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ECONOMIC STARILIZATION

9 February 1950

COLONEL McCULLOCH: Gentlemen, it would, indeed, 'be presumpiuous

of me, and, in fact, an insult to your intelligence, if1 should attempt

an explanation, however brief, as to the relation between the subject of

- our lecture today, "Ecomomic Stebilization," and our course on Economic
Mobilization. : ' ST :

, - Further, when one has the honor of introducing‘a gpeaker who has
" achieved national and international fome as an educator, an author, a
. businessman, as President of Brookings Institution, and an expert in his
field, all one needs to do is add our welcome to the College. Therefore,
it 1s & pleasure, a privilege, and an honor to introduce Dr. Harold G.
. Moulton. Dr. Moulton. - : K

DR, MOULTOK: Gentlemen, I am not sure that my talk is going to be
exactly. on the subject of "Economic Stabilization, " but it is related, on
the whole, to-some of the basic problems in which you are interested, I am
going to begin:by & discussion of the position of our economic system as &
whole, - o ' ' ‘

I have recently published a book which I called UControlling Factors
in Bconomic Development," which represents gix or seven ‘years of concentrated
work and is, in a sense, an outgrowth of all the things I have been concerned
with over the years as & professional student of economics.

I have called thefirst half of the hook "Looking Backward," and the
second half, "Looking Forward." The reason I look backward first was to
survey. the:developments of the last century with a viev to getting criteria
by which'to Jjudge the possibilities of the future.. I would like to discuss
7 first with you, in general terms,'this-question:A.Do,we have adequate funda-
" mental material resources with which to continue a very'prosperous,and

'’ expanding economy? . . . S

T will begin by stating that 100 years agorthe_professional economists .
had a very dismal outlook with respect to the future, They based that on two
factors, The first was what they called the scarcity of resources and the law
of diminishing returns: You can grow more products on agiven piece of good

land, dbut beyond a certain point you do-not get a proportionate return.
The second basic factor was that population tended to increase with

great rapidity and, in consequence, the masses-pf”mahkipd were doomed to
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berpetually low standards of livihg, They foresaw at best a stationary
society in the not-too-distant future, -

Well, now, the century that followed was one of extraordinary
development, not only in the United States but in most of the world.,
There were, of course, a few obvious exceptions. But there was extra~ .
ordinary development in all of western Europe, Japan, numerous. other S
countries, and in the United States as well, . - v

: By and large, I think we can say that we increased man-hour output
roughly fourfold in the 100 years from 1850 to 1950, It was that increase
in man-hour output which made possible the rapidly rising stendard of living.
All this resulted from a combination of factors which the older economists
could not foresee, EERTE ‘

- This vast development was not due chiefly to the discovery of new
land because our great Midwest was already opened up by that time. It was
due primarily to our developments in the realm of science and technology
which made 1t possible to produce more efficiently, - ‘

. In recent years, as you are all aware, new concern has been manifeste
from more than one quarter with respect to our economic future as-governed
by our basie natursl FESSUPScE. As & result of two great wars in a-single
generation, have we not substantially undermined the foundations of industri-
alism? ' " :

. I want first to consider foodstuffs because that is one of the basic

problems with which you gentlemen are necessarily concerned as you plan
for the years ahead, I will meke my remarks with respect to foodstuffs very
brief, ‘

: My studies——and they have been very intensive ones--indicate we do
not have need for concern over the adequacy of food supplies resources. 1
put the problem in these terms: Could we support, say a century hence, so
far as foodstuffs are concerned, a population twice that which we now have,
and ' give the people a more adequate diet? " My answer to thisfquestion;is’an
unquelified, yes. And we can produce those‘foodstuffs:undersconditions of
increasing rather than diminishing returns; that is, with ever~increasing

- efficiency of output, with lower unit cost. :- e 4

© ©  When people think about the future of agriculture, they usually
think, first and foremost, in terms of availability of more lands that
night be brought under cultivation. We do have some additional land; but
that is a minor factor in determining our food~producing capacity.




The very important end vital factor is our ability to produce more
food from existing resources. I would put the problem in a nutshell in
these terms: Ityhas-been_commonly,assﬁmed;by nearly all of,us,,l think,
that virgin soils are somehow the best soils; and that whenever. we pass
the .stage of having any virgin lands, we necessarily have lower productivity
in agriculture. The truth of the matter is that it has been demonstrated
in-recent times that long cultivated soils can be very much more productive
than ‘virgin ‘soils. Meny virgin soils lack someyparticular food~producing
elements TFor instance, there may be a lack of lime, or a lack of potash,
or a lack of phosphate. Modern scientific agriculture supplies the limiting
~.faector, .I will illustrate by a personel experience which I think can show

it to you most concretelys. v e ‘ ‘

: 'In my boyhood we could grow gn virgin land perhaps 30 to 40 bushels
of corri to the acre--that is shelled corn measurement. In the Shenandoah
Valley of Virginia, in recent years, by better scientific‘management,\l

.~ increased, in successive years, the yields from 70 bushels to 85 to 109 to
- X85 bushelslwithout,anything_like'a proportional increase in cost. -

, . That is an {llustration that can‘he«multiplied,vmany times, not
 only in connection with corn but all sorts of crops. The fact of the case
. is that with the knowledge w2 now have, 4f 1t were universally applied,

.. we could. readily increase our food production 100 percent from the existing
. acreage now used. .: ‘ T

I move now to & problem which I think will be of direct interest
to you gentlemen; that is, the adequacy of our mineral end metal,réSources.
“In brief we can overcome such deficiencies as we nave in certain metals
~4in a variety of waysi e : -

‘ . First, systematic exploration constantly opens rew sources. We
héve“had‘nﬁmerdus\significan%<disCoveries'ih recent years.

Second, imports from other countries mey continue to meet our needs.
Fortunately, adjacent Canada.is one of- the world's largest ore~producing
regions and is even now the greatest metal-exporting country in the world,

- renking first in’ the production of nickel and platinum; second in uranium

71“;&n§;a5bastgs:fthird in cobalt; copper, mercury, silver, and zinc; and fourth
‘xinglead'ﬁ3TheffarvNorth”ofnthISicontinent, ineluding Labrador and Alaska,

~as well as northern Canada, appears,’ on the basis of preliminary surveys,

r;ch'iﬁ promise with: respect to such metals as iron, ¥inm, tungsten, lead,
‘chromium, mercury, and titanium. K - ' '

“.no 0 Tnird,. technology in the leboratories and pilot plants is constantly
'deVglbying'methpds‘for,using‘mangadese; chromiud, titanium, and other me tals
from low-grade domestic ofes.-'Morebver,'scientific advances are making
possible the reedy substitution of‘one‘metal;forvandﬁher, as aluminum for
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_copper apd steel, and manganese for nickel, and the development of new
alloyg, spch_as’titanium with aluminum, magnesium, and iron.

1360

S Fourth, chemical discoveries make possible the substitﬁtion of
... synthetic materials for natural mineral substances. It has been demon-
strated that most of these synthetié products are as satisfactory as

natural minerals, while in some cases’ they are decidedly superior.

% Now, the crucial problem in this realm is, of course, the adequacy
of the iron and steel resources. Modern industrialism has been built

- Primarily on the foundation of iron end steel. So, the gquestion there
is one of vital importance. : - - ‘ R

v ~In the past, of course, the United States has been self-sufficient
with respect to iron ore and coke., However, because of the enormous
consumption in recent decades, and especially since 1940, much concern
‘has naturally arisen over the existing reserves. To the end of 1943 as
- mach as 2 billion 125 million tons of high-grade ore containing as much
as 50 percent iron had been mined in the United States, chiefly in the
~ Mesabi Range of the Lake Superior region. These combined reserves of
... Mmeasured and indicated ore~~that is the term being used--would last for
.-'abgut 40 years at the continued rate of production equal to that of wartime.

The Lake Superior ranges also extend into Canada and substantial
reserves of near-by ore are thus available to the United States on an
tmport basis. And, more important, has been the recent discovery of iron

. ore in the Labredor region. There transportation costs may present a '
~commercial problem, but not necessarily a problem from the military point

" of view,

We are not, however, dependent upon ores that are very rich in
iron content, Considerable quantities of ore containing from 25 to 35
percent iron have been mined in the United States. In the Lake Superior
region dlone there are stupendous depositsof low-grade ore which have
not ag yet been drawn.upon, ’ ' -

- Low-grade ores, called taconite, would last.for a very long
period of time.  ‘Taconite requires a different processing from high~
8rade ore and new plants would be required for Crushing.andjagglomératn'
ing operations. Although such preperation of the ore would 2dd somewhat
"to the cost, it is contended even now by some that this would be offset
largely, if not wholly, by economies in subsequent stages, flowing from
the fact that the concentration is in purer form, S '

In this connection I think we need to bear in mind that the iron
. PTe resources used by other countries for vast military developments have
. not usually been of the high quality of those of the Leke Superior region.
" It has been demonstrated that if we do'not worry too much about the
possible added cost, other ores can be used. I refer to both, Germeny
and Japan, . ‘
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So I reach the'conclusion:thatg while iron resources present

something of -a problem, the prospect is reassuring when we take account

of=the Westernrﬁemisphere'as a whole. ‘ : o :

-.:In the case of other metals (I will nqt'stdp to discuse those
Spegifically) used for war activities, the prospect is better than it is

. in-khe case of iron and steel if one takes account of the possibilities

of substitutes, In general, we reached the conclusion that we do possess
théfréqﬁiﬁedvminerals for a continued‘developmént of our industrial system
‘over a long period of time. ' o

. The next question is the supply of fuel-and energy rescurces.
In summary: o X - L o
IR The sources of electric eneryy are superabundant. Taking
account of both hydroelectric and steam power, We need have no concern
~about the adequacy of electric energy.

. The reserves of coal are almost unlimited——it would be conserva-
$ive to say the -coal reserves are sdequate for hundreds of years. This is
- yery interesting in view of the fact that 1 can remember 30 or 40 years ago
there was a vast concern in this country about the future.of our coal supplies.
‘The development of substitutes, improved mining methods, and S0 forth,::have
given'us a problem of surpluses rather than deficiencies. R

K ‘The oil supply is, of course, tne crucial issue in this field.. So 1
want to’ go into that just a little ©it more thoroughly. 0il has two primary
uyses-—as a lubricant and as.a fuel. Without lubrication industrial civiliza-
tion is impossible. It began to be employed in a large way as & lubricant
with the development of. the machine industry in.the early part of the nine-
teénth,CEntury. But its extensive use as fuel waited upon the development

of the internal conbusti0n’engine;near'the close of the century.

_ The supply of oil for the futurs will depend upon three factors: .
(1) The extent of the oil resources, (2) the efficiency with which the oil
is extracted and used, and. {3) the development,ofrsynthetic substitutes.
,I,would'liké;to'go back just a little here because things have been happening
in this realm which 1 think we all need to bear in mind.

o A special committee of the American Petroleum Institute;, reporting
in 1936, stated: S . : ,

"The 0il to be discovered in the future is so concealed from

observation that an estimate of ultimate reserves 1s obviously
impracticable. ‘However, we do have definite, although incomplete,

- knowledge of geologic factors which are favorable to the occur-
rence of oil. This gives reason to expect that ample discoveries
#%ill be made to meet national requirements for a period of
indeterminate length." ’

5
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That was a very optimistic statement in view of the tremendous
concern that existed after the end of the First forld Wiar, when we were
told that\the proved reserves of this country would last for only a decade
er so, Well,after,25 years, including another world war, our reserves
were three times as biy as they were at the.conclusion of the First World

har.

But the statement made in 1936 was regarded as hopeful. Then, at
about the same time, the president of: the American‘ASSOciation.of Petroleum
Geologists, after reviewing recent deve lopments in stratigraphic analysis,
concluded that: WThe day of geology, as applied to the practical problem
of discovering a continuing o0il reserve for our Nation,is just dawning, ¥

" The soundness of these observations has been evidenced by the vast -
new oil resources which have been opened up in the last dgcade. Important
new fields have been discovered in'various parts of the United States,and
old fields have besen greatly extended. Morsover, extensive deposits have
been disclosed offshore, under. the continental shelf of the Atlantic and

. Pacific Oceans, the Gulf of'Mexico, and also more recently in Canada. The
amount of oil discoveries and developments in these last 15 years has
astoprded even the most optimistic geologist. ' '

, The supply of oil is also constantly being increased, in effect.

by technological develcpments in extracting, refining, and utilization

processes. Nlew methods of extraction make possible great extensions of

existing fields, both horizontally and vertically. Some of the  greatest
. pools have been opened at a depth of several miles.

Improved refining processes and_conservation practices serve to
increase the Quantity and imp¥ove the quality of gasoliné and other
high-grads fuels, Improvements in engine design make a given amount of
fuel go much further. The new gas turbines developed during World iiar.

II have been characteriged as perhaps the most important discovery in
this field since the steam engine., These highly efficient turbines require
much less fuel and ¢can also use fuel of a cheaper quelity. Thus far, they
have been effectively used only in large installations, but when materials
have been developed which will resist temperstures of from 2,000 to 3,000
degrees, it is believed that a small gas turbine engine the size of a dial
telephone may be wsed in automobiles, ‘Finally, of course, we now have
Synthetic oil and gesoline,. which have great poténtialities.'
In-concluding this section on o0il, I want to read a statement that
~ Wwas made by Dr. Joseph H. Pogue, one of the most distinguished petroleum
geologists, the problem is stated, it seems to me, in a most effective and
convincing mannsr. He says: : B o

6
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~ M1t may be argusd that this process of multiplication of oil .
and oil wells must-have limits and cannot proceed indefinitely, '
yet it is hazardous to set bounds to a force sO dynemic, 0 rich
in past accomp lishment, and whos¢ potency has been SO enormously7
stimulated by the emphasis of the war upon technological progress.
Conssrvation procedures, in turn, make possible the fuller appli=
_cation of the fruits of technologys guarding the benefits against

 the inroads of waste and intémperate development. While the sources
“of 0il are restricted by Nature, the availability of oil is subject
to almost indefinite extension under the ippast of(what he calls)
dynamic techniques.” ' R

A In addition to this, of course, we have had & vast development of
~natural gas in recent years. The deeper we go in drilling for oil, the
“greater the gas supply that is opened up because of the intensity of the

pressure. Gas is only on the threshold of its future.

©© S0 I reach the conclusicn that, while we camnot be profligate in
the use of oil, we are reasonably assured of oil without depending upon the
resources of other parts of the world for quite a long period to .come.

} When we think in terms of economic efficiency, We have to think

" 'these days in terms of -the significance of what has to come to be called
¢lectronics. Recent developments in the realm‘of‘physiCS’aréfdf'faréreaching
significance in relation to the future of industry and our ability to satisfy
our-economic needs. These developments include atomic fission, ultrasonics
(or inaudible sound), and a wide range of phenomena which are comprehended in
. the general term "electronics! This term relates to the phenomenon of
eléctrons passing through space in'a vacuum tube. You arc all familiar with
such commonplace instruments as the radio, talkingkpicture,»television, neon
signs, electric eye, radar, znd so forth. =~ 1t is also used in a very extensive
way in industry. Electronic devices mske it possible to locate imperfections
in metals, such as in sheets that pass through the rolling machine. They can
‘be immediately spottied, a signal is given to indicate their appsarance and
their.location is accurately indicated. The heat” of molten metal is now
“precisely  controlled by chemical analysis and the electronic recording of the
light given off. : . ' ' o

fnother development has to do with induction heating and resistance
welding. The heat thus produced is so nearly’ instantaneous that it can be
‘limited to a small spot on apiece of metal, producing a white heat in 2
fraction of a second, while only a few inches away the metal remains cool.
By electronic vibration studies, the fatigue of metals can be measured
“precisely and the lifetime of & mechine part accurately determined. In time,
it will thus be possible to use much less material to obtain a given result
and to build much less cutnbersome factories, office buildings, industrial
equipment, and automobiles. ' ‘

;
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The X-ray is used in finding cracks in blow holes in metal castings
and in exploring the completed welds for possible defects, ‘

_ In many other ways electronic science is serving the need. of society.
I will not take the time to elaborate o them. But the significance of what
1 have tried to say here is that as we look forward and plan our future, fronm
the standpoint of national security I think we can have a high degree of
assursnce with respect to the adequacy of our resources and our preducing
capacity. Our most difficult problems are of a different sort, I want to
touch very briefly on a few of those. '

The first problem I wish to call attention to is the difficulty ‘that
we constantly encounter in increasing the efficiency of production as much
as mechanical advances make possible. To make-work and malingering policies
ofﬁlabor‘organization tend to offset, in some measure at least, the gains
that are constantly being made by the introduction of labor-saving machinery
and better industrial organization and management., That sccial type of
problem—z personmel preblem, if you wish=-is of course of a very different

- character from the Physical factors we have been .discussing up to now,

The second problem I wish to‘briefly refer to is the role of govern-
ment in connection with our sconomic life. 4&s you all know, the role of
‘government in this and other COuntries,‘eVErywhere; has very greatly expanded
in the last 40 years, and very especially in the last 15 years, This expansior
of the role of government is, in part, due to factors that grew out of the
~increasing size and complexity of business, It is partly dus to the trenendous
emphasis that has been blaced in many countries on military preparedness and
on war; the farther we go in that direction, the more necessary are certain
types of government controls of materials, ' :

o The expansion of thé role of government»is,.however, primarily an
outgrowth of the depression of 1929 and 1633, That was not the worst _
depression in our recorded history, but its devastation was worse because

- of the vastly greater size of the urban population as compared with small
town and rural pPopulation. The depression naturally -gave rise--—and again

~let me Say this was true in all countries——to a great increase of government
aid_and'government’control. o S

co Our country has been endeavoring to operate what I call a hybrid
type of system in which we still rely. on Private ‘enterprise to do the pro-
ducing of commodities and also to take care of the marketing and distribution;
while, on the other hand, the Covernment is supposed to hold the reins of
control in order to make the private enterprise system work better. The
fraction of government, thus conceived, is to supplement the system of private
-enterprise, ‘ ’ - - : '

8
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o That is,an»extremely;difficult-undertaking~~one of vast. complexity.
The results have been reasonably good in some.areas, but quite unsuccessful
. in others. I cannot now go into the complex issues involved here because
it would take much more time than I can give to it in this address. But a

' i¥major,policy involved is that of fiscal management, whereby it is believed

 \ that we cgpumaintain full employment and keep everybody satisfied and happy..

o I am sure you have all noted the continuous growth of the public
indebtedness resulting from many years of unbalanced budgets and deficits.
The fact of the case is the United States has had only two years since
1930 when we have had a balanced.budget. It was of course 1o be expected

that we could netumake ends meet during the acute depression period of the

thirties. But after the recovery of 1935 and 1936, it still continued and
.. was about as high in the late thirties“aS»in.theAdepressiOn’years, Ve
‘could expect .a deficit again in the war period for vast requirements could
);ﬁotfbe.met~immediately‘by'taxaﬁion, Then, after the war for a year Or 80,

‘we.'had the problems of demobilization and rehabilitation, which cost much
. money, - U o

Since then, we have had two fiscal years in which we had a surplus.
During the super-boom period of;1947uahd'1948,‘accompanied by very high
prices, which yielded very large dollar income, we were able to balance
the budget. Taxes—except for the excess~profits levy——meanwhile remained

virtually at the wartime level. ' '

i 'jﬂﬁ‘pfesent;'while still in a périéd'of~high prosperity, we are again
: faced with a prospective deficit foicially estimated at 5 billion dollars.

This turn for the worse is in part due to the enlarged military
expenditures forced on us by world conditions. - In part it is also due to
a shrinkage of revenue incident to a modest decline in business activities.

-1 say "modest" because, after all, the recessicn of last year was very
slight, as it turned out. In terms of the production index, the maximum
decline was less than 15 percent, as I recall it. The average output for
the year as.a whole was less than 1 percént——for the decline was moderate
in the early months of the year and business picked up sharply in the late

summer., . : : ‘ .

... Yet, this moderate and short-lived recession cut heavily into tax
revenues. . Vie are so geared, industrially speaking, that peak volume is
-indispensable to high profits. . Our tax machinery is what has been called
a-highly—geared system, which yields sbundantly in periods of boom and
suggrboo@,ﬁan@ which yields poorly in periods of even moderate recessions

A 10 percent decline in the nationail income would produce something
like a 15 billion dollar decline in tax receipts. A 20 to 30 percent
decline is notvihconCeivable; ‘You may. be interested to know that the
recession of 1937, as it was politely called, involved in a period of about




gight mohths a decline in the production index of over 30 percent. So;
when we talk in terms of a 20 percent decline in the production index,

and in the level of income generally, we are not talking about a depression
like that of 1929 to 1933, ' ‘ - : L

: The-fiscal situation is thﬁs one of our basicvproblems, Can we
continue definitely to hsve unbalanced budgets and keep piling up the
public debt? It is my considered judgment, based on many years of study,

- that we are simply storing up troubles for the future.

I should perhaps add here that I do not hold to the collapse

theory. liany people ask, "Aren't we going to collapse all of a sudden?®

or have a blowup? My answer is no; we do not have a collapse with this
sort of thing., Rather the confidence that is So essential to the operation
of a profit-making economic system will be gradually undermined. This means

 that the assumption of risk. will not be undertaken to the same degree. It

means that the driving force which has been responsible for our great Progre st
in'the past will not be so strong. That means, in turn, that in trying to
maintein full employment, the Government's sphere of activity will be steadil;
expanded. Such activities may provide employment but seldom do'they provide
tax money. . e s, o ‘ : ’

When I face this'aspecthof our problems, I am not thimiStic‘abput

‘our ability to maintain a continuous stable economy, We are drifting in

this direction. . The longer deficits occur without any collapse or-any
disaster, the more people are inclined to think it doesn't make any dif-
ference, Well, you know it does umake a difference when you come to pay
your taxes. We are constantly encroaching upon our reserves for providing
all sorts of support formerly done on a.voluntary basis. Suwpport for =
educational institutions of all kKinds has been fundamentally undermined.
hs a result, sverybody finds it necessary to get .on the 'government pay
roll; and thus our fiscal difficulties are intensified. ‘

>It'is net too late to achieve and"maintain fiscal stability.
Thanks to the enormous expansion in the producing capacity Jf the

‘United States during the last 253years‘andrthe higher level of prices
"this Nation eould balance. its. budget at the present Jjuncture., Assuming
a high level of business activity, we can raise the revenues esssntial

to meet indispensable expenditures. Fortunately, our foundations have
not as'yet-beeniGOmpletely undermined. But if'the present drift con~
tinues for another 5 or 10 years, my answer would be very different,’

‘Now,‘I turn to,the*broblem of price stabilization in time of

‘war., In my judguent, we can stabilize prices in time of war whether

the budget is balanced or unbalanced. I want to.point to two lessons in
this conncction. The first was that afforded by Germany. I do not know

wWhether other speakers have called attention to this or not, but it

happens to be something I followed very closely. I would like to mention
it in passing, = ' o ' :
10
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At the beginning of the Hitler regime, Germany proceeded at once
to lay the foundations for the control or stabilization of prices.  The
Germans struck at the foundations rather than trying to gstablish some
high ceiling without paying attention to what was building up below..
L .The first thing Germany did was to establish control of prices

of imported materials. Imported raw materials,you will recall, played

a big role in the German economy. Consequently, control of import prices
was a very important factor in their situation--much more important than
it would be in ours; though not so much as it would be in the case of
Great Britain. ' © ’ :

. Second, they proceéded to control wages. Third, they controlled
prices of foodstuff--which was ngcessary if they were to control wages.

; o S0, the basic elements of cost were subjected. o control. I do not
. know what eventually happened 'in The later stages, but in all the: earlier
-periods pf,preparatibn for the war, and in the early stages of it, they had a

very effective control of prices.

_ In the United Stztes we did not do that., We had too much confusion
of minds and too many interests involved to permit that. kind of effective
control in the early stages, 1t was not until we adopted what came to be
known as the "hold—theline" policy—-I think it was in the sprihg of 1943— _
that we struck at the roots of the problem. The essence of the "hold-the-line"
_policy was to n"eontrol the price of foodstuff and to control wages." '

R You can just put this down as. absclute-~unless you are willing to
control wages from the very beginning, and also prices of foodstuff,where
the demand suddenly becomes very much greater than before, you are not going
to have c¢ontrol over prices. - And the longer you wait, the more difficult
the controlawill become to establish. Once an extension rise has oceurred,
but unevenly in different sectors of the economy, some sectors have to be
subsidized in order to compensate for the difficulties that would be faced.

 The time to begin is at the start. We will not get arywhere at all
with price control unless we control first the basic elements of cost, which
. get passed along, inevitably, into prices.’ The price control authorities must
keep war precduction moving. If it is necessary to raise the price in order to
compensate for costs that have already risen, of course such increases are
' going to be permitted. ‘ o : o

The problem was mitigated for us very considerably in the last war
by the fact that we started at a period when Wwe were operating at much less
capacity, Typically speaking, American industry was operating somewhere
_around 70 or 80 percent in 1941. In some cases it was more than that; in
cthers, it was considerably less. So when we began to produce at maximum

11
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capacity the low unit cost involved often obviated the necessity of
.raising prices much, if any, even though some of these costs had risen.

But, as I say, the place to begin is with wages and prices.
- I leave this thought with you with all the emphasis I can possibly
give it. I think it is crucial in your whole problem, If you once
achieve that, you will not cnly expedite war production at lower costs,
you will also achieve a social stability that we cannot otherwise possibly
have.. A rising cost of living affects the public in widely varying degrees,

and 1s a primary source of suffering and discontent.

. In conclusion, I repeat: Price stabilization cannot be maintained
unless you begin where the source of the disturbance starts..

- DR. KBESS: Gentlemen, Dr. Moulton has indicated his knowledge of
a.wide variety of subjects., You have many topiecs upon whaich to write papers,
.80 now 1s your opportunity to get information from a top source.

, GUESTION: Dr, Moulton, I believe you did not quite finish at one
point. I am very much interested in hearing all of your comment that a 10
‘percent cut in the national income would reduce Federal revenue or receipts .
by about 15 billion dollars. But then you said that a 20 or.30 percent:
decline—~you didn't quite finish. : o :

DR. MOULTON: I said a 20 to 30 percent decline in production was
not inconceivable. Op the basis of 2 gross product of 220 billion dollers,
~a 25 percent reduction would mean over 50 billion dollars in terms of total
incoeme. In terms of texable incoms the percentage cut would be much greater
than 25 percent, »

QUESTION: Dr. Moulton, in your discussion of this country's
economic stabiligation, you stated you do not subscribe to the collapse
theory. You also stated you did nct feel we would have perfect econcmic
stabilization, - : ' SR

v Now, there are some people in other ccuntries who are inclined
to predict an economic collaspse in this country. I wonder if you would go
cut on a limb.and give us your idea of the possibility of even a sericus
recession in the near future? : ' : ' : :

- DR. HOULTON:. That is quite a.talk in itself.  If you wish, I will =
comment briefly cn the subject. : . ’

Of course, as all of you know, the great fear we have had, both from
the standpeint of unemployment and scocial welfare and alsc frewm the stendpoin
cf the world political situation, has been that we might-have a postwar
business collapse. I was not one of those who bslieved we would have a
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- ccllapse-immediately after the war., You will recall that the planners,

- fcllowing the Xeynes model, were quite sure we wculd have 10 million
unemployed in 1946.  Early 'in 1947 there were a great many forecasters
who predicted that would be the year, and then &sgain in 1948, Finally

in 1949 when we did have a recessicn they were certain it weuld degenerate
inte a panic. It was possible it weuld degenerate into a severe crieis.

: But there were twc things that sustained us in 1949. For a short
‘period of time we were having considerable rscessicn in meny lines; but.
in two lines the movement wasin the opposite direction., The first of these’
was autcmobiles, which are of tremendous significance in the eccnomy as a’
whele,  Month Yy month the autcmobile producticn expanded in the first

half cr three-quarters of '1949. The other was in the: field of housing.

It heppens that these are two very majcr industries and have a tremendously
ramifying influence throughout the eccnomy,  Msanwhile, accumulated .
inventcries in the cther lines were being worked coff. Consumer purchasing
power and consumer buying continued at a high plane. By midsummer things -
began to pick up, B ' FoTe ' ‘ '

- Now, ‘take the present year. This year begins with 2 great deal
of optimism. It is the first time since the war, as a matter of fact, that
‘mest-forecasts have taken 'a rather strong stand in faver of prdsperity
throughout this year, SR

- 'So far as the first six months are ccncerned, I think it is quite

. -clear automobile preducticn is sure to be on a very high plane; housing

on a very high plene; and in most of the cther 1ines the movement is
- ferward. : : : .

. h most important excepticn is that capitel expenditurss by industry
fer additional plant end equipment is tending to decline scmewhat, - we had
exceptionally heavy capital cutlays in 1947, in 1948, the first half of
1949 which acccunted for the super—boom, These cutlays have been declining
Scmewhat and will continue teo taper off ‘without much ‘question in the remainder
of the year,’ ‘ R ' : - '

B When we get beyond Jung, it is by nc means certain that automobilé
préductiqn‘will continue at the same level.  On the other hand, hcusing is
practically certain tc remain at a high level. : '

. QUESTION: Dr. Mculten, you menbioned the registance of crganized
laber to technological develcpment. There is scmewhat of a2 preblem invelved
in this whcele situaticn, I am wendering, if the machine replaces the man -
on the .job, how does the man still participate cr centribube to the

. production in crder to be entitled tv share in the profit? Looking at

it as a rather leng-range preblem, weuld ycu comment on that?

3
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DR. MOULTON: Looking backward .first intc the last century, this
fear of technclogical unemployment has been with us ever since the beginning
of technclogy. Our history is full of illustrations of men destroying
machines of various kinds. This is true both in this and.in ¢ther countries
‘as well., Yet, the truth of the matter is, whatever mizht be true for.a short
period of .time, over the years machinery hes created more jebs than it has
destroyed. It is the cnly means whereby advances in living standards have
been achieved. ' ' ' o

' Take the case of agriculture, for examplea For 2,000 years cr
more—-~in fact, until 18G0--there was practically nc change in agriculture
producing methceds. We had the simplest kinds cf tools, For instance, there
was the wocden plow that simply scraped the surface of the scil.  Still,
there was full employment in agriculture for everybcdy in the family.

: The nineteenth cermtury was marked by the development of labor-saving
machinery. That did nct-affect yield sufficiently, but it did affect the
amcunt of laber required. It did affect the cost per unit of the product.

, . In 1850, in this country of ours, there were. seven farm families
‘as against, four other families. JIn:other woerds, it tcck seven families
on the farm to support themselves and four other families. By 1900, seven
farm families cculd support abcut 18. By 1950, seven farm families can
support 33 others in addition to themselves. That is what technolcgical
advancement im agriculture has acccmplished in that century. '

Ncw, are the farmers better cff or wcrse of£2 Viell, ¢f course, in
that pericd their real inccme has risen progressively. They ere vastly
bebter off than they were a century agc. That is cne way of measuring
the amcunt of technclogical progress in agriculture. In the last century
it tcck seven farm families to support themgselves and fcur others; now
they .support 33 cthers. .

QUESTION: As to that prcblem of the machine making work for more
people instead of taking it away, it seems to me there is a threat invelved
that has not been explained.

‘ As we get more and mbre technclogy, it is true we can feed'more
pecple. But doesn't that tend toward a situation in which the skillful
and prcductive element. of the pcpulation cculd take care of themselves

very nicely and get alcng without the cthers.
Woeuld you discuss that? =
DR. MOUiTCN: Yes, I would like‘tc ssy a Wérd critWO’about that.
The adVantage acéruing fron ihcreased efficiency we take out iﬁ
part in the fcrm of sherter work heurs. In the United Spates between

1900 and 1930 there was a 13 percent reducticn in the length of the
average working day.
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: . Increased efficiency also creates jobs. It permits higher wages
- and lower prices——and the improved ratic of wages tc prices mekes pessible
 increased demands for mcre of all kinds of products, plus new preducts as
" well., ‘We now nave at the present time vastly mcre machinery than we had
15 years ago, cr 10 years 2g0. We alsc have a greater percentage cf the
population gainfully emplcyed. '

Except in pericds of depression, our history shcws that the total
nunber of workers, that is——total number of jobs available, has nct been

. ‘decreased as a result of the expansion of machinery. That  ccmes about

‘through giving ccnstantly more product for the same meney, which means
expanded demands, which means more markets, which means more capital
developments. ‘

QESTIONER: But a lbt'of those jobs are made jobs.

DR. MOULTON: At present, percentagewise, made jobs do not bulk

very large. It still remains true that cut of the 60 million pecple who have
jobs in this country, the overwhelming mejority of them are engaged in pro-
ductive enterprises. The numbers that are in government have been constantly
increasing. A part of that increase is necessary because of the expanding
secpe of the Government . On the other hand, there are in all lines—and I
daresay it is true of the armed services as well--more werkers than necessary
tc do the jcb in hand. We have had a tendency to have mcre pecple on the
job than was necessary. That is a weakness of the Government. But that is
nct equally true of industry by any menner of means because it is facing

more directly the profit and loss proposition. Industry gets rid of pecple
“whereas the Government does nct. '

DR. KRESS: Thank yuu'very kindly, Dr. Moulton. You certainly
have made a tremendous contribution te cur thinking here this morning.
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