibility and freedom of action on the part of
management.

Under such plans business management is faced with a
specific and clear-cut restriction or limitation as to minimum
wages payable. Beyond that point management has freedom
of action to adjust to and meet the situation in the most
efficient and suitable manner. It is not faced with continuing
and unpredictable tax burdens, reporting requirements, hiring
and layoff restrictions, and the like.

If the minimums are high enough, upper and middle in-
comes are automatically curtailed by virtue of the fact that
the earnings will not permit large profit returns and will
force a scaling down of middle and upper salary brackets.
Account should also be taken of the fact that considerable
slack in other costs can be taken up, and a high wage cost
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provides a driving incentive for managerial efficiency. As
has been indicated earlier, higher total wage returns to labor
need not require higher hourly or piece wage rates. The
emphasis should be shifted toward establishing minimum an-
nual wage incomes and away from hourly wage rate min-
imums.

In this way the workers’ interest and that of society in
full employment can be served. At the same time, the door
is left open for management to gain by lowered costs of
production and larger volume—including the possibility of
lower unit labor costs.

A second advantage of minimum wage controls lies in
lower costs of administration as compared with relief, public
works, and social insurance plans. While the administration
of such laws requires a policing or inspectional staff of some
size, the costs of such an agency are trivial compared with
the machinery necessary to collect taxes and administer the
payment of public relief or public works pay rolls and social
security benefits. In the one case we are supervising a pro-
gram of distributing income within industry itself—in ac-
cordance with a set of rules. In the other situation we are,
redistributing income by taxing it away and then paying it
out in benefits and public pay rolls.

Here, then, is a proposed program for securing the neces-
sary redistribution of purchasing power which cannot be
achieved in sufficient volume without government controls.

Establish the “rules of the game” in clear-cut and definite
form, requiring industry to pay minimum annual wages high
enough to force a substantial redistribution of the income
shares in favor of the lower-paid working groups. Having set
such requirements, allow management the maximum freedom
of action in adjusting to this schedule. In this manner we
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should provide an incentive to efficiency, lower costs, and
larger volume.

Since the above program will reach only the fully em-
ployed workers and we must anticipate recurring loads of
unemployed and partially unemployed persons, a substantial
program of government subsidies of such low income groups
should be provided.

To the maximum degree possible these subsidies should
consist of the social insurances (old-age and survivors’, in-
validity, health, accident, unemployment) and public work
programs providing needed educational, recreational, con-
servation, housing, and other socially desirable facilities and
services. There will, of course, be a necessary residual of
direct subsidies in the form of relief and public assistance
for persons not covered in any of these programs.

In periods of business depression, such as the decade of
the 1930’s and the postwar readjustment which we must
shortly face, a large share of the government funds necessary
for these subsidies should come from borrowing. To the
degree that these subsidies support the national income and
aid in turning its trend upward, the borrowing is ‘economi-
cally sound.

In the long run the bulk of the funds must come from
taxation, and here it is essential that the tax structure itself
be streamlined to contribute to the gradual readjustment or
redistribution of purchasing power which we believe to be
essential to the achievement of full use of our expanding
productive capacity.
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CHAPTER XV

THE EXPANSION OF WORLD TRADE

Harorp Laski, the English liberal, has expressed the con-
viction that private competitive capitalism must go, since
the conflict between the concentrated economic controls of
capitalist economy and political controls by the majority in
a democracy is irreconcilable.!

The implication is that if we are to secure anything ap-
proaching world stability we must have a world political
organization set up along democratic lines to guard the eco-
nomic welfare of the masses of the people.

In contemplating such a scheme A. H. Hansen makes the
observation® that the League of Nations, imperfect as it was,
could probably have succeeded if it had been possible for
the nations of the world to maintain economic prosperity.
He believes that the economic foundations are probably more
important than the political arrangements in building world
peace.

Hansen points out that internal economic conditions are
of vital importance in determining the possibilities of inter-
national trade and the first requisite for the United States
in looking toward development of trade is stabilization of
our own economic arrangements. Among these internal con-
ditions first emphasis should be given to policies designed to
prevent depressions and secure full employment of labor
and other resources.

A different approach to this problem is offered by J. B.
Condliffe in his study of The Reconstruction of World Trade.?
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Condliffe sees a fundamental conflict between political and
economic forces—particularly in international relations. He
points out that state regulation reaches more and more into
internal economic life to try to redirect it in the interests of
those who wield political power.

Increasingly, however, economic activity reaches beyond
national boundaries and we find sharp conflict between
“nationalism” and “industrialism.” Thus we have powerful
sovereign states (Germany, Italy, Japan) arrayed against
the creation of a world economic order based essentially on
private enterprise.

Although Laski, Hansen, and Condliffe would differ in
their approach to the problem of future economic stability,
all three recognize the necessity of world-wide economic and
political organization if we are to make progress toward
full utilization of productive capacity.

Perhaps the first question to ask ourselves is why inter-
national trade is essential to the full employment of man
power and resources in a country such as the United States.

Is it not true that only a small proportion of our total
trade is international in character? Might we not, therefore,
do better to build up a self-sufficient economy and avoid the
complications and entanglements, including wars, which so
persistently accompany international economic competition
for trade?

Condliffe answers these common queries effectively:*

The value of international trade cannot be measured, any more
than the value of territorial division of labor within a national com-
munity, by the aggregate value of the goods which cross local
boundaries. It brings within the purchasing power of consumers
in every country the specialized products of every region. The whole
world is given access to the fruits of tropical agriculture and north-
ern sea fisheries, of large scale agricultural and pastoral produc-
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tion in the thinly populated countries of the New World and the
elaborated manufactures of highly industrialized regions in the Old.
By its efficient organization the luxuries of the rich have become
the conventional necessities of the poor and there are still great
possibilities of raising standards of living by its improvement. This
is particularly true in regard to the new “protective” foodstuffs
and the new mechanical inventions towards which demand turns as
living standards rise. In the process of organized interchange, also,
price-competition keeps down the consumer’s costs and prevents the
application of labor and capital to relatively wasteful and unprofit-
able uses, while spurring on the production of those commodities
in which each region has economic advantages from its location
and climate, the efficiency of its labor, or merely the ability of its
organizers. There is, therefore, good ground for the conclusion to
which M. van Zeeland came in the course of his investigations, that,
although the quantitative importance of the international market
may have been exaggerated in certain cases, “its relative importance
appears today to be as great as ever, and ils marginal influence is
real and powerful.”

If we concede that international trade has a significance
far beyond its apparent size as a ratio of total trade, it be-
comes clear that full utilization of productive resources de-
mands a maximization of international trade possibilities.

Unfortunately,. recent world events have sharply reduced
the volume of international trade and restricted the areas in
which exchange is possible.

Ever since the first World War nations have been busy
building up trade barriers, trying desperately to reach the
goal of national self-sufficiency. The emphasis on economic
nationalism grew out of the increased reliance on govern-
ment action to solve economic difficulties arising within the
postwar nations. Particularly as governments have endeav-
ored to raise the living standards of the lower income groups
in their population, there has been an incentive to protect
these standards against the competition of low wages in other
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nations. Thus the drive for social security for the masses
who were the victims of unemployment tends indirectly to
create artificial barriers to the free movement of international
trade which is vital to the fullest use of resources and pro-
ductive capacity.

The difficulties represented a combination of economic
maladjustments following the World War and unwise gov-
ernment policies. Restrictions of trade became cumulative
and in turn promoted economic nationalism and “isolation-
ism.”

Beginning with higher tariffs on commodity imports (such
as the Fordney-McCumber tariff in the United States in
1922), the barriers extended to the movements of popula-
tion (including immigration quota restrictions in the Americas
and Australasia) and of capital.

Like small independent banks forced to rely on their own
reserves and resources to meet any demands which occurred,
individual national economies—deprived of the greater sta-
bility possible under an international economic system—
cracked up under the pressure of unusual conditions. The
departure of Britain from the gold standard in 1931 is an
outstanding illustration of the cumulative disruption of in-
ternational trade as a result of the emphasis on national
economic self-sufficiency.

The postwar effort of the leading nations to become in-
dustrially self-sufficient disturbed the normal flow of trade.
The United States during the 1920’s pumped a vast flow of
credit into Europe—funds that were used to build up in-
dustries which in the final analysis were to compete with
one another and with the United States. There was thus a
“false” expansion of international trade which contained
within itself the germs of self-destruction.
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Great Britain, which had been the financial center and
clearinghouse of the prewar world, was handicapped by high
costs of production (due to social security, etc.) and by
the disorganization of her former export trade. World mar-
kets were narrowing; world production was increasing. With
the collapse of 1929, credit expansion ceased and, despite
desperate efforts to control the situation through monetary
adjustments, the system of international payments broke
down. England went off the gold standard in 1931, followed
sooner or later by all the other nations. Capital movements
practically ceased. In turn the efforts to protect the domestic
markets led to further tariff and trade restrictions.

With the outbreak of the present World War the condi-
tion of world trade went from bad to worse. From the point
of view of the United States, trade with continental Europe
has practically stopped except for recent war shipments to
Russia. Trade with Great Britain has increased but has
changed drastically in character, and the effort to expand our
trade relations with Central and South America seems to
involve more headaches than solutions.

At a time when the experience of recent years has dem-
onstrated the importance of developing world-wide economfc
interdependence in the interest of stability and of full use
of resources, we are thrown back on our heels by a cataclysm
that seems to destroy all basis for international trade.

Unless we are willing to adjust to a much lower standard
of living we cannot accept a future based on economic
isolationism, even if it were possible to maintain such isola-
tion—an undertaking which seems highly questionable. Cer-
tainly the realization of the productive possibilities of modern
economy is dependent on full international co-operation in
both the political and the economic spheres.
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However, we must face realities and consider the practical
steps which can be taken under existing and prospective con-
ditions leading to an eventual re-establishment of world-wide
trade relations.

Two rather easy assumptions are frequently made by those
who feel that foreign trade is not too important a part of
our economy. The first is that since imports and exports are a
small fraction of our total trade we should be able to adjust
our domestic production and markets to absorb this activity
without serious loss. The second assumption is that we can
develop a form of Pan-American economic solidarity which
will replace former trade relations with Europe and the Far
East.

The first assumption overlooks the changes which have
taken place in trade relationships in recent years and the
resultant “key” character of our imports and exports. A. R.
Upgren® in a pertinent recent article discusses the great
changes in the character of our imports and exports in the
last thirty to thirty-five years. He comments as follows:

The striking changes in the imports of the United States in the
past generation are the great increases in imports of rubber, sugar,
coffee, paper, vegetable oils, silk, tin, wood pulp, and wool. Of
these imports the annual value-increase in the case of rubber was
over $200,000,000, and for each of the other commodities the an-
nual import value-increase very roughly averaged about $100,000,-
000. The listed commodities included the most important individual
raw material imports of the United States. For the present problem
it is highly significant to observe that, of the nine items, only two
—coffee and paper—are secured preponderantly from countries of
the Western Hemisphere and but one—wood pulp—is so secured
from Europe. United States imports of the remaining six commodi-
ties are secured primarily from regions located in southeastern Asia,
including Australasia.

In the same period of thirty-five years an even more striking
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change has taken place in the export position of the United States.
This can be illustrated by the data for seven export commodities.
In the first five years of the present century United States total
exports of only three commodities—cotton, meat, and wheat—aver-
aged $648,000,000 annually and constituted no less than 45 per cent
of total exports. In contrast, these commodities in 1937 accounted
for only 14 per cent of tolal exports. In 1937 the new and most
important exports of the United States were machinery, petroleum,
automobiles, and iron and stecl. These four commodities alone now
account for no less than 45 per cent of total United States exports
in contrast to only 13 per cent at the turn of the century. In other
words, in relative shares the new great cxports have exactly suc-
ceeded the earlier great roles of Kings Cotton, Wheat, and Meat.

The great significance of our international trade thus is
found in these two considerations:

1. Imports are chiefly of strategically important raw materials
which we do not produce.

2. Exports are significant ratios of some of our leading mass-
production industries and have an important bearing on prices
in the domestic market as well as on the use of productive ca-
pacity in those industries.

Just how much we should cripple our economy and reduce
our standard of living by eliminating this foreign trade is
difficult to estimate, but it is clear that the unfavorable effect
would be much greater than is suggested by the comparison
of the volume of such trade with the domestic market situa-
tion.

The whole problem is being dramatically illustrated for
us in the wartime shortage of rubber. Even after Japanese
conquest of the East Indies and Malaya had cut off our
major supplies of rubber, the public was extremely slow to
realize the necessary readjustments which would have to be
made in our economy.

The general attitude (at least up to June, 1942) has been
that we’ll find a way to get rubber from Latin America or
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Africa and we’ll make synthetic rubber soon in large amounts
so we can forget the Far East!

But here are the facts as set forth by the Office of Emer-
gency Management on May 13, 1942:°

America’s motorized millions in jalopies, trucks, delivery wagons,
and limousines are riding themselves off the roads at an average
rate of 314 per cent per month. That’s the rate at which the rubber
is wearing from their tires and when that rubber is gone, there
will be no more for a long time.

We have been using up rubber at the rate of 766,000 tons a
year. Last year we imported 1,025,563 tons, of which large amounts
were placed in what are called “stockpile” against emergency—
against exactly that emergency which is upon us now.

From Malaya came 550,935 long tons or 54 per cent of our rub-
ber importation. The Japs have Malaya.

From the Netherland East Indies, 367,373 long tons or 36 per
cent of our importation. The Japs have the Netherland East Indies.

From Ceylon, 59,804 tons or 6 per cent of our annual importa-
tion. The Japs dominate the sea lanes before Ceylon.

From other East Indian sources—from Burma and Thai and
the Melanesian Islands, 20,511 long tons or approximately 2 per
cent of our annual importation. The Japs have Thai, the Japs have
overrun Burma, the Japs crawl like a horrid plague of insects
through the islands of Melanesia.

We got, indeed, 10,419 long tons, or about 1 per cent of our
annual importation, from Africa, and another 1 per cent—10,753
long tons—from Latin America, the ancient home of the Hevea
Brasilionsis.

All but 2 per cent of our rubber, then, came from these parts
of the world now overrun by the soldiers and sailors of Hirohito.

We used this rubber in more than 50,000 products and many of
these products contributed greatly to what has been called the
American standard of living—that standard which now is threat-
ened everywhere.

Most of this rubber, though, went into tires. The U.S.A. has one-
third of all the improved roadways in all of the world. Over these
roads, our 30,000,000 pleasure cars and our four million trucks
and buses drove an average of 500,000,000,000 miles each year.

This is the place to talk about the things that stubborn “happy
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motorists” talk about these days—about synthetic rubber, about
the extraordinary things that can be done with Guayule, about the
various forms of magic which are—in the wishful thinking of so
many—at hand to solve the rubber shortage practically over night.

In 1941, when we were importing such prodigious amounts of
rubber from the Far East, our production of synthetic totaled about
15,000 tons, only a part of which was general purpose rubber suit-
able for tires. This year our production of synthetic rubber may
reach as much as 28,000 tons. The plans—and remember they are
plans—call for production at an estimated rate of 200,000 tons a
year of general purpose rubber by December of 1942; and by the
end of 1943, if facilities not yet in existence are then producing at
capacity, we shall be getting Buna S synthetic at a rate of 700,000
tons a year in addition to 100,000 tons of Butyl synthetic and
Neoprene. At the rate of only, mind you. Actual production of
Buna S during the calendar year 1943 certainly cannot be expected
to be much more than 350,000 tons.

And so, synthetic rubber is not going to keep our automobiles on
the road. Long after existing stocks of tires on the wheels of Amer-
ican motorcars have been worn out, we’ll still need all our produc-
tion of synthetic and more to keep our military machines moving
forward.

If we are lucky, we may get as much as 41,000 tons of rubber
from Latin America this year, most of it from wild rubber trees of
the inland jungles. We may get another 18,000 tons from Africa.
And this, in relation to our need for rubber, is as the eraser on the
end of a lead pencil to a big eight-ply casing for a ten-ton truck.

Turning to the question of whether we can secure the
essential raw materials and dispose of our important exports
through developing Pan-American trade, we cannot find
~ reason for too much optimism.

The difficulties with respect to exports are four:” first, the
Western Hemisphere absorbs a smaller proportion of its own
product than does Europe. In 1937 Western Hemisphere
exports totaled $6,790,000,000, of which $2,656,000,000
or 39 per cent was absorbed within the same area. On the
other hand, European countries used 64 per cent of the total
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European exports. Thus the Western Hemisphere would have
a sharper readjustment to make.

Second, American exports are of a few limited items (such
as wheat, meat, cotton, and petroleum) in contrast with the
diversified European products exported.

Third, the great export surpluses of the Western Hemi-
sphere, such as wheat, cotton, and meat, are produced in
“one-industry” areas, while European countries produce a
variety of items. Thus the Americas are more dependent
on the export market.

Finally, Western Hemisphere surpluses are largely of ne-
cessities, which have an “inelastic demand” as compared
with the “elastic demand” of finished products of Europe.
American nations cannot hope to consume their surpluses of
wheat, meat, foodstuffs, tobacco, cotton, and petroleum, while
Europe can and does readjust more easily to absorb metal
and machine products and other manufactured European
exports.

Turning to the import problem, it may be pointed out
that in 1937 total Western Hemisphere imports were
$5,601,000,000, of which $2,385,000,000 came from in-
ternal sources (43 per cent). In Europe 54 per cent of the
imports came from European countries.

Upgren has an effective device for summarizing this prob-
lem:®

In order to approach the development of a list of what may be
called net exports and net imports of raw materials, for the West-
ern Hemisphere, let us assume that the countries of the hemisphere
maximize their purchases from each other. By this assumption is
meant either (1) that any country of the hemisphere which has
an import of any commodity of which some other country in the
hemisphere has an export would purchase its total net import vol-
ume from such other countries of the hemisphere if such export
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exceeded the import volume or (2) such a country would purchase
the total export volume of the exporting countries if such export
volume is smaller than the import need of the first country. On
the basis of this assumption, the realization of all potentially com-
plementary trade, the countries of the Western Hemisphere could
increase the share of their imports secured from within the hemi-
sphere to G5 per cent, in comparison with the present actual intra-
area import share of 43 per cent. In the case of exports such maxi-
mization of intra-area trade could increase the proportion of the
hemisphere’s total exports which are absorbed within the hemisphere
to 54 per cent from 39 per cent, the present share.

Net imports of the hemisphere as they have now been defined
represent what is in effect the net draft of the Western Hemisphere
upon the rest of the world after first utilizing fully its own hemi-
spheric supplies. Such leading net imports are given below:

Net Raw Material Value in 1937
Imports of the in millions of
Western Hemisphere dollars
Rubber ....... ... 270
Silk and rayon ........... ... i, 142
Vegetable oils and fats ..................... 134
Jute and other vegetable fibers ............... 103
1 78
Sugar ... e e 57
0 57
Pulp and pulpwood ............ .. il 40
=Y T U P 32
Cacaobeans .......c.oiiiiiiiiiiinnennnn.. 22
Coal and coke .....ovvviviinnnnninnnnn.. 22
Wool i e et i 13
Iron ore cvvvi ittt et ieieenan 9
Total 979

It is interesting to observe that two important non-raw material
imports include:

Cotton and wool textiles and clothing ........ 224,
Earthenware and china, glass and glassware ... 34
All other net imports .........couuiien... 633

Grand total 1,870
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After a review of the sources available for these thirteen
net raw material imports of the Western Hemisphere, Upgren
points out that iron ore, wool, coal and coke, can be secured
in this hemisphere in adequate supplies. Moreover, addi-
tional quantities of or substitutes for cacao beans, tea, pulp
and pulpwood, sugar, and furs can be developed.

Of the five remaining items perhaps tin could be secured
in Bolivia and the United States, and we can substitute rayon
and other synthetic fibers for silk—leaving three acute short-
ages, jute, rubber, and vegetable oils and fats. It will be
noted that these three items account for over half of the
needed net raw material imports for the hemisphere. The
prospect of a workable solution for these shortages is remote.

We have already summarized the current rubber shortage
problem. One additional point may be noted. Rubber pro-
duction, even though feasible in Brazil, takes a tremendous
labor supply, which is not available in that area.

Indeed, the major reason rubber production expanded in
the Far East was the convenient and extensive labor supply,
and not climate. We can produce natural rubber in tropiocal
America and we can produce synthetic rubber in the United
States, but it will be expensive and in the long run an unwise
use of labor and other resources as compared with securing
natural rubber from the Far East.

Similarly for jute and vegetable oils and fats. Each of
these products requires a tremendous amount of labor in
relation to the value of the product. The trade advantages
accruing to India, China, and the East Indies in these prod-
ucts are tied to cheap labor more than to climate. Again, we
can devote part of our agricultural and industrial facilities
to producing substitutes for these items—but only at the cost
of curtailing more productive activities.

Unfortunately, when we turn to the net export problem
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of the Western Hemisphere, the problem is even more acute.
Again, Upgren’s summary is to the point:

Net Raw Moterial Value in 1937
Exports of the in millions of
W estern Hemisphere dallars
Grains, including flour ................... . 458
Cotton .........oevnuss bevseerresravanes . 427
Pelroleum .......ocoviniiiiiiaiiiienn, 426
(07073 173 223

Non-ferrous metals other than copper and tin.. 121
Cattle, swine, meats

....................... 173

ToDaCCO v vet e ettt ettt 136
Timber and lumber ............. ereienie. . 86
L0 & 1 .12
Tronandsteel .v.ovvivririnrriiernrenenns 71
Oil seeds ..evviierivnnnnnnn  ereeersernas 48
Vegetables, fruits and mats .................. 33
Hides and leather ..................... ceee 24
Fertilizers ...uvviinninnenincanenns P 13
Total 2,311

In addition to the foregoing raw material commeodities important
net export surpluses of the hemisphere include:

Machinery and vehicles ................... 518
Rubber manufactures .............. vrieeiss 36
Miscellaneous metal products ............... 32

Grand total 2,897

A survey of the foregoing list of net exports of the Western
Hemisphere at once reveals the immensity of the export problem
of the hemisphere. Taken as a whole the hemisphere, after a maxi-
mum absorption of its own raw material production, has no less
than $2,300,000,000 of export surpluses of the fourteen listed com-
modities and there is in addition the very great export by the indus-
trialized areas of machinery and vehicles in the amount of $518,-
000,000, Thus for reasonable prosperity the export surpluses of the
hemisphere must total almost $3,000,000,000.%
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It is thus apparent that the idea of Pan-American economic
solidarity is not an answer to our need for foreign trade re-
lations.

In some respects, indeed, we increase our headaches by
substituting Pan-American isolationism for United States
economic independence. While tropical America (chiefly
the countries adjoining the Caribbean) complements our
economy, Canada, Argentina, Chile, and some other South
American countries are essentially competitive in matters of
foreign trade relations.

It is clear that we can gain from further development of
trade relations with tropical America—particularly in the
expansion of the production of essential raw materials. Not
only would this reduce our reliance on remote sources of
raw materials, but in so far as it leads to industrial develop-
ment in Central America it would balance our economy—
even to the point of reducing seasonality (see Chapter II).
The prospective lack of adequate man power in these tropical
countries, however, argues against a complete solution of
the problem in this direction.

Proposals for freer trade among the American nations are
desirable—but cannot contribute much, since many basic
raw material imports are already on the free list (coffee,
bananas, tin, sisal, cacao beans, nitrates, newsprint, etc.).
Suggestions have been made involving quota systems to be
agreed upon among the nations of the Western Hemisphere.
Some balancing of the total economy would result, but it
would be another case of reduced living standards to achieve
economic isolation for the hemisphere.

Are there other available solutions to the international
trade problem—in the light of present world conditions? At
least two present possibilities exist and should be developed.
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The first is a program involving restoration and main-
tenance of trade relationships with the East Indies, Austral-
asia, and southeastern Asia as sources of essential raw
materials. The second is maintenance of continued trade re-
lations with Great Britain as a major market for Western
Hemisphere exports. In both of these cases our economic
interests are identical with our political and military in-
terests.

The bulk of the strategic raw materials needed for main-
taining full-scale industrial production in the United States
can be secured from the Western Hemisphere and the Far
East areas, including China, India, and the East Indies.
Moreover, with these countries needing American military
supplies now and many manufactured products later because
of the disruption of their trade relations with Europe and
Japan, the interchange-is on a sound basis.

Fortunately it happens that a major share of the European
market essential for the export surpluses of the Americas
centers in Great Britain. Surprising as it seems, Britain has
absorbed almost as much of these strategic export surpluses
as all of continental Europe.’

The British economy faces outward from the continent
of Europe to an amazing degree and is based on an inten-
sive development of trade relations with the rest of the
Empire, the Western Hemisphere, and the Far East.

It is thus possible, even now, to secure an important sup-
port for our industrial system through international trade
based on the maximization of inter-American trade, bolstered
by the British market for American exports and the raw
material reserves of the British Commonwealth of Nations
and the Far East. Thus our military and political interests
in making common cause with these “democracies” are sup-
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ported by strong economic reasons for united action. Beyond
these limits the totalitarian powers have cut off all present
trade relationships.

Looking ahead, the prospect of full use of resources, which
is so dependent on freedom of international trade, turns on
the outcome of the war. From the economic viewpoint alone,
defeat of Hitler offers the best possibility of restoring and
expanding world trade—under the essential control of a
world-wide form of political organization on democratic
lines.

A complete German victory over the rest of the world
would indeed permit the possibility of an organized world
trade. Such a solution is completely unacceptable, however,
not only for political and ideological reasons, but because
the Nazi economy, however efficient, does not promote the
welfare of the average individual—the final test of any eco-
nomic system.

In the event of any sort of stalemate result which would
leave the Nazis in control of Europe and adjacent territories
(not including Britain) we should face the prospect of two
great rival economies. Each of them could develop a form
of self-sufficiency—but only at some sacrifice of the potential
standard of living possible under a world-wide economic
order.

Moreover, the rival systems could scarcely avoid future
conflict in the economic, political, and military spheres. “You
can’t do business with Hitler” is a present reality which
forecasts the inevitable future clash in such a divided world.

Should Britain fall (a remote contingency), the United
States faces a form of slow economic sirangulation—unless
her vast resources give her the industrial strength to turn
the tide and gradually re-establish control of the necessary
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trade outposts in the East, the British Empire, and elsewhere.
Such an effort would drain the economic resources of the
United States into war activities to a point involving great
reduction in living standards.

The interlacing of economic and political controls and
activities in the modern world suggests that the only long-
run prospect for economic stability in an interdependent
world lies in the creation of a workable world-wide economic
and political organization committed to democratic principles
of control and the promotion of the welfare of the average
individual. While we strive for such a long-run solution, we
must hold fast to important existing economic relationships
—with Britain, the Far East, and the Americas.
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CHAPTER XVI

THE EXTENSION OF ECONOMIC DEMOCRACY

THE suggestions which have been made in this book, de-
signed to secure increased employment and full use of pro-
ductive capacity, necessitate some important changes in our
economic behavior.

Laissez-faire competitive economics—which took a beat-
ing first from private monopoly, then from the New Deal
“planners”—seems destined to lose further ground in the
face of the necessity for organizing and planning industrial
activity to serve the interests of the majority of the people.

As we have tried to point out, there are several ways in
which industrial management can take action to improve
the working efficiency of private industry and to produce a
better-balanced distribution of purchasing power. To the de-
gree that private industrial management is willing and able
to make these adjustments there are important gains to be
secured, including self-preservation for industry and the
maintenance of individual initiative as the driving force in
economic progress.

The tremendous production requirements of the war effort
have necessitated a great centralization of planning and con-
trol in the hands of the federal government. Viewing this
drastic upheaval in economic arrangements, some people
have become very pessimistic concerning our economic future.

Certain businessmen who identify industrial progress with
complete freedom of business enterprise from government
controls have reached a new low in their pessimism as they
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realize that some increase in government planning and con-
trol is inevitable. Probably this group is now in the minority
although still influential.

Another and perhaps more dangerous attitude is repre-
sented in the viewpoint that drastic and indeed revolutionary
changes are taking place and there is nothing we can do to
change or modify either the direction or the character of
these changes no matter how desirable or undesirable they
may be. This rather cynical or fatalistic attitude seems to
assume that we can do little about the “wave of the future,”
even though Hitler and his cohorts are riding that wave.

For example, in his recent book The Managerial Revo-
lution, Mr. James Burnham' offers a provocative, if dog-
matic, picture of our economic future. Both here and in
Europe, says Mr. Burnham, we are witnessing a shift from
private capitalism in which the “ownership class” controlled
the economy to a new type of organization in which the
managers will rule.

In Europe the managers are at present represented by the
party bosses who have taken over control of government and
industry—Stalin and the party commissariat, Hitler and his
Nazi chieftains, and, in lesser supporting roles, Mussolini,
Franco, Laval, and their satellites.

In the United States, Burnham sees the managerial revolu-
tion in two developments. These are the New Deal on the
one side, with its emphasis on administrative rather than on
legislative control, and on the other hand management of
industry being divorced from the ownership class (the cap-
italists), with the managers in the ascendancy. Moreover, he
sees in the various war control agencies, such as the War
Production Board, the merger of industrial and governmental
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management which forecasts the future pattern of “managerial
control.”

One can agree that management control and economic
planning are moving into positions of greater significance
both in economic and in political life, without accepting the
conclusion that democracy is out—or that the managers will
constitute the controlling economic class.

In an effort to be “objective” and “realistic,” Burnham
tosses aside as irrelevant the ideologies, the hopes, beliefs,
and attitudes of men, and concentrates on certain similarities
in economic changes which are taking place throughout the
world. The “ideologies” or attitudes of the masses of the
people he believes are manufactured for them by the con-
trolling groups—to suit the latter’s objectives. Thus all of
the business about individual liberty and the freedom of
enterprise was devised by capitalists to condition the masses
to that form of economic control.

Present talk about security, sacrifice, social obligation,
etc., is promoted by the managers who are shoving the cap-
italists away from the dinner table, but have no intention of
sharing anything but the crumbs with the numerous “servants
in the house.”

On this basis not only do we find American industrial
management and New Deal agency bureaucrats in the same
back yard (much to their consternation), but they are both
playing the same game as Hitler and Stalin. That these groups
may be so blinded to their real objectives as to fight each
other in both economic and military warfare seems both
stupid and irrelevant to Mr. Burnham.

‘However, to dismiss the attitudes, beliefs, and convictions
of men as inconsequential and entirely controlled by the
“ruling classes” is in itself unrealistic.
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If we go back two centuries to the period of stress which
culminated in the emergence of private capitalism in the
economic field, we are forced to recognize a parallel change
in the social and political field of equal or greater sig-
nificance. The political and social turmoil which resulted in
the acceptance of the rights of self-government and individual
liberty found expression in the French Revolution, the Amer-
ican Revolution, and the initiation of constitutional govern-
ment in the United States of America.

So long as these two movements—private capitalism and
political democracy—ran along in parallel lines without con-
flicting objectives, proposals for changing the economic sys-
tem fell on deaf ears. When maturing capitalism introduced
corporate controls as a means of restricting free competition
and securing certain advantages of monopoly, points of con-
flict began to develop between the economic order and the
institutions of political democracy. As monopoly controls
clashed with individual liberties and resulted in concentra-
tion of control over income and wealth, eventually threaten-
ing control of political and social institutions, the resistance
of the people who believed in political and social democracy
increased.

Were Mr. Burnham’s conclusion correct—that democratic
ideals were interest-serving slogans devised by capitalist
owners to secure acquiescence of the masses—one might ex-
pect resistance to decrease as the drug took effect!

Some of the forms of protest against the concentration of
economic controls under capitalism consisted of proposals
to substitute some variety of Marxian socialism for private
capitalism. It may be conceded that the conclusion that we
will not now move to Marxian socialism is probably a cor-
rect prediction.
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Two points should be noted in this connection, however.
The first is that the workers’ proposals to substitute some
form of socialism for private capitalism do not reflect a
dissatisfaction with political and social democracy. The dis-
satisfaction is with a form of economic organization which
fails to permit realization of democratic objectives.

The second point is that the present world conflict between
the Axis powers on the one hand and Britain, the United
States, China, and Russia on the other doesn’t make sense in
terms of a “managerial revolution.” It does make sense in
terms of an ideological struggle between authoritarian and
democratic objectives. Russia’s change of front typifies her
mixed status on these ideological matters.

That the future economic arrangements will involve larger
managerial influence and more social and economic plan-
ning is clear, but that the present struggle is meaningless
and will have no bearing on the future form of economic
and political life is fundamentally wrong. The choice lies
between a managerial revolution and a managerial “evolu-
tion” or, better, between the imposition of totalitarian con-
trols over all institutions, economic, political, and social, and
a gradual adjustment toward a planned economy, part gov-
ernment-operated, part under private management, with the
consent and control of a democratic electorate.

As our capitalistic economy developed it has tended to
create certain frictions as a result of expansion and has
shown a tendency unduly to concentrate control of purchas-
ing power, with a resultant failure to serve the needs of
society effectively. Nevertheless, private capitalism has been
dynamic—it has provided the incentive for growth and ex-
pansion of productive capacity to an unprecedented degree.

But its very growth is dependent on continued investment
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in new industries and new economic outlets. This process of
continued investment is the root of much of the instability
in our system, since it proceeds in spurts—with very large
savings and investment in prosperous periods, followed by
depressions in which business savings and investment are
either small or actually negative. Three conditions have made
possible the rapidly expanding investment in our capitalistic
economy—first, the expansion of territory and the discovery
of new resources; second, population growth; and, third,
technical inventions and improvement.?

A. H. Hansen indicates that the first two of these essential
conditions are disappearing and we must face a maturing
or stabilizing economy. It is possible that Hansen, like Keynes,
has somewhat overstated the limitations in these two areas.

J. B. Condliffe has properly stressed the point that through-
out the nineteenth century the opportunities for capital in-
vestment and economic expansion were greater on the “in-
tensive” than on the “extensive” margins of settlement.’ In
other words, progress came more from intensive development
of the United States than from simultaneous penetration into
other sections of North America, South America, Africa, etc.,
where vast regions are still underpopulated but closed to
settlement for “political” reasons. “Capitalism is thwarted
not by geography but by politics.”

A rapid population growth in Asia is a potential factor
of greatest significance which cannot be ignored, even if we
should assume a stationary population in Europe and Amer-
ica. Thus, even though we concede some restriction in the
first two factors, there are still great possibilities even in
these areas. The laissez-faire expansion of the nineteenth
century has been made possible only by the superb planning
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job done by the builders of the British Empire and the
framers of the American Constitution.

It is the tragedy of the twentieth century that the political
organization and ambitions of continental Europe—coincid-
ing with the fateful isolationism of the United States—have
completely failed to facilitate economic adjustments. A new
bold framework may go far to encourage further “private
investment” in productive capacity. This view is supported
by the wealth of historical evidence adduced by Arnold
Toynbee in his analysis of the causes of breakdown in earlier
civilizations.” The “closed frontier” has always been more
a political and spiritual concept than a geographic reality.

All of this does not mean that progress must cease. On
the contrary there is every reason to stimulate technical im-
provements which can offer great opportunity for industrial
development. Nevertheless, with inevitable limitations in
territorial and population expansion the rate of growth is
bound to be slower and everyone’s attention appropriately
turns to matters of security and equitable participation in
the benefits of production.

In a more mature and less rapidly expanding economy,
a larger proportion of the national income should be spent
for consumers’ goods and services and a smaller proportion
is needed for investment in productive capacity. The various
steps here suggested to secure a better balance in the distribu-
tion of purchasing power would thus conform with the reali-
ties of our present situation.

It may also be noted that while the shift to a more mature
economy slows up the rate of expansion it should eliminate
or reduce some of the most serious frictions—notably those
connected with business cycles. The business cycle is a
phenomenon connected with the rapid expansion of capitalist
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investment in productive capacity, and we may anticipate
that stabilization of investment coupled with current expendi-
ture of the greater part of our purchasing power will min-
imize the swings of the cycle.

It is pertinent to ask what the respective roles of govern-
ment and private industry will be in such a maturing economic
society. In the first place, it is obvious that there will be an
increase in government participation in economic life.

On the consuming side—that is, in the matter of distribu-
tion of purchasing power—government is increasingly step-
ping to correct initial inequities. Such government participa-
tion takes the form of tax-supported subsidies to low income
groups (unemployment, old-age and farm relief, and the
various aspects of social security), provision of public work
programs, and publicly supported facilities for health, edu-
cation, and recreation. Government control of wage standards
is another instance. Further expansion in this phase of gov-
ernment activity seems likely and desirable.

Moreover, on the side of production larger government
participation appears inevitable. In recent years private cap-
ital has been extensively unemployed, as well as man power.
In a rapidly expanding economy supported by new and de-
veloping resources, increasing population, and technological
improvements, the returns on private investment are sufficient
to attract and utilize savings profitably.

As the economy matures and investment returns decline,
it is doubtful if certain types of needed capital investment
will be able to offer returns attractive to private savers. In
these instances government may have to take over the capital
investment function in order to serve the needs of the people.
In such cases management, which is even now so largely
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divorced from ownership or investment, would serve public
rather than privately owned corporations or agencies.

It seems probable that the necessity for government in-
vestment (and therefore probably of government operation)
will develop first in the fields of transportation, communica-
tion, and public utilities connected with the use of important
natural resources.

In the transportation field we already have government
investment and management in the highways and waterways,
with a high degree of government regulation of air, rail, and
water traffic. In communications we find the postal service
operated by the government and other agencies, such as
radio, telephone, and telegraph, closely regulated. In the
general public utility field T.V.A. points the way toward the
type of public corporation which may increasingly become
responsible for the management of our essential natural re-
sources.

T.V.A. also points the way toward a system of co-opera-
tive contractual arrangements between the sections of the
econofny operated under public and under private control
and management.

Public investment does not necessarily imply public op-
eration. Or, to be more specific, it does not require that in-
vestment and operation be handled by the same agency.
Investment requires highly centralized control, while opera-
tion may be carried on in a decentralized way. Under “private
finance” capitalism, investment was controlled in Lombard
Street and Wall Street. Under partial “state” capitalism, it
will be controlled to some extent in Washington. The local
operation in St. Louis will be the same, whether the loan
is handled by Morgan or Jesse Jones. The airplane plant
in Russia is “public”; Curtiss-Wright is operated under
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“private” management. Both have nearly identical cost ac-
counting schemes! The real issue is not whether we call the
plant “public” or “private”—a matter of historical tradi-
tion—but the degree of decentralized responsibility and
initiative.

This “dual economy” of “public” investment and “private”
operation will be greatly encouraged by new inventions
which are likely to be less capital-absorbing than the tech-
nological improvements of the nineteenth century. In the field
of transportation, public highways and airways with “pri-
vately” operated buses and air lines offer a good illustra-
tion. In manufacturing, new chemical processes may lead
to similar institutional arrangements. Thus technological
advance can be relied upon to offer new opportunities to
decentralized initiative or “private enterprise.”

We believe it is essential to the maintenance of balance
in our economic arrangements that the bulk of our produc-
ing economy be operated under private management. In the
fields of manufacturing, distribution, finance, and services
there are still great possibilities of technical advancement, as
"Charles F. Kettering so eloquently proclaims.® These op-
portunities should be sufficiently remunerative to attract pri-
vate investment. Moreover, we are convinced that, even with
a narrower range of financial return available to manage-
ment, the incentives to progress and efficiency remain potent.
The professionalizing of management and its gradual divorce
from ownership have proceeded far enough to establish this
point. Moreover, in this same development lies the hope for
attracting capable management into public enterprise.

The existence of private industrial management oppor-
tunity will serve as an important corrective to the bureau-
cratic tendencies inherent in government operation.
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There remains, however, the vitally important problem of
maintaining and extending democratic ideals and proce-
dures both in government and in private business—so that the
managers do not simply take over and fulfill the dire “wave
of the future” prophecies of many present-day pessimists.

First of all, let us recognize that the prospect of increas-
ing managerial and planning responsibility both in govern-
ment and in private industry is not incompatible with
democracy. On the contrary, as control of our economic
society passes from the private investor-owners to responsi-
ble management, we take a step toward democratic objectives.
Privilege gives way to merit and capacity, and surely society
gains thereby.

The strongest characteristic of private capitalistic economy
lay in the opportunity offered to anyone of capacity to de-
velop an idea and to manage the industry realizing that idea.
It is when control of industrial opportunity passes to owner-
ship interests whose only function is capital investment that
democracy is eliminated. The democratic opportunity to
move into the managerial class, either in government or in
business, remains. '

There is nothing in democracy which runs counter to the
idea of management by persons chosen on the basis of com-
parative capacity, so long as all participants in the group
retain a voice in choosing the managers or representatives
and hold the power of removal or repudiation. It is not
enough, however, to say that the changing economic arrange-
ments do not necessarily conflict with democracy. Certain
aspects of the greater centralization of planning and control
which characterize the current trend in industry and gov-
ernment make it easy for nondemocratic groups to seize and
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maintain control of society unless democratic procedures and
ideals are firmly established.

How are we to assure the extension of democratic princi-
ples in private industry and in government? In both of these
areas the realistic approach, we believe, is to build slowly
on existing procedures and institutional arrangements which
have proven to be democratic in operation. Just as we can-
not protect ourselves from the risks which accompany social
change by blindly and desperately clinging to the old order,
so also it is immature to discard existing institutions com-
pletely in the hope of substituting a ready-made utopia.

What do we have in the way of democratic machinery in
our present industrial system? It has already been suggested
that the gradual displacement of ownership control of indus-
try and commerce by management control has democratic
implications. A professional management has closer ties to
the workers in industry than does an ownership class increas-
ingly based on inherited wealth. Technical competence may
be inherited in some degree, but it springs from backgrounds
in all walks of life and cannot become a “vested interest”
controlled by the “sixty families.”

Moreover, it is not too much to hope that wise manage-
ment, as it faces the larger future problems of economic and
industrial planning, will be capable of adjusting to a new
balance of purchasing power which will be fairer and socially
more efficient. In its early fumbling efforts to develop a basis
of dealing with the workers in industry, management was
guilty of perpetrating some patronizing frauds under the
name of industrial democracy.

The first personnel programs in industry and indeed many
of the so-called employee relations policies of the 1920’s
were in this class. They either were insincere efforts to sell
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the workers “welfare activities” in place of better wages and
a voice in industry or were well-meaning programs based
on management’s belief that what the worker really wanted
was a chance to work up to the managerial class. In either
case the programs missed fire and failed to satisfy the work-
ers’ desires.

During the past decade, despite the squawking, manage-
ment has become much more realistic about the share which
labor must have both in the management of industry and in
the financial returns therefrom. The two factors responsible
for this change in attitude are, of course, the growing strength
of organized labor as a force within industry and the vast
range of protective labor legislation under the New Deal.
The legislation has strengthened labor’s position as a par-
ticipant in industry, and in addition has directly redis-
tributed purchasing power for the benefit of the workers in
the low income brackets.

While resisting this general trend, industrial management
has been much more realistic and adaptable to the new ar-
rangements than have the capitalist owners. The apoplectic
hatred of the New Deal is concentrated largely among the
owners of invested capital—although it is echoed by the
industrial managers, who face with reluctance the readjust-
ments many of them know are inevitable.

During recent years the growth of labor organization has
been providing another democratic instrumentality in indus-
try. Doubtless to many people (not limited to capitalists!)
the idea that labor unions are democratic agencies is a
ghastly joke! It must be admitted that the ways of John L.
Lewis with the United Mine Workers, or the activities of
many of the leaders of the A. F. of L. Building Trades
Unions, are not the perfect prototypes of democratic be-
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havior! Nor do the records of the Willie Bioffs and the

George E. Brownes offer much encouragement to believers
in democracy.

Nevertheless, in the organized labor movement the work-
ers in industry have been developing a piece of machinery
designed to serve the democratic purpose of effective repre-
sentation of the largest group of participants in industry.
Moreover, with few exceptions, the unions are fundamentally
democratic in that control rests with the members and not
with the officers. American unionism is also based on the
premise that management plays a part in industry and is en-
titled to a share in returns.

Slowly, as unionism has gained strength, it has evolved
forms of organization and methods of procedure which will
better serve the needs of industrial democracy. The industrial
union, which seems destined to displace the narrower craft
organization in much of our economy, is better suited to full
representation of all participating workers in an industry.
Moreover, it is freer from restrictive and devisive practices
such as jurisdictional disputes and limitations on member-
ship.

Other hopeful signs may be found in the substitution of
union-management contractual methods for indiscriminate
strike and direct pressure devices. There is also a steady
growth in the use of peaceful negotiative methods, including
mediation and voluntary arbitration.

At the present juncture labor needs to accept a larger de-
gree of responsibility to accompany its increasing share of
industrial control and its improving economic position. It is
natural that a disadvantaged group should reach for as large
a share of power and income as possible when conditions
(including legislation) make it feasible. But failure on the
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part of labor leadership to match up labor’s objectives with
the requirements of general social welfare will necessitate
social controls to curb such leadership. As a specific illustra-
tion—these controls may soon involve the right to strike on
war production, as well as limitation on profits from the same
activity.

A hopeful recent development is the rapid growth of joint
management-labor production committees under the stimulus
of the War Production Board. As of June 23, 1942, there
were nine hundred such joint committees operating in war
plants.

In contrast with the earlier joint shop-committee plans de-
veloped in American industry, these new joint committees
are based on union representation of the workers to parallel
management representatives. This principle of union worker
representation is similar to the successful Whitley Council
Plan in Britain.?

There is evidence that through this medium of co-operative
management-worker action the war-production program is
being effectively speeded up.’ The intangible factors of morale
which are a by-product of a sense of participation are pro-
vided with an effective channel for expression and recogni-
tion in this plan. It is a common experience that when men
of divergent viewpoints sit across the table from one another
day after day they learn to work together and to respect the
contributions which each has to offer.

This is particularly true when, as in the war-production
drive, both sides can concentrate on a common objective in-
stead of merely trying to adjust differences in viewpoint.

There is thus good reason to hope that this wartime ex-
perience will have a favorable carry-over into the postwar
period.
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Looking ahead, it seems logical to anticipate that man-
agerial control of industrial enterprise coupled with a matur-
ing labor union movement, organized along industrial lines,
may provide the basis for future industrial democracy. The
evolution will be slow, but it will be forced by the pressure
of increasing social controls exercised through government.
Some of this pressure will take the form of direct legislative
controls, such as the wage-hour law, the labor relations acts,
expanded social security provisions, and heavily progressive
taxation. Certain indirect controls may be exercised through
“yardstick competition” of government corporations with
private business.

There seems reason to believe that both management and
labor in a government-owned enterprise (such as T.V.A.)
will move faster toward a democratic operating procedure,
since the income differentials are smaller and the manage-
ment is not tied closely to a profit-making objective. The
threat of substituting government investment and operation in
new fields of activity will serve as an incentive to democratic
procedure in private industry.

The alternative of organizing industry along “consumers’
and producers’ co-operative” lines may likewise exercise
some influence on private business. As the income differentials
decrease under the pressure of progressive taxation, wage
minimums, and price adjustments, the appeal of the co-opera-
tive movement may increase.

The real pressure, however, will come from government.

But how can we be sure that the increasingly powerful
government will not escape democratic controls and let the
Hitler brand of bureaucratic managers take over society?
That there is a real risk here is evident in what has happened
in Europe. There is, of course, a decided trend toward ad-
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ministrative domination of government activities. With the
growing multiplicity of government agencies and functions it
has become impossible for the legislative bodies to do more
than establish general policy—leaving the formulation of
detailed regulations as well as the execution of programs to
administrative agencies.

This tendency has paralleled a similar development in in-
dustry where the Boards of Directors, representing ownership
control, have of necessity restricted themselves to the formu-
lation of general policy—Ileaving much administrative dis-
cretion to management. In many instances, the Boards of
Directors become mere agencies for the ratification or re-
jection of policies proposed by management.

The founders of this republic recognized the dangers in
concentration of power and authority in the hands of a few
people. Accordingly they provided a series of checks and
balances and a division of powers and functions between
the legislative, the executive, and the judiciary. In the new
situation which we face in government, safety lies partly in
the same principle of division of powers and functions.

We cannot have the necessary streamlining of our govern-
ment and retain the degree of detailed legislative control
which was once possible. It is necessary to provide for con-
siderable administrative discretion and for organized plan-
ning of economic and social programs. At the same time the
legislative bodies, which are most directly responsible to the
people, must retain the power of approval and veto on all
matters of general policy.

Some protection of the public interest lies in the probability
that the planning and the administrative functions will be
discharged by different groups of individuals. We have al-
ready indicated a belief that social and economic planning
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must play a larger part in government. This means that a
central planning agency is necessary, deriving its fundamen-
tal authority from public recognition of its scientific and pro-
fessional competence, whatever the appointing source. Perhaps
the proper balance would be best assured by having appoint-
ments to the planning agency made by the executive—with the
agency developing policy for legislative review and approval.
The courts should continue to exercise a stabilizing and cor-
rective influence.

In the final analysis the preservation of democracy in an
increasingly powerful government structure depends on an
awakened public interest and a willingness on the part of the
citizenship to accept public responsibility.

Democracy is at its best in organized community life in
this nation. At the local level competent citizens willingly
serve on school boards, library committees, planning agencies,
educational forums, community drives, and welfare activities.
When it comes to elective office we have a bad tradition and
likewise in appointments to many of the positions in the ad-
ministrative divisions.

It seems likely that in appointments to planning agencies
we may anticipate a high average of technical competence.
In the administrative agencies the extension of the merit sys-
tem principle is encouraging, but a more important factor is
likely to be the increasing prestige and economic significance
of the responsibilities discharged by the government agencies.
The ambitious and capable young people who are trying to
choose a career these days are adding public administration
to business and professional opportunities in the range of
choice.

We need to take some steps to make legislative responsi-
bilities more attractive to capable representatives of the public
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interest. Elimination of some of the fusty and obstructive pro-
cedures characterizing these bodies would help. Antiquated
rules and cumbersome machinery seem to serve the interests
of the demagogue better than those of the conscientious legis-
lator. No doubt more adequate compensation would help in
the states and such reforms as the one-house legislature may
be in order.

Basically, however, the answer lies in the willingness of
some of the same leaders who accept local civic responsibility
to accept the assignment of representing the people in state
and national legislatures. Public esteem of the legislatures
will rise with the caliber of the representatives. There is
nothing inherently second-rate about public office!

The structure of industrial and political democracy can-
not stand on the basis of an isolated national economy. Just
as the prospect of developing industrial democracy depends
in a large degree on social controls exercised through a
democratically operated government, so the maintenance of
American democratic institutions depends, we believe, on
the existence of a world democratic order.

In Chapter XV the reasons for believing that a nationally
isolated economy would be a contracting economy with de-
clining standards of living were indicated. In such a situa-
tion the economic frictions would be great and the threat of
unemployment and lowered standards of living would un-
dermine democracy. People will give up democracy under
the pressure of starvation and economic failure; they will
not characteristically abandon democracy in search of larger
gain in an expanding economy. Hitler can browbeat unem-
ployed and economically desperate peoples; he has not suc-
ceeded in bribing independent peoples who have even a
remote chance of a democratic alternative.

257



DEMOCRACY AGAINST UNEMPLOYMENT

The alternative of some halfway station in international
organization, such as Pan-Americanism or an English-speak-
ing union, is unacceptable for much the same reason. The
world cannot endure half democratic and half totalitarian—
conflict would be inevitable and on a cataclysmic scale.

It is beyond the province of this book to outline the form
of such a world democratic organization. We may, however,
note some of the weaknesses in the first international organi-
zation experiment—the League of Nations. In the first place,
it was not all-inclusive—the absence of the United States was
most serious. Moreover, the League lacked authority: there
was no means of enforcing agreements. Another difficulty
lay in the effort to separate political and economic questions,
and deal only with the political—a highly unrealistic proce-
dure. Finally, the League structure rested on a union of gov-
ernments—not a union of peoples—and tended therefore to
emphasize points of conflict and rights of national sovereignty.

Any successful world organization must be universal—
even in the beginning all of the powerful and significant
peoples must be included. To those who argue that differences
in culture, race, and economic organization will lead to con-
flict within the organization, the answer is—of course the
risk of serious struggles cannot be avoided. However, internal
conflict is less serious than conflict between rival powers and
authority can be vested in the organization to deal with such
situations. This means an international police force.

Certainly one essential requirement is that the world or-
ganization have power to control international trade in all
its aspects. The welfare of all of the peoples of the earth de-
pends on freedom of trade and on the planned development
of economic resources.

Finally, it is our belief that such a world order must be
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based on the principle of world citizenship—a federal union
if you choose—in which the individual simultaneously holds
citizenship in his nation and in the world state. Clarence
Streit may be in error in many aspects of his proposed Union
Now, particularly when he refers merely to union with
Britain—but he is right, we believe, in stressing the essential
principle of common citizenship and direct democratic par-
ticipation if a world organization is to work.

As we look ahead to the problems and opportunities of the
postwar world, we are slowly beginning to realize that steps
must be taken to assure economic stability if we hope to
reach and maintain political and social stability.

A new democratic world order cannot be built on an un-
balanced economic foundation. Fortunately for the democ-
racies, many of our political leaders are aware of these
implications. It is heartening to hear Milo Perkins, the Execu-
tive Director of the Board of Economic Welfare,'* describe
the problem in these terms:

We are engaged in a struggle that transcends the present war.
This is a long, long fight to make a mass production economy work.
The battle started when machines became important in the lives of
men. It should be over within the generation following this conflict.

The battle will be won when we have built up mass consumption
to a point where markets can absorb the output of our mass pro-
duction industries running at top speed.

Complete victory will not be won until there is a full and increas-
ing use of the world’s resources to lift living standards from one end

of this planet to the other. The twentieth century is a time set apart
for the winning of this total triumph.

Vice-President Wallace in his history-making speech to the
Free World Association struck a responsive chord in Ameri-
can hearts with these words:'

The people in their millennial and revolutionary march toward
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manifesting here on earth the dignity that is in every human soul,
hold as their credo the four freedoms enunciated by President Roose-
velt in his message to Congress on January 6, 1941. These four
freedoms are the very core of the revolution for which the United
Nations have taken their stand.

We who live in the United States may think there is nothing very
revolutionary about freedom of religion, freedom of expression and
freedom from the fear of secret police. But when we begin to think
about the significance of freedom from want for the average man,
then we know that the revolution of the last one hundred and fifty
years has not been completed. Either here in the United States or in
any other nation in the world.

We know that this revolution cannot stop until freedom from
want has actually been attained.

This book has attempted to outline a number of steps which
may be taken to reduce unemployment and to increase the
effective utilization of productive capacity in our economic
system. Some of them involve rather drastic modifications in
methods of distributing purchasing power within the industrial
mechanism. Others envision an increase in government plan-
ning and control of our economy.

Yet we believe that these changes are entirely possible of
achievement within the democratic pattern. Indeed it is our
profound conviction that unless such steps are taken to elimi-
nate the specter of unemployment and want the people of the
earth will abandon democratic institutions in a desperate
search for economic security.

The whole vigorous history of our American democracy
gives assurance that we will succeed in modifying and im-
proving our industrial system through an extension of the
same kinds of democratic procedures and controls which have
high-lighted our political evolution.
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