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employment compensation requires
Federal action beyond the limits es-
tablished in existing law. The Con-
gress is basically responsible for the
imposition of the taxes collected un-
der State unemployment compensa-
tion laws. Are the conditions imposed
for the receipt of benefits and the
amounts payable from the proceeds

of these taxes such as to be consistent
with the national interest in effective
unemployment compensation sys-
tems? The benefit structures in the
various State programs differ great-
ly—as to weekly amounts, duration,
conditions required to qualify for ben-
efits, and as to reasons for and severity
of disqualifications from benefits. The

question is whether the resulting pro-
tection is nevertheless such that the
national interest in unemployment
compensation is reasonably satisfied,
-or whether there are some limitations
on benefits so pronounced as to re-
quire Federal action in this area,
which has heretofore been left largely
to State action.

Postwar Economic Perspectives

III. Prewar Experience: Production and

Consumptz'on

By W. S. Woytinsky*

This article continues the analysis begun in the January
Bulletin of economic conditions that may reasonably be an-
ticipated after the war in the light of actual prewar experience.
Like Mr. Woytinsky’s preceding articles, it results from a com-
prebensive study of the setting for planning measures for social
security. Expressions of opinion, as in all Bulletin articles,
reflect the views of the author and do not necessarily represent
official conclusions of the Social Security Board.

PROJECTION of prewar experience in
the preceding article led to the con-
clusion that full employment in 1950
would require 55.5 million year-round
civilian jobs, including employment
by Federal, State, and local govern-
ments, as compared with 46.5 mil-
lion in 1940. In terms of man-years
of work, the required increase from
the number in 1940 is almost 20 per-
cent. The increase in man-hours
worked would be somewhat less, prob-
ably not more than 16 percent, if ac-
count is taken of the trend toward
a shorter workweek and more exten-
sive provision of paid vacations. What
changes in production and consump-
tion in the United States would ac-
"cord with such a rise in the level of
employment?

Postwar National Product as
Compared With 1940

Changes in Volume of Production

To estimate the hypothetical vol-
ume of production in 1950 as com-
pared with 1940, definite assumptions

*Principal Consulting Economist, Bu-
reau of Employment Security. The pre-
ceding articles in the series appeared in
the issues for December 1945 (pp. 18-29)
and January 1946 (pp. 8-16).

must be made on change in the pro-
ductivity of labor.

Chart I shows variations in real per
‘capita output of goods and services
in the 30 years 1914-43, computed as
follows: the gross national product for
each year, expressed in dollars at 1940

prices, has been divided by the num-
ber of persons in employment in that
year, and the average for 1916-20 is
used as the base (=100) to develop
an index.

Since postwar economic condi-
tions in the United States will differ
greatly from those during the war and
will be more like those in the last pre-
war years, the probable productivity
of labor in 1950 may be estimated
in relation to the prewar pattern in,
say, 1940 rather than in the war years.
It seems reasonable to expect that the
rate of increase in per capita output
from 1940 to 1950 will be similar to
that from 1915 to 1925 or through any
other decade that includes the last
war. The average increase over the
decades ending with each of the years
1924 to 1930 was 26.7 percent. It is
likely that the increase from 1940 to
1950 will be somewhat less spectacular.

Although the war economy has

o
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probably accelerated economic prog-
ress by introducing new methods of
production and improving industrial
organization, these changes may not
become apparent for several years, as

was the case after the last war, and -

not all the technical achievements of
the war economy will be of future use.
It may be advisable, for example, to
discount somewhat the importance of
synthetic rubber, glass fiber, plastics,
refrigeration, and dehydration in con-
sidering over-all output per man-hour
after the war. On the other hand,
one cannot disregard the progress in
metallurgy and chemistry and new
production methods which have been
used for turning out tanks, airplanes,
and liberty ships but are also appli-
cable to prefabricated housing. In
brief, it is conservative to assume that
the over-all output per man-hour will
increase 20 to 25 percent from 1940 to
1950, as compared with an average rise
of 26.7 percent through the decades
including World War I.

In combination with a rise of ap-
proximately 16 percent in the weekly
number of man-hours worked, a rise
of 20 to 25 percent in output per man-
hour would result in an increase of
from 40 to 45 percent in the total
output of goods and services in 1950
as compared with that in 1940.

Chgnges in the Level of Consump-
tion .

The general level of consumption
would not rise in the same proportion
as the total output. A part of any
additional output will be absorbed by
expenditures related to the liquidation
of the war—hospitalization of veter-
ans, and the like. The increase in the
amount available for private use,
which includes direct consumption
and private capital formation, might
approximate 35 to 40 percent under
the described conditions. Thus, as-
suming that the relationship between
direct consumption and .capital for-
mation remains about the same as
before the war, from 35 to 40 percent
more consumer goods would be avail-
able in 1950 than in 1940,

On the other hand, it is generally
anticipated that the population in the
United States will increase from 1940
to 1950 by approximately 10 percent.
In view of the declining average size
of family, the number of households
in the Nation will rise at a higher

rate; the Bureau of the Census esti-
mates 14.3 percent, which would result
in 39.9 million private families in 1950
as compared with 34.9 million in 1940.
With this increase in population and
in the number of consumer units, the
rise in the output of goods and serv-
ices would be 25-30 percent per capita
or 20-25 percent per family.

Changes in the Gross National
Product

In 1940, the gross national product
of the United States—that is, the
value of all goods and services pro-
duced in the Nation, at market
prices—amounted to $97 billion, in-
cluding services of men in the armed
forces, or to $96.4 billion if such serv-
ices are not counted. If the national
product, excluding services of the
armed forces, is from 40 to 45 per-
cent—say, about 43 percent—higher
in 1950, it would amount to $138 billion
at 1940 prices. Assuming an addi-
tional $4 billion for the armed forces,
the total gross national product in
1950 would reach $142 billion at 1940
prices, $150 billion at 1941 prices, or
$180 billion, in raund numbers, at 1944
prices. This dollar amount, of course,

would be further increased by a post-.

war rise in price levels.!

To sum up, under the conditions in-
dicated above the corollaries of full
employment in 1950 are that:

Demand for labor, in terms of man-
hours, increases about 16 percent;

The physical volume of production
of goods and services increases 40-45
percent;

Production of goods and services for
general consumption increases from
25 to 30 percent per capita of popula-
tion, and from 20 to 25 percent per
family;

"The gross national product in 1950
amounts to $150 billion at 1941 prices
or $180 billion at 1944 prices.

t This projection of gross national in-
come for 1950 follows essentially the
estimate presented by the author in
“Techniques of Income Projection,” in
National Industrial Conference Board,
Measuring and Profecting National In-
come, pp. 5-9 (Studies in Business Policy,
No. 5). The estimate is lower than the
projections for 1947 and 1948 developed in
the author’s “Economic Perspectives,
1943-48,” Social Security Board, Bureau
of Research and Statistics (Memorandum
No. 52), chiefly because of different as-
sumptions as to the level of prices.

National Budget for Full
Employment

Prewar experience shows that the
volume of production—and conse-
quently the level of employment—is
bound to decline unless outlets for
goods and services are sufficient for
full utilization of the Nation’s labor
force and technical resources. In
1940, for example, the United States
had a gross national product of $97
billion and average unemployment of
7.4 million., With full employment,
allowing 2.5 million for frictional un-
employment, the gross national prod-
uct would have approached $107 bil-
lion in that year. In other words, in
1940 we were 5 million jobs short of
full employment and $10 billion short
of the national product associated
with that level of economic activity.
Since our .ecoriomic system was not
fully utilized when full employment
corresponded to a gross national prod-
uct of $113 billion at 1941 prices, what
is the chance of achieving full em-
ployment in 1950 when that level of
activity will presuppose a national
product of $150 billion at the same
prices?

Our Capacity to Consume

Robert R. Nathan has stated effec-
tively the view of some economists
that current purchasing power would
not be sufficient to absorb the goods
and services the Nation would produce
at the full-employment level: “An
analysis during the decade of the 20’s
and during previous periods of rela-
tive prosperity indicates that total
savings tend to average approximately
20 percent of the gross national prod-
uct in good times ... Let us assume
that a level of $150 billion per year is
accepted as reasonably attainable for
the first few years after the war. If
the old prewar relationship prevails,
then there will be & tendency for in-
dividuals to spend about $120 billion
for consumption, and for individuals
and business enterprises to save about
$30 billion per year.”*

Of the total gross national product,
Mr. Nathan continues, goods and serv-
ices representing $120 billion “will be
purchased directly and immediately
by consumers out of their income,

* Nathan, Robert R., Mobilizing for
Abundance, 1944, p. 65.
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The $30 billion of income saved must
be used or offset by other expendi-
tures if the residual $30 billion of goods
and services are to be sold. If off-
sets to savings are less than $30 bil-
lion, then total demand in goods and
services will be less than the supply,
resulting in unsold inventories or in
depressed prices and business losses,
which in turn will discourage further
production.”?®

Since savings of about $30 billion a
year could not be fully absorbed by
productive investments, full employ-
ment, in Mr. Nathan'’s opinion, would

require special devices to offset the ex-~

cess of savings over private invest-
ments. He declares that the problem
would be solved if exports of the
United States exceeded imports by $5
billion a year and if Government spent
for public works and similar purposes
an additional $15 billion a year ob-
tained from savings through taxation
or borrowing.! .

Once accepted as a means for bal-
ancing the national budget, a policy
of exports “with limited prospect for
early repayment” could, in the opinion
of this writer, hardly be abandoned.
The growth of the national product
would make it necessary to keep in-
creasing the export of surplus prod-
ucts that could not be disposed of in
the domestic market. Likewise it
would be difficult or impossible to re-
duce the volume of public works
launched to absorb surplus products.
After the most useful projects were
completed, it would be necessary to
undertake less promising projects—
almost anything would appear prefer-
able to mass unemployment. There
would be no way to stop deficit spend-
ing or slow down the rate of growth,
for such steps would cause “prosper-
ity” to collapse.

If the philosophy of spending and
dumping surplus products were the
only alternative to mass unemploy-
ment, the chance of achieving full
employment would be rather slim.
Fortunately, this philosophy rests on
the assumption that gross savings
made out of a gross national product
of $150 billion would not be absorbed
by productive investments.

This danger is, however, rather re-
mote. If the old prewar relationship

8Ibid., p. 66.
4 Ibid., pp. 180 and 206.

"prevails, $30 billion put aside by in-

dividuals and business enterprises in
1950 will include, in addition to net
savings, capital charges such as the
maintenance cost of industrial instal-
lations, houses, and the like. In fact,
capital charges are included in the
prices of goods and services produced
and are therefore listed in the aggre-
gate gross national product but do not
appear in current incomes of employ-
ees or employers. This item averaged
11 percent of gross national product
in the 20-year period from 1919 to 1938
and would amount to $16.5 billion in
1950 if the same ratio were applied
to a gross national product of $150
billion in that year. This would leave
$13.5 billion for net savings of indi-
viduals and business enterprises, and
the problem of equilibrium between
production and consumption would be
reduced to the question whether this
amount might be absorbed by net cap-
ital formation including net private
investments in industrial plants,
building up of inventories, and hous-
ing construction.

This question is answered by the
experience after World War I, when
net capital formation varied as fol-
lows: ®

Formation
Net capital | in percent
Year formation | of gross
(in billions) ;| national
product
10.3 14.2
11.4 13.5
3.3 4.9
4.5 6.6
8.6 10.8
5.9 7.4
9.3 11.0
9.2 10.2
8.2 9.2
7.4 8.1
10.0 10.3

Excluding the depression period of
1921-22, after World War I the net
capital formation averaged $8.9 billion
annually or more than 9 percent of
the gross national product. If the
same relationship prevails after World
War II, net capital formation in 1950
would absorb somewhat more than
$13.5 billion, leaving no gap whatso-
ever between the supply of goods and
services and the demand for them.

5 Kuznets, Simon, Nationai Income and
Its Composition, 1919-1938, 1941, Vol. I,
p. 269.

Moreover, the preceding reasoning
is very rough and implies a consider-
able margin of error. There is no
evidence that the pattern of gross
savings (including capital charges)
after this war will be the same as
in the 1920’s. It is fairly possible, for
example, that business reserves, which
constitute a large part of the gap be-
tween gross national product and na-
tional income, will be considerably less
than $16.5 billion in 1950. Assuming
that they drop to $9 billion * while the
ratio of net savings by individuals and
business enterprises to gross national
product remains the same as in the
1920’s, gross savings would total $22.5
billion leaving-$127.5 billion for con-
sumer expenditures. The last amount
may be further increased if consumers
divert to current expenditures even &
small fraction of their reserves ac-
cumulated during the war.’

To sum up, neither the prewar ex-
perience nor the probable deviations
from the prewar relationships in sav-
ing and spending indicate the danger
of a collapse of the full-employment
economy because of lack of outlets for
goods and services.

The “Gap” in the National Budget

Although there appears to be no
reason to anticipate a $15 billion gap
between current purchasing power
and the output of goods and services
at a full-employment level of the post-
war economy, the threat of even a
small “deficiency” should be consid-
ered. This danger has been analyzed
systematically by the National Plan-
ning Association in its report, National
Budgets for Full Employment.

The basic “national budget” devel-
oped in that report applies to a hypo-
thetical gross national product of $170
billion, at 1941 prices, in the year
195x. To show that the conclusions
of the report do not depend on any
specific assumption on the size of na-
tional product, the report also offers
alternative projections of $150 billion
and $130 billion. For practical pur-
poses the date 195x in all the projec-
tions stands for 1950.

The “nationsal budgets” given in the

¢ See line 3, tables 1 and 3.
78ee line 11-a, table 8.
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report follow essentially the pattern
of “disposition of national income”
used by the Department of Commerce
and are arranged to emphasize the
relationship between the output of
consumer goods and services and con-
sumer demand. A set of alternative
“models” has been developed. The
first model shows that the economic
system would be badly out of balance
if wartime taxes remained in force
and the Government had an $18 bil-
lion surplus in receipts over expendi-
tures. Rejecting this model, the
Association proposes a more realistic
alternative described as the “ad-
justed-gap” model and reproduced in
table 1. This model shows a deficiency
of $8.5 billion in consumer demand
when gross national product amounts
to $170 billion and $7.5 billion or $5.6
billion, respectively, when the gross
national product is $150 billion or $130
billion. Gaps of this magnitude would
necessarily produce mass unemploy-
ment and contraction of economic
activities.

“The trouble is,” the report de-
clares, “that if past relationships con-
tinue, the incomes that are derived
by producing the estimated total na-
tional product will not generate
enough actual expenditures to justify
the product. . . . Since the fatal de-
fect is that expenditures are too low,
the remedy is to increase expenditures
in one or more of the three cate-
gories—Individuals, Business, and
Government.”® Three alternative
models without a deficiency are offered
in the report: the “Government”
model which provides for current defi-
cit financing and heavy capital out-
lays by the Government; the “Busi-
ness” model in which the gap is closed
by increased investments by private
business and to some extent by Gov-
ernment éexpenditures, but without
deficit spending; and the “Standard of
Living” model in which individual
savings are cut down, consumer de-
mand for goods and services is raised,
and higher outlays are also envisaged
for Government and Business, A sum-
mary of these proposals, at the $150
“billion level of gross national prod-
uct, is given in table 2.

8 National Planning Association, Na-
tional Budgets for Full Employment, April
1945, p. 34 (Planning Pamphlets, Nos. 43
and 44).

Table 1.—National budgets in 1950, at different levels, according to the National
Planning Association

[In billions, at 1941 prices}

Gross national product
Item
$170.0 $150.0 $130.0
A. Income from gross national produet:
1. Total INCOMIC. oo e oo oo e oo e 170.0 150.0 130.0
2. Deduct: Business tax and nontax liabilities 12.5 11.8 11.1
3.  Deduct: Business reserves, ete. ... .oocoeamiooinmeaao e 9.5 9.0 8.5
4. Equals: Net national income 148.0 120.2 110. 4
5. Deduct: Corporate undivided profits. 2.5 2.3 1.9
6. Deduct: Contributions to social insur: 3.9 3.4 2.9
7. Add: Government transfer payments 4.3 4.0 3.9
8. Equals: Income payments to individuals.___ .. ____ . . ____ 145.9 127.5 109. 5
9. Deduct: Personal tax and nontax payments.__.._ .. .. ____...__ 15.5 13.5 11.6
10. Equals: Disposable income of individuals_ . ... ... ... ... 130.4 114.0 97.9
11.  Deduct: Savings of individuals_. ... ... . ... 16.3 13.5 10.7
12, Equals: Individuals’ demand for goods and services_.....__.___.____ 114.1 100. 5 87.2
B. Expenditures for gross national product:
13. Total expenditures_._.__._ 170.0 150.0 130.0
14, Deduct: Government sh: 25. 4 2.0 21.0
15. Deduct: Business share 2_. - 22.0 19.0 16.2
16. Remainder: Goods and services that must be bought by individuals_ 122.6 108.0 92.8
17. Deficiency of income (16 minus 12) .o cmmmome e 8.5 7.5 5.6,

1 Government'’s share in gross national product is
determined as follows: line 2, plus line 6, minus line
7, plus line 9, minus hypothetical surplus of receipts
over expenditures ($2.2 billion, $1.7 billion, and $0.7
billion, respectively).

2 Business share or private capital formation

To ensure full employment in the
future, according to the National
Planning -Association report, it will
be necessary to take steps that “will

,do one or more of the following

things: (a) increase expenditures by
Government or further reduce taxa-
tion while maintaining desirable ex-
penditures, (b) increase business ex-
penditures for private investment, (¢)
increase expenditures relative to in-
comes by individuals as con-
sumers. . .

“, .. There seems to be no escape
from these conclusions. If Business
is to operate at moderate levels of ex-
penditure for its own capital account,
and if Government expenditures are
to remain moderately low relative to
the total economy, and if the Govern-
ment budget is to be balanced, then
consumers’ expenditures must go up
or full employment will not be reached
or maintained. Consumers’ expendi-
tures will not go up unless the past
spending and saving patterns of In-
dividuals shift toward higher expendi-
tures for consumption, or unless an
increasing number of people in the
lower income groups become larger

oIbid., p. b2.

includes Husiness reserves (line 38) and net invest-
ments.

Source; National Planning Association, National
Budgets for Full Employment (Planning ﬁamphlets
Nos. 43 and 44), pp. 32, 93, 94; projections here
reproduced in abbreviated form.

consumers and better customers—
through higher wages and salaries or
through lower prices, or both,” *

The last conclusion is in full accord
with the statement in the third report
of the Director of War Mobilization
and Reconversion: “The American
people are in the pleasant predica-
ment of having to learn to live . . .
better than they have ever lived be-
fore.”™ It also agrees with the con-
clusion drawn earlier in this article
that full employment in 1950 implies
an increase in consumption per capita
and per family. A rising standard of
living would also reflect the prewar
trend in the disposition of the gross
national product.

On the contrary, the distribution of
the gross national income postulated
in table 1 (the “gap” model in table
2), with its huge deficiency in expend-
itures, is not in harmony with pre-
war experience. It assumes, for ex-
ample, that the Federal Government
will collect in taxes $1.7 billion more
than it needs for current expendi-

10 Ibid., p. 53.

17, 8. Office of War Mobilizatlon and
Reconversion, The Road to Tokyo and Be-
yond, July 1, 1945, p. 57.
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‘Table 2.—Alternative national budgets in 1950, at the level of $150 billion, according to
the National Planning Association

[In billions, at 1941 prices]

igapr | “Govern- | “Busi- "%tlgnidar'g
Item ment ness’ of living
model model model model
A. Income from gross national product:
1, Total income. .. oo ieiiimaos $150.0 $150.0 $150.0 $150.0
* Ttems 2through 9. ... o Asin Table 1
10. Disposable income of individuals_.._.____________ 114.0 114.0 114.0 114.0
11. Deduct: Savings of individuals.__.__._.__..____ 13.5 13.5 13.5 9.7
12, Equals: Individuals’ demand for goods and services. 100. 5 100. 5 100. 5 104.3
B. Expenditures for gross national product:
13. Total expenditures__ . ____ ... __.___.__ 150.0 150.0 150.0 150.0
14, Deduct: Government share. 23.0 30.5 24.7 24.7
'15. Deduct: Businessshare ... . .__.._.....__ 19.0 19.0 4.8 21.0
16. Remainder: Goods and services that must be
bought by individuals.._ ... 108.0 100.5 100. 5 104.3
17. Deficiency of income (16 minus 12) 7.5 0 0 0
18. Balance of Federal budget: surplus of receipts
(+) or expenditures (—) .. eocoococriareaaan +1.7 —5.8 0 0

Source: National Planning Association, National Budgets for Full Employment (Planning Pamphiets

Nos. 43 and 44), p. 93. N

tures? A balanced Federal budget
would narrow the hypothetical “gap”
from $7.5 billion to $5.8 billion. It
would be further narrowed if savings
of individuals are estimated at less
than $13.5 billion. The estimate in
the model is based on a mathematical
formula proposed by Louis Paradiso
which assumes that the rate of sav-
ings increases with the rise in dispos-
able income of individuals.® Under
this formula, savings in 1950 would
amount to 11.1 percent if the gross na-
tional product is $100 billion, to 4.8
percent if it is $50 billion, and to 14.1
percent if it is $200 billion. Experi-
ence, however, fails to support this

At the level of $150 billion gross na-
tional product, this model assumes busi-
ness taxes oy $11.8 billion, personal taxes

of $13.5 billion, and contributions of $3.4
billion to social security funds-—a total of

$28.7 billion. On the other hand, Govern- -

ment expenditures are assumed to be $23.0
billion and transfer payments, $4.0 billion.
The net balance is $1.7 billion more in col-
lections than in outlays.
12 This formula reads
Y=5.640.04 (year—1935) 4-0.828X__(1)
where Y stands for expenditures and X
for disposable income.
For 1950 this formula gives
Y=6140828 X________________(2)
- Savings (S) are measured as the difference
between disposable income (X) and ex-
penditures (Y) so that
8=0172X—6.1 0. (3)
which implies that with the rise of dis-
posable income only 82.8 percent of the
inerement will be spent by consumers and
17.2 percent will be set aside as savings.

relationship: such increases in the
rate of savings, paralleling the growth
in the gross national product, did not
occur in the past and there is no rea-
son to expect them in the future.

It is true that the Consumer Pur-
chases Study, based on a survey in
1935-36, and other surveys have shown
that the ratio of savings to income
rises rapidly with the increase in in-
come at the upper end of the fre-
quency distribution .0of consumers by
income. A rise in the rate of savings
in all income classes and therefore
in the Nation as a whole would, how-
ever, not necessarily follow a rise in
the gross national product and in the
average standard of living. In fact,
use of income by consumers depends
not only on earnings but also on occu-
pation and educational background,
manner of living, environment, and
the like. :

A definition of “rich” and “poor”
cannot be expressed in terms of dol-
lars. As long as the relative distribu-
tion of income in the Nation remains
stable—in accordance with the Pareto
law—the lowest 25 percent of consum-
ers remain the poor of the Nation, and
it is fairly probable that they will not
save as a group, whether their annual
income averages $250, $500, or $750.
In the long run, it is not clear whether
the middle and upper income classes
will increase or curtail their rate of
saving as the level of welfare in the
Nation rises. It appears, however,

plausible that the rich will have the
lion’s share of savings, at any stage
of economic development, and will put
aside about the same part of their
income.

This theory is supported by studies
recently made by the U. S. Bureau of
Labor Statistics.* It is indirectly sup-
ported also by the fact that in the
past, when this country was not as
rich as it is now, the Nation as a whole
saved about the same fraction of its
current earnings. If the opposite the-
ory were true and the rate of saving
were determined by, say, the third
formula given in footnote 13, no sav-
ings would be possible in the United
States as long as the disposable income
was less than $35.5 billion or gross
national product was less than $50
billion. Contrary to this assumption,
the rate of savings in the United
States in the middle of the nineteenth
century, was about as high as in the
1920’s.

The formula used by the National
Planning Association for the rela-
tionship between consumer expendi-
tures (or savings) and disposable in-
come was deduced according to a con-
ventional mathematical technique
from the available statistics for the
years 1923-40. Unfortunately, correc-
tion was not made for changes in the -
price level, and prosperous years were
not segregated from depression years,
when savings dwindled to nearly zero.
These omissions are important enough
to vitiate the formula. In fact, as far
as prewar relationships cast light on
the probable behavior of consumers
under conditions of full employment
after the war, deductions should be
based on observations in compara-
tively prosperous years when employ-
ment was on a high level. If the re-
sults of observation are to be applied
to hypothetical national income ex-
pressed in dollars with a constant pur-
chasing power, the statistics used as
the basis of observation should be ex-
pressed likewise in dollars at constant
prices.”® A formula which meets these

1 Brady, Dorothy S., and Friedman, Rose
D., paper on Savings and the Income Dis-
tribution, presented at the annual meet-
ing of the Conference on Research in
Income and Wealth, November 1945.

5 See Woytinsky, W. S., “Relationship
Between Consumers’ Expenditures, Sav-
ings, and Disposable Income,” Review of
Economic Statistics, February 1946.
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Table 3 —Natxomzl budget in 1950 at the level of full employment, according to the
Drojections of this article .

[In billions, at 1041 prices]

Item

Amount

A. Income from gross national product:
1. Total income

Deduct: Business tax-and nontax liabilities. .
Deduect: Business reserves, etc.

Add: Government transfer payments

PP Noeoe W

10, Equals: Disposable income of individuals.......
11. educt: Savings of individuals..__._._._.__..
. la, Add: Spending of war savings--.._.._co_.c...

12. Equals: Individuals’ demand for goods and Services.. . o ... ieeoooioocaaaao.

B. Expenditures for gross national product:

13. Total expenditures... ... oooo oo

14. Deduct: Government share_

15. Deduet: Business share.___ .. ...
16. Remainder: Gioods and services that must be bought by individuals____._._._._._____.

ey

Equals: Net national income._ ... ... _..__.__
Deduct: Corporate undivided profits_..__._.__
Deduct: Contributions to social insurance funds.

Equals: Income payments to individuals__._...
Deduct: Personal tax and nontax payments...

7. Deficiency of supply (12 minus 16).o--...._...__
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conditions *® would indicate for dis-
posable income of $114 billion (item
10, table 2) savings amounting to $9.9
billion, almost exactly the amount
suggested in the “Standard of Living”
model. Thus, without changing the
prewar relationships of the various
factors, the deflciency in the national
budget would be narrowed to $1.8 bil-
lion. A deficiency of this' magnitude
falls within the margin of error of the
computation. It might be caused by
understatement of business share in
expenditures (item 15, table 1) or the
Government share (item 14) or both,
and the danger of such a “gap” might
be checked by liquidation of a small
part of war savings or otherwise with-
out substantial deviation from the
prewar pattern of the disposition of
the national product.

The conclusion seems inescapable
that the impressive deficiency in the
“gap’” models rests on dubious mathe-
matics rather than on prewar expe-
rience.

Thé Double Danger

The preceding analysis does not im-
ply that a national budget of $150
billion in 1950 would necessarily be in
balance. Deflationary and inflation-
ary dislocations might develop at this

18 The revised formulas for consumer
expenditures (Y) and savings (S) are

Y=0928 X —1.8 - (4)

82=0.076 X 4180 e (5)

or any other level of economic activ-
ity. Moreover, inflationary pressure
in certain sectors of the economic sys-
tem and certain areas does not pre-
clude deflationary dislocation in other
sectors of the economy. It appears,
however, that for the United States as
a whole the danger of inflation 4 or 5
years after the end of the war is more
real and imminent than the danger
of deflation.

The third report of the Director of
War Mobilization and Reconversion
stressed the fact that

“The vast reservoir of liquid assets—
currently estimated at $230 billion or
almost three times the 1939 total—
adds a completely new factor to our

‘economy. These financial resources,

plus the great need for goods which
has been built up during the war, can
be a self-starter for our postwar econ-
omy, and if handled right, a ‘fly-
wheel’ for years to come.”

It is impossible to predict what
various groups of the population will
do with their war savings. At least
some people, however, will use savings
to build or buy houses; to buy cars,
washing machines, or radio sets; im-
prove their standard of living; give
their children higher education; and
so on. Assuming that the war savings
of individuals and business enterprises
will total $200 billion by the end of the

7. 8. Office of War Moblllzatlon op.
cit., p. 68.

reconversion and that these savings
and reserves are spent at a rate of 2
percent annually, $4 billion will be
added each year to current purchas-
ing power.®

In this event, the national budget
for 1950, at the level of $150 billion,
will have a surplus of demand for
goods and services (table 3). " This
model differs at two points from that
proposed by the National Planning
Association for a gross national prod-
uct of $150 billion: first, it postulates
a balance between public expendi-
tures, including transfer payments, on
the one hand, and tax and nontax
payments, including contributions to
social security funds, on the other;
second, it assumes a different pattern
of individual savings.

Government expenditures — items
14 and 7—total $23.7 billion4-$5.0 bil-
lion=$28.7 billion, as compared with
$23.0 billion-+$4.0 billion=$217.0 billion
in table 1. Tax and nontax pay-
ments—items 2, 6, and 9—total $11.8
billion4$3.4 billion4$13.5 billion=
$28.7 billion, as in table 1. In table 3,
these two sums are in balance while

~ table 1 suggests a deflationary gap of

$1.7 billion. A precise estimate of the
separate items mentioned above is not
very important for the present anal-
ysis; the crucial point is the balance:
14) 4 (1) =(2) 4-(6) 4+ (9).

Savings of individuals (11) are esti-
mated here at $9.9 billion on the basis
of formula (5) in footnote 16, applied
to disposable income of $115 billion—
7.5 percent of $115 billion+$1.3 bil-
lion==$9.9 billion—and it is assumed
that $4 billion of war savings will be
spent by holders in the year surveyed,
leaving net savings amounting to $5.9
billion, in contrast to $13.5 billion in
table 1. If the hypothetical expendi-
ture of war savings (11a) is increased,
the deficiency of supply (17) will like-
wise increase, and vice versa.

In the model in table 3, output trails
the demand for goods and services by
$1.8 billion. The deficiency of output,
however, could be many times greater.
It would increase if we assume that
Government and business will have a

3 The role of war savings, one of the
most Important and most controversial
problems In the analysis of employment
perspectives, will be discussed in the con-
cluding article of this series. Cf. also
Woytinsky, W. S, “Economic Perspec-
tives, 1943-48,” op. cit.
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larger share in the gross national out-
put® or if we assume a higher rate
of spending of war savings. If, for
example, 5 percent of war savings is
spent (or invested -in durable goods)
in 1950, the surplus of the current
purchasing power (demand) over the
goods and services produced at the
full-employment level would approxi-
mate $8 billion. The situation would
be as inflationary as that after World
War I

This danger could not be checked
by an increase in the national product.
In fact, if instead of $150 billion
worth of goods and services the gross
national output in 1950 should be $160
billion, national income would prob-
ably rise from $129.2 billion to ap-
proximately $138 billion and disposable
income of individuals from $115 bil-
lion to $123 billion, in round numbers.
Assuming a proportionate rise in cur-
rent savings and expenditure of war
savings of somewhat less than $8 bil-
lion, individuals’ demand for goods
and services might amount to $120
billion. On the other hand, vaern-
ment and business shares in expendi-
tures for gross national product would
rise from $23.7 billion and $19 billion
to about $25 billion and $20 billion, re-
spectively, leaving, for individual con-
sumption, goods and services aggre-
gating $115.0 billion in value. The
“gap” would be slightly narrowed but
not closed. i

A more drastic reduction of the de-
ficiency might be effected by increas-
ing taxes (items 2, 6, and 9 in table
3) to more than current Government
expenaitures (items 7 and 14). A
similar offect would result fromr g rise
of business reserves (3) and corporate
undivided profits (5) and curtail-
ment of business outlays (15).

To sum up, if prewar relation-
ships—with necessary adjustments
for industrial and social progress in
a dynabmic society—prevail in 1950,
there will be sufficient outlets for all
the goods and services produced with
full utilization of the Nation’s human
and technical resources., The equilib-
rium would be precarious, however,
and could be destroyed at any time by
various factors. If inflationary pres-
sures developed, the situation would
require measures to reduce or immo-

» Estimated at 28.5 percent in table 3,
as compared with 32 percent in 1939 and
30 percent in 1940,

bilize free purchasing power, though
such a policy might differ consider-

-ably from the anti-inflationary policy

required by a war economy.

Postwar Consumption

Distribution of consumption in a
postwar period of full employment
would necessarily differ from the pat-
tern in 1935-36, when the country was
in the early phase of recovery, with
millions of workers out of jobs or on
relief work projects. It would also
differ from the pattern in 1940, when
the progress of recovery had been
interrupted by the war in Europe, and
from that in 1942 and more recent
years, when many durable goods had
disappeared from the market and
consumption of other articles, includ-
ing alcoholic beverages and jewelry,
increased disproportionately under
the impact of the hidden inflation.®

The general pattern of distribution
of consumer expenditures in postwar
America may be deduced from prewar
experience, especially during the
changes in business conditions when
the Nation shifted from prosperity
(1929) to depression (1933), and from
depression to recovery (1937) and to
the war boom (1942) (table 4). From
1929 to 1940, expenditures for food
(including beverages) and tobacco
varied in more than direct proportion
to the total amount of consumer ex-
penditures, largely because of ups and
downs in food prices. Consumption
of food varied in a narrower range
than the total disposable real income

20 See “Consumption Expenditures 1929—
43," Survey of Current Business, June
1944, pp. 6-13.

of consumers. It may be anticipated,
however, that the civilian demand for
food in 1950 will be appreciably
greater than in 1940. The growth of
the population and especially of the
number of households, new nutri-
tional habits, and general improve-
ment of the standard of living may
increase the over-all expenditure for
food by 25 percent, from $25.3 bil-
lion in 1940 to $31.6 billion, at 1941
prices, in 1950.

Expenditures for clothing and per-
sonal care are likely to increase at a
higher rate, say 50 percent, mainly be-
cause of improvement in standards of
living. From $11.6 billion in 1941, this
item might rise to $17.4 billion.

Expenditures for housing will be
determined by the increase in the
number of dwelling units and the ef~
fectiveness of rent control. Assuming
that the number of households in-
creases 14.3 percent from 1940 to 1950
and rents are not permitted to rise
more than 20 percent, expenditures
for housing may increase from $9.7
billion to $13.3 billion.

A much larger rise may be antici-
pated in household operation. The
accumulated demand for refriger-
ators, washing machines, radio sets,
and electrical kitchens will make itself
evident, and a 50-percent rise, from
$12.3 billion to $18.5 billion, seems
within the realm of probability.

A 40-percent increase in expendi-
tures for medical care, from $4 billion
to $5.5 billion, may be projected.

Disbursements for automobiles and
other user-operated transportation

- (theluding private airplanes) may rise

50 percent, from $6,842 million to $10.3
billion. .In other means of transpor-

Table 4.—Consumption expenditures under cbanéz'ng business conditions, 192942 |

[In millions]

00 [ TR e
Expenditure 1929 1933 1937 1940 -, 1041 1942

Total consumption?. ... _.___________ - $72,018 | $44,083 | $62,939 | $67,758 |. $77,376 $85, 614
Food and tobacco.._........ 21,723 13,277 | © 21,420 21, 876 25, 296 31,459
Clothing and accessories - .--| 11,138 5,637 7,879 8, 801 10, 341 12, 547
Personal Care. ..o _aoo. 1,112 705 967 1,107 1,274 1, 529
Housing. ....oco..... 11,273 7,732 8,280 9, 136 9, 664 10,127
Household operation. 11,064 6, 697 9, 655 10, 890 12,319 13,204
Medical care, etc..... 3,559 2,382 3,162 3, 522 3,939 4,407
Personal business..__ - 3,413 2,029 2,667 2,742 2,953 2,877
Automobile .. ool 6,014 2,976 B, 266 5, 746 6,842 3,332
Transportation, other than automobile 2,018 1,082 1,421 1,461 1,640 , 244
Recreation......ocemvennaooo 4,275 2,253 3,396 38,736 4,264 4,640
Education, ete......co.oo.o... 662 474 592 644 703 801
Religious and welfare activities 1,190 867 890 1,040 1,004 1,233
Foreign travel, etc. .o i 995 440 613 306 27 190

1 Excludes outlays for personal business and
foreign travel.

9-Source: Survey of Current Business, June 1944, pp.
11, -
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Social Security

tation the rise may amount to 30 per-
cent, as a result of the growth of pop-
ulation (8 percent), dispersion of ur-
ban communities, and increasing in-
terest in travel. From $1,640 million
this item may rise to $2.1 billion.

Increase in expenditures for recre-
ation was probably retarded by the
war. Assuming a rise of 40 percent
over 1941 or 1929, the outlay would
reach $6.4 billion by 1950.

A gain of 30 percent, from $1.8 bil-
lion to $2.3 billion, may be anticipated
in private expenditures for education
and in religious and welfare activities.

These very rough projections merely
illustrate the assumption of full em-
'ployment and the long-range trend
in productivity of labor and are by no
means & forecast, but they are wholly
within the realm of possibility. They
would result in the following distribu-
tion of consumer expenditures in 1950,
as compared with amounts obtained
by applying the 1941 pattern to the
1950 population:

Amount in
billions at 1941
prices
Type of expenditure
1941
1850 pattern
Total consumer expenditures..| $107.3 $85.0
Food, beverages, and tobacco..... 31.6 27.8
Clothmg and accessories and per
sonal care 17.4 12.8
Housing............._. 13.3 10.6
Household operation,
furniture, clectrical appliances,
elC. e eeieimaool 18.5 13.5
Medical eare. oo ... ... 5.5 4.3
Automobile and other owner- oper
ated transportation.._ .- 10.3 7.5
Other transportation.. 2.1 1.8
Recreation._.__..___. 6.4 4.7
Edueation. ..o oo .9 .8
Religious and welfare activities.... 1.4 1.2

Expenditures of this magnitude would
not require revolutionary change in
our consumption habits.® In fact the
assumed changes are trivial in com-
parison with the contrasts between
the fat and lean years in the past
(table 4). The general pattern of
these changes conforms with the pro-
jections of the National Resources
Committee. Within this pattern, of
course, the postwar demand for par-

2t Another tentative distribution of con-
sumers’ expenditures was suggested by
S. Morris Livingston in a report published
by the Department of Commerce in March
1943 under the title “Markets After the
War.”

ticular types of goods and services will
be determined by competition, the
quality and prices of goods, and the
ability of producers to sell their mer-
chandise tq consumers.

Postwar Capital Formation

In accordance with the classifica-
tion used in the report of the National
Planning Association, private capital
formation is listed in table 3 as the
“business share” of expenditures from
the gross national product. The es-
timate of $19 billion is purely illus-
trative. In fact, this is one of the
most elusive items in projections of
national income, since the amount
used for capital formation in a year is
largely determined by current busi-
ness conditions.

The figure of $19 billion was pro-
posed by the National Planning Asso-
ciation in its “gap” model for a gross
national product of $150 billion (table
2).® The derivation of that figure is
not very clear but may include about
$6 billion for residential construction,
$1 billion for growing inventories, $8
billion for maintenance of capital,
and $4 billion for expansion of pro-
ducers’ plant and equipment.

Gross capital formation is thus set
at 12.7 percent of the gross national
product or somewhat more than 13
percent of the hypothetical civilian
gross product, excluding services of
the armed forces. This estimate ap-
pears rather conservative against the
background of past experience. Ac-
cording to Kuznets, the ratio was
somewhat over 20 percent before
World War I, skyrocketed to over 25
percent in 1919 and 1920, and aver-
aged 19 percent in 1921-29. It dropped
during the depression but climbed

‘back to 13.4 percent in 1935 and to

18.8 percent in 1936, and to 19.3 per-
cent in 1937.* It may rise above 15
percent in the period of the catching-
up postwar expansion, but its subse-
quent increase would threaten over-
expansion of the industrial plant.
The estimate of gross capital forma-
tion in 1950 at $19 billion thus appears
rather conservative. A somewhat

2 National Planning Association, ~op.
cit,, p. 93.

# Kuznets, Simon, Uses of National In-
come in Peace and War, 1942, p. 37.

higher figure—for example, $21 bil-
lion—would not be unreasonable.

Lessons of Prewar Experience

The main conclusion to be drawn
from prewar experience is that the
Nation can enjoy full employment and
can also suffer a deep depression at
any level of productive capacity. There
is no evidence against the possibility
of either a new depression or a bal-
anced national budget on a full-em-
ployment level. Clearly, such a bud-
get would not be an enlarged copy of
the prewar pattern but would reflect
definite changes in prewar relations,
similar to changes that have charac-
terized economic progress in the past.
However, if an economic equilibrium
on a high level of employment is
reached after the war, it will be as
precarious and difficult to preserve as
in the past. Maladjustments may de-
velop in any quarter of the economic
system, and if they are not ironed out
at the proper time their cumulative
effect may become disastrous.

The preceding analysis seems to
permit a rough ranking of postwar
dangers. Least of all appears the
danger that people would not know
what to do with increasing wealth and
that a “gap” would develop between
production and consumption.

The greatest threats to postwar eco-
nomic equilibrium appear to be infla-
tion and overexpansion: overinvest-
ment, a boom in real estate, a boom on
the stock exchange, precipitous liqui-
dation of savings, and a rise in prices.

If deflationary danger develops,
remote as it now appears, three fac-
tors will tend to offset it: the war sav-
ings of individuals, the liquid reserves
of business, and deferred demand for
consumer durable goods and for pri-
vate,and public investments.

If inflationary danger becomes im-
minent, two forces will meet it: the
will of the Nation not to indulge again
in false prosperity and our ability,
shown in wartime wage and price con-
trols, to handle economic matters.

Not only our wartime success in
controlling prices but, even more, the
present control of the security mar-
kets, the progress of social legislation,
and the increasing interest of the pub-
lic in the problem of full employment
justify the hope that the United States
will find ways of protecting its post-
war economy against dislocations.



