
HE Employment Act of 1946 marks a distinct and important step 
in the evolution of our national life and our frame of democratic 

government. The Council of Economic Advisers, which this act sets 
up in the Executive Office of the President, constitutes an undertaking 
in the field of political science no less than in the field of economics. 
Therefore, it seems appropriate that, in this first annual report, the 
Council should clearly set forth its conception of the agency which Con-
gress has established within the executive branch and explain the Coun-
cil's relations to the administrative departments and independent 
agencies, to the Congress, and to nongovernmental agencies in our 
economic system. The opening section of this report, accordingly, 
will deal with the political philosophy of the Employment Act of 1946. 
The second section will consider the economic philosophy of sustained 
employment and high-level production. Against this background we 
shall then discuss briefly a few outstanding aspects of the outlook for 
production and jobs during 1947 and in the years immediately following. 
It is the President's Economic Report to the Congress rather than this 
Council report which will contain specific economic conclusions and 
recommendations. 

It is trite to observe that the responsibilities of the Chief Executive 
of the United States and of the Congress have grown enormously in 
scope and difficulty during recent decades. This is in part due to the 
sheer size to which our population and wealth have grown, but in part 
also to the increasing complexity in technical processes and in business 
organization which has come with the rapid march of industrialization. 
Beyond these changes, still a third factor must be recognized as playing 
a part in increasing the difficulty and burdensomeness of the duties of 
both President and Congress. This is the fact that the mass of citizens 
has come to expect and indeed, as voters, to demand of their Federal 
Government a more active role of leadership in dealing with matters 
which affect the Nation's economic life. 

I. The Political Philosophy 
of the Employment Act 
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SOURCES OF THIS LEGISLATION 

In the First World War, in the severe depression of the thirties, and 
again in the Second World WTar, a general sense of national emergency 
led to acceptance of a more active role of executive leadership by the 
President and the more prompt development and explicit implementa-
tion of a national program by the Congress in activating, directing, or 
safeguarding the economic life of the country. Drawn under pressure 
of time and in the face of danger, those national programs of both the 
executive and the legislative branch often were, of necessity, hastily im-
provised and sometimes set aside or suspended for a time some deeply 
cherished values such as love of individual freedom and our belief in 
the efficiency of a flexible business set-up. 

As the Second World War drew toward a close there was deep con-
cern in public thinking and in the Congress as to our ability to handle 
our affairs in peacetime with the vigor and effectiveness that we had 
shown in meeting wartime needs. There was apprehension lest we 
might drift into a postwar depression as great as that of the thirties—or 
even worse. Two clearly marked schools of thought arose. One held 
it to be imperative not merely to have prompt liquidation of wartime 
controls but also the abandonment of depression-born "action programs" 
of the Federal Government, so that "individual free enterprise" could, 
through automatic processes of the market, effect the transition to full-
scale peacetime business and (even with recurrent depressions) the highest 
practicable level of prosperity thereafter. The other school held that 
the economic activities of individuals and groups need, under modern 
industrial conditions, more rather than less supplementation and system-
atizing (though perhaps less direct regulation) by central government. 

Some of this latter group were concerned merely with "spot" remedies 
for particular situations which they regarded as peculiarly important or 
dangerous. Others centered their attention on some great over-all 
device that they believed would assure or promote national economic 
stability or guard against a business decline. Followers of this latter 
school of thought became active as early as 1944 in drafting legislation 
under which the Federal Government should attempt to put their 
theories of economic stabilization into practice. Their proposals, how-
ever, encountered such sharp disagreement from the opposing school 
of thought that the early form of "full employment" legislation became 
deadlocked in Congress. Proponents of the bill followed, in this situa-
tion, the good American tradition of intellectual give-and-take. They 
gave opponents of the measure credit for being no less desirous than 
they themselves were of finding some practicable means of avoiding 
postwar depression or any unnecessary fluctuations of business. Hence 
they said in effect: "If you find our proposals defective, what alternatives 
have you to suggest?" Thus challenged, the opponents of the proposed 

2 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1946



bill set to work refining definitions, moderating objectives, reducing 
commitments as to any specific form of attack, broadening the range 
of weapons to be used in the defense against depression or the attack on 
unemployment. 

The measure which finally emerged from this process of legislative 
coalition was a well-balanced and carefully drawn piece of legislation. 
Although frequently referred to as a "much watered-down version" of 
the original proposal, it is in fact a broad enabling act of great flexibility 
as well as vigor. It is far from being a meaningless verbal compromise. 
The present act does not make any particular method mandatory. Nor 
does it legislate any specific remedy into use. Instead, the law states 
quite fully and clearly the general purpose and intention of the Con-
gress and lays down the principle that the executive and the legislature 
shall seek diligently for any method which, in the peculiar circumstances 
of any given situation, appears to them to be sound and to promise 
helpful results. It is hard to see how a measure can be regarded as 
"watered down" which so clearly states the 
responsibility of the Federal Government to use all practicable means consistent 
with its needs and obligations and other essential considerations of national 
policy * * * to coordinate and utilize all its plans, functions, and resources— 

for the stated purposes of the act—maximum production, employment, 
and purchasing power. 

As a result of lengthy deliberations over the bill, and the collaborative 
process of drafting, many individuals and groups gained a profound 
understanding of the problem and the purposes of the act. Further-
more, such persons and groups succeeded in removing ambiguities of 
language or in the elimination of what they regarded as dangerous or 
doubtful provisions. Beyond this, these participants contributed to the 
final draft such ideas or phraseology that in many cases they not merely 
ceased to oppose the bill but actually became supporters of the measure 
which was finally adopted. Thus, the Employment Act of 1946 has 
an extraordinary amount of friendly interest and approval among the 
public, and it was passed in the House of Representatives by a vote of 
320 to 84 and in the Senate by a unanimous voice vote. In signing the 
act on February 20, President Truman commented: 

In enacting this legislation, the Congress and the President are responding to an 
overwhelming demand of the people. The legislation gives expression to a deep-
seated desire for a conscious and positive attack upon the ever-recurring problems 
of mass unemployment and ruinous depression. * * * I am happy that the 
Senate adopted this legislation unanimously, the House of Representatives by a large 
majority. * * * 

The Employment Act of 1946 is not the end of the road, but rather the beginning. 
It is a commitment by the Government to the people—a commitment to take any and 
all of the measures necessary for a healthy economy, one that provides opportunities 
for those able, willing, and seeking to work. We shall all try to honor that com-
mitment. 
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BROAD POLICY OF THE ACT 

This, then, gives us our first point with reference to the political 
philosophy of the act, namely, that it is not specific in character, pre-
scribing a single kind of medicine for a simple kind of economic disease 
nor a panacea "good for what ails you." Instead, the act expresses 
an intention to call upon all competent sources for diagnosis of 
situations as they arise and for the recommendation of such treatment 
as the nature of the case, carefully studied, is deemed to require. Before 
considering the agencies set up for the purpose of this diagnosis and pre-
scription, one should note carefully the political philosophy expressed 
in the declaration of policy in section 2 of the act. 

Here, for the first time, the Congress has spelled out in unequivocal 
terms as a "continuing policy and responsibility of the Federal Govern-
ment" something which hitherto had only fallen somewhat ambigu-
ously within the general welfare clause of the Constitution. Now— 
the Congress hereby declares that it is the continuing policy and responsibility of 
the Federal Government to use all practicable means consistent with its needs and 
obligations and other essential considerations of national policy * * * to 
coordinate and utilize all its plans, functions, and resources for the purpose of 
creating and maintaining * * * conditions under which there will be afforded 
useful employment opportunities, including self-employment, for those able, willing, 
and seeking to work, and to promote maximum employment, production, and pur-
chasing power. 

A mandate is thus laid on the President and the whole executive estab-
lishment and upon both Houses of Congress to pursue this goal of pro-
moting maximum productive use of the Nation's resources, natural and 
human, thereby providing work opportunities as ample as are practicably 
possible for those who are anxious to apply their labor to the supplying of 
their wants. 

It should be clearly noted that the act is called the Employment Act 
of 1946, avoiding the vague—and in some quarters alarming—use of 
the term "full employment." There is in it not the slightest hint that 
anyone is to be coerced or constrained to labor more than he wants to, 
with inferior equipment, or at anything other than the calling of his 
choice. The act stresses maximum production and the purchasing 
power that makes for high consumption; it does not stress mere number 
of jobs. The freedom of the worker is fully protected by the expression 
"willing and seeking to work." The danger of resort to leaf raking or 
digging holes and filling them up is guarded against by the expression 
"useful employment opportunities." 

Finally, it is part of the broad policy of the act that, in carrying out a 
central responsibility for promoting high production and the general 
welfare, the Federal Government should coordinate its program and 
activities with those of State and local governments on the one hand and 
of private business agencies—industry, labor, and agriculture—on the 
other. It is to operate "in a manner calculated to foster and promote 

4 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1946



free competitive enterprise.'* Likewise, it is the expressed policy of the 
act that the Council of Economic Advisers, which it sets up, shall be 
closely articulated with other agencies of the Federal Government operat-
ing in the economic area and that its work shall be cooperatively related 
to theirs, coordinating rather than superseding their functions. 

MACHINERY OF THE ACT 

We turn now from the political philosophy of the Employment Act, 
as embodied in its statement of purpose and of general method or range 
of methods, to note the governmental machinery through which this 
purpose is to be attained. The measure as enacted is fully within the 
existing frame of government. It does not set up any authoritarian 
board or official dictator of labor, of plant, or of production. The 
traditional division of function between the executive and legislative 
branches of the Government is fully preserved and, as already men-
tioned, the complementary relation between Federal and State Govern-
ments. In the machinery of the act, however, something has been 
added to our customary equipment for handling matters that concern 
the Nation's economic life. No longer is the study of the multifarious eco-
nomic problems of the country and the formulating of Executive pro-
grams for dealing with national economic welfare to be merely scattered 
among the Federal departments and independent commissions or the 
still more numerous bureaus and divisions within these agencies. 
Instead, a means is provided for reviewing and synthesizing all these 
studies, conclusions, and recommendations into a single coordinated 
whole. 

To this end, the President is called upon to send to Congress at the 
beginning of its session an Economic Report— 
setting forth (1) the levels of employment, production, and purchasing power 
obtaining in the United States and such levels needed to carry out the policy declared 
in section 2; (2) current and foreseeable trends in the levels of employment, produc-
tion, and purchasing power; (3) a review of the economic program of the Federal 
Government and a review of economic conditions affecting employment in the 
United States or any considerable portion thereof during the preceding year and 
of their effect upon employment, production, and purchasing power; and (4) a 
program for carrying out the policy declared in section 2, together with such recom-
mendations for legislation as he may deem necessary or desirable. 

The new machinery set up for (a) preparing and (b) dealing with 
the Economic Report of the President consists of two parts: The Council 
of Economic Advisers to the President and the Joint Committee of Con-
gress on the Economic Export. 

The Employment Act establishes in the Executive Office of the Presi-
dent a Council of Economic Advisers, consisting of three economists, who, 
with the aid of the necessary staff, are to— 
assist and advise the President in the preparation of the Economic Report . . . 
analyze and interpret economic developments, to appraise programs and activities 
of the Government in the light of the policy declared in section 2, and to formu-
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late and recommend national economic policy to promote employment, production, 
and purchasing power under free competitive enterprise. 
It was clearly the intent of the framers of the act that this shall be a small 
coordinating agency immediately adjacent to the President and effecting 
liaison between him and the vast area of technical services dealing with 
economic matters already available within the governmental establish-
ment. It is not itself to be a fact-finding agency or one doing original 
statistical or economic research. 

The intent of Congress to keep this new agency within the Executive 
Office of the President a small top-level consultative organization is evi-
denced by a statutory limitation on the salaries of the members, officers, 
and employees of the Council to an annual total of $345,000—a limita-
tion which the Council considers very salutary and hopes to see main-
tained in future. The same intent is manifest in the provision that— 
the Council shall, to the fullest extent possible, utilize the services, facilities, and 
information (including statistical information) of other Government agencies as 
well as of private research agencies, in order that duplication of effort and expense 
may be avoided. 

In conformity with these evident intentions of Congress, the Council 
has set up a small (not to exceed 10) top staff of broadly trained econo-
mists, selected with a view to their competence to analyze the state of 
the Nation's business as a whole and appraise the functioning of the 
entire economy. Each, however, has specialized knowledge of the 
problems, the methods of analysis used, and materials and personnel 
available in some special area such as labor relations, plant capacity, 
agricultural problems, consumer demand, price-wage-cost relationships, 
money and credit factors, taxation, and fiscal problems. Together with 
a small secondary staff, these "specialized generalists" are utilized under 
the Council's direction to bring to its deliberations the best thinking of 
the economic and statistical profession in the Federal Government 
agencies, in non-Federal governments, and in the private organizations 
of business, labor, and agriculture. Easy and effective relations were 
promptly established between the Council's staff and the staffs of these 
many agencies. 

As the deliberations of the Council and its staff lead to conclusions 
and recommendations at the policy level on matters concerning any 
agency or organization, the Council itself invites the consultation and 
comments of the respective agency or organization head. It seeks thus 
to arrive at the greatest degree of mutual understanding and agreement 
that is possible as to each element of the broad economic program 
which would be conceived as promoting the interests of the whole 
Nation. Such consultations at the policy level draw upon the thinking 
of experienced leaders of business, of finance, of labor, and of agricul-
ture, as well as the executive heads of Government, local, State, and 
Federal. It is only after giving careful consideration to such views and 
suggestions that the Council would feel itself justified in offering its 
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counsel and advice to the Chief Executive as to an over-all economic 
program for the Nation. We are deeply gratified at the frank and 
cordial manner in which these various agencies have collaborated with 
the Council. 

It is not within the province of this Council to elaborate on the func-
tions of the other agency set up under the Employment Act, namely, the 
Congressional Joint Committee on the Economic Report. It should be 
noted, however, that the act in no way trenches on the primacy of the 
Congress in the field of final policy making. It simply sharpens thai 
body's tools for evaluation of proposals made by the President as well 
as for the initiation of proposals of its own. Obviously, the joint com-
mittee will have at its disposal the improved facilities made available 
under the Congressional Reorganization Act as well as recourse to those 
contacts with all governmental and nongovernmental sources of facts 
and ideas which are the traditional prerogatives of Congress. 

In the words of the act: 
It shall be the function of the joint committee—(1) to make a continuing study of 

matters relating to the Economic Report; (2) to study means of coordinating programs 
in order to further the policy of this Act. 

When the President's Economic Report is presented to the Congress at 
the opening of its session, it is to be referred to this joint committee. 
After study of the proposals embodied in the President's economic pro-
gram and in the light of such studies as the committee may already have 
conducted into the economic problems which it considers pertinent, it 
will prepare— 
its findings and recommendations with respect to each of the main recommendations 
made by the President in the Economic Report— 

and submit them to the two Houses of Congress by February 1. This 
congressional report is designed to be— 
a guide to the several committees of the Congress dealing with legislation relating to 
the Economic Report. 

The outstanding feature of this procedure is that it tends to unite the 
President and Congress through mutual consideration of national eco-
nomic policy as a coordinated whole instead of proceeding in an 
unrelated piecemeal fashion. It guards against the danger that economic 
legislation shall be incomplete, inconsistent, or directly conflicting, much 
as the creation of the Bureau of the Budget 25 years ago undertook to 
remedy the haphazard process of estimating fiscal needs and allocating 
public revenues. 

Besides its February 1 report, the joint committee may also— 
from time to time make such other reports and recommendations to the Senate and 
House of Representatives as it deems advisable. 

THE COUNCIL A CONSULTATIVE AND ADVISORY BODY 

A final point as to the political science aspect of the Council of Eco-
nomic Advisers is that, although set up as an arm of the Executive Office, 
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the Council as such does not have any administrative powers or responsi-
bilities. It is purely a consultative and advisory agency. Besides its 
duty to— 
assist and advise the President in the preparation of the Economic Report-— 

it is to— 
analyze and interpret * * * developments and trends * * * appraise 
the various programs and activities of the Federal Government in the light of the 
policy— 
of promoting maximum employment, production, and purchasing 
power, and make interim and supplementary studies either on its own 
initiative or at the request of the President. Thus it is designed to serve 
as a continuous agency of counsel to the President on the professional 
plane in regard to administrative decisions as well as his approval—or 
even veto—of legislative proposals. 

The Council of Economic Advisers does not reallocate basic public 
responsibilities; it merely puts improved professional techniques and 
resources at the disposition of those who make national policy. Since 
the President must formulate his policies and shape his program within 
his own evaluation of the most varied and comprehensive political and 
social, as well as economic influences and considerations, it is not to be 
expected that his Report to Congress will merely reflect the conclusions 
and recommendations of his Economic Council. He will simply use as 
he deems wise such economic analyses, appraisals, conclusions, and 
recommendations as they prepare for him. What is said here is 
intended—as subsequent annual reports and perhaps interim reports 
will be—to serve as a general explanation of the purposes of the act and 
the nature of the Council's work. It sketches also the general setting 
of economic philosophy and policy-determining considerations within 
which our specific conclusions and particular recommendations to the 
President are developed. 

II. The Economic Philosophy of 
Sustained Employment 

IN examining the Employment Act of 1946 from the standpoint of 
political science, we have of necessity given some intimation of the 
economic philosophy with reference to national employment and 

production which it embodies. Quite naturally, this theory or approach 
to the problem of the Nation's business and how it may be made most 
healthy and vigorous is not set forth formally or in detail in the act. It 
may, however, quite readily ba inferred, in part from provisions which 
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