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Riffling the fresh white pages of a new calendar on the 
desk— each page a day, and so far each one blank—  
almost everyone is inclined to wonder with what kind of 
record history will fill those pages by the year’s end. At 
the beginning of 1953, this air of wonder is as heavy 
upon us as in any past year and differences among ob
servers as to the shape of the future, it must be confessed, 
seem as great as ever. There is, indeed, substantial 
unanimity of opinion with regard to the first quarter or 
the first half of the year which nearly everyone sees as 
another boom period. Beyond that, the predictions, all 
tightly hedged and duly qualified with many “ifs,” “ands,” 
and “buts,” begin to diverge.

Some observers foresee a fairly serious economic set
back beginning sometime in the second half of the year. 
Others, too, foresee a decline, but put it in 1954, with 
only subtle recessionary currents forming beneath the 
surface during 1953. Still others think the break may 
not come until 1955. There are differences, too, among 
observers with respect to the depth and duration of the 
predicted decline, some thinking that it will be of only 
minor proportions, and others believing that it may be 
on the order of the 1938 relapse; some think that it will 
be quite brief, while others predict that it may last for 
twelve to eighteen months or longer.

Beneath all their differences, however, analysts seem 
generally agreed that at some point or other, whether 
near or remote, the boom must end. There is disagree
ment mainly on the timing of the end. The one point of 
agreement seems to rest upon a lingering, deep-seated 
belief in the dictum that “what goes up must come down” 
and also upon the observation that past experience lends 
little substance to the hope that the business cycle has 
at last been exorcised.

Disagreement among forecasters, although frequently 
the object of good-humored, but sometimes angry, chiding 
by laymen, is both understandable and excusable. Stare 
as deeply as we may into the cauldron of statistics, and 
observe as carefully as we may the graphs writhing across 
our charts, we still cannot penetrate with assurance the 
curtain that separates the past from the future. Figures, 
after all, only record what has already happened and do 
not carry on their face any necessary implication of what 
is yet to come. History has often had a queer way of 
making nonsense of the most carefully reasoned predic
tions based upon the extrapolation of past trends into 
the future, and never more so than in the period since 
the end of the Second World War.

It was almost universally expected, for example, that 
the end of the war would bring with it an economic set
back of major proportions. What else, indeed, could 
reasonably have been expected? The war would leave a

large part of the civilized world in ruins, and it seemed 
unthinkable that the United States could survive as a 
lonely island of prosperity in a sea of economic misery. 
More than once some mere weakness in the world econ
omy had been communicated to our own with disastrous 
results. What effects could we now expect from a pros
trate world economy?

At home we had so expanded productive facilities that 
the Federal Reserve index of industrial production nearly 
doubled between 1940, when it stood at 125, and 1943 
when it reached its peak, 239. With the cessation of the 
war demand for goods, would not the country be left 
with an industrial plant extended far beyond anything 
the civilian economy was likely to need?

And what would happen to the demand for goods and 
services when Government purchases, which rose from
13.1 billion dollars in 1939 to 96.5 billion in 1944, should 
fall off drastically with the war’s end? How could public 
purchasing power then be maintained? And if purchasing 
power should decline, what incentive would business have 
to expand investment in plant and equipment still further?

Then, too, there was the threat of unemployment. In 
1940, we had 47.5 million persons engaged in agricultural 
and non-agricultural employment. By 1943, under the 
stress of war, this figure had risen to 54.5 million, but 
had fallen thereafter as the armed forces of the country 
were built up to 11.3 million. What would happen when 
perhaps ten million young men and women would be 
demobilized? In 1940, 8.1 million persons were estimated 
to be unemployed. Now, with a larger population, with 
a shrunken demand for goods and services, with an over
extended industrial plant, and with millions of demobilized 
veterans in the market for jobs, would not unemployment 
make a reappearance on an alarming scale?

The First Wave
With such difficult questions staring them in the face, and 
with the apparent answers so obviously gloomy, it is little 
wonder that all thinking men viewed the future with con
siderable trepidation of soul. But the anticipated depres
sion did not occur. Instead, the nation was almost imme
diately overwhelmed by a wave of prosperity that began to 
rise in 1946, reached its crest in the fall of 1948, and then 
subsided in a minor recession that ran on into the last half 
of 1949.

The Federal Reserve index of industrial production that 
had fallen from its wartime high to 170 in 1946 climbed 
to 192 in 1948 and then subsided to 176 in 1949. Busi
ness expenditures for new plant and equipment that had 
amounted to only 8.7 billion dollars in 1945, the last year 
of the war, jumped to 14.9 billion in 1946, to 22.1 billion 
in 1948, and then dropped back to 19.3 billion in 1949.
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The number of job holders rose from 52.8 million in 1945 
to 55.2 million in 1946, and reached 59.4 million in 1948 
at the crest of the wave. It then declined slightly to 58.7 
million in 1949.

Other series similarly reflect this first postwar wave of 
prosperity. Personal income rose from 171.9 billion dollars 
in 1945 to 177.7 billion in 1946, and then jumped to
209.5 billion in 1948. The year 1949, however, brought 
a small decline, lowering the figure to 205.9 billion. Dis
posable personal income (what is left after tax and non
tax payments to governmental units) displayed a similar 
pattern. In 1945, disposable personal income stood at
151.1 billion dollars, but by 1946 it had climbed to 158.9 
billion, and by 1948 to 188.4 billion. The 1949 recession 
brought the figure back slightly to 187.2 billion. Expendi
tures for personal consumption likewise increased from
123.1 billion dollars in 1945 to 146.9 billion in 1946, and 
then went on to reach 177.9 billion in 1948. The 1949 
recession, however, did not check the rise in this particular 
series for, by curtailing its savings and by expanding its 
use of credit, the public pushed these expenditures up to
180.6 billion in 1949.

Although coming as a surprise to many, this first post
war wave of prosperity was indeed welcome. It was, never
theless, the gloomiest boom on record for it was accom
panied by a great many misgivings as to its stability. It 
seemed too good to be true. When the 1949 recession set 
in, misgivings deteriorated into fears that now, at last, 
the country was about to tumble into the long-heralded 
postwar depression.

Had not business, in the process of reconverting from 
war to peace modernized, retooled, refurbished, and ex
panded its facilities as much as the situation warranted 
and probably more so? And did not the 1949 decline in 
expenditures for new plant and equipment indicate that 
business itself had serious doubts of the ability of future 
markets to justify any further expansion? And as for the 
consuming public— had not its accumulated demand for 
durable and nondurable goods been made good by now? 
And had not the public already spent a large part of its 
wartime savings and, besides, gone dangerously deep into 
debt, consumer credit outstanding rising from 8.7 billion 
dollars in 1946, to 11.9 billion in 1947, to 14.4 billion in
1948, and to 16.8 billion in 1949, when everything seemed 
about to slide? There was indeed some reason to believe 
that the expected postwar “readjustment” (the current 
euphemism for “depression”) was already in its initial 
stages.

The Second
Again, however, the worst did not happen. In the late 
summer and fall of 1949, the index of industrial produc
tion turned sharply upward and by June 1950, when the 
Korean War broke out, stood at 199— higher than the 
monthly average for 1948, the peak year of the preceding 
boom, when it was 176. From then on it continued to rise, 
somewhat irregularly, until it reached a crest at 222 in 
February of 1952.

Business expenditures for new plant and equipment, 
which had fallen from an annual rate of 21 billion dollars 
in the first quarter of 1949 to 17.8 billion in the fourth

quarter, turned about and marched uphill throughout
1950, reaching a total of 20.6 billion for the year. In 1951 
the figure continued to climb, quarter by quarter, and for 
the year amounted to 26.3 billion. No halting place was 
reached until the second quarter of 1952, by which time 
expenditures for new plant and equipment were running 
at an annual rate of 27.5 billion dollars.

The number of job holders, which declined insignificant
ly from 59.4 million in 1948 to 58.7 million in 1949, rose 
to 60 million in 1950 and to 61 million in 1951. In August 
of that year the number reached a peak at 62.6 million, the 
highest level ever achieved in our history. A  goal of 60 
million jobs that had seemed starry-eyed when first sug
gested at the end of the Second World War now had been 
passed by a substantial margin.

Other indicators were similarly swept upward on this 
second postwar wave of prosperity. Total personal income 
in 1949 had amounted to 205.9 billion dollars, but was 
running at an annual rate of 221 billion at the time of the 
Korean outbreak in June 1950. For the year 1950 it 
amounted to 226.3 billion dollars, for 1951 to 254.1 
billion and by June 1952, it was at an annual rate of 266.7 
billion. Disposable personal income climbed almost with
out interruption from 187.2 billion dollars in 1949 to an 
annual rate of 231.5 billion in the second quarter of 1952. 
In the same period, personal consumption expenditures 
rose from 180.6 billion dollars to 214.9 billion, and per
sonal savings, with numerous ups and downs, from 6.7 
billion dollars to 16.5 billion.

All in all, this second wave of postwar prosperity was 
as good and better than the first. There were those, of 
course, who said that it was merely the result of over
stimulation resulting from the Korean War, and if it had 
not been for that sad event there is no telling where we 
might have been. The fact, however, is that the revival 
from the 1949 recession was already well under way 
before the Korean outbreak occurred. It is true, of course, 
that the heavy military expenditures needed to carry on 
the war, as well as to build up the strength of ourselves 
and of the western world in a global effort to resist the 
expansion of Soviet Russia, carried the wave to a higher 
crest in terms of dollars than would probably have been 
reached in its absence.

There were those, too, who said that this was a “phony” 
prosperity built on the insubstantial foundation of inflation. 
True, they said, the dollar aggregates were stupendous, but 
the dollars themselves were much smaller because of the 
rise in prices. The wholesale price index (1947-49 ^  
100) had risen from a monthly average of 78.7 in 1946 
to 103.1 in 1950, and to 114.8 in 1951. The consumers 
price index (1935-39 =  100) had likewise gone from a 
monthly average of 139.5 in 1946 to 171.9 in 1950, and 
up to 185.6 in 1951. Because of these price rises, there
fore, it was said that the second wave of postwar prosperity 
was largely an illusion.

To the uninstructed observer, however, the thousands 
of new factories, large and small, scattered across the face 
of the country, seemed real enough, as did the millions of 
new tools and machines they housed and with which mil
lions of additional workers earned fat pay envelopes. A 
similar air of reality clung to the nearly six million new
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dwelling units built or started between the end of the war 
and the end of 1951; to the millions of new automobiles 
that crowded city streets and open highways; to the mil
lions of new television sets and other consumer durable 
goods; to the new stores, new hospitals, and new churches 
in our cities; to improved farm buildings, millions of 
pieces of new farm machinery, and fat, sleek herds in 
areas that once knew only dreary rural poverty. However 
much inflation may have distorted the dollar figures in 
which the business situation is customarily depicted, it 
was apparent to anyone with eyes that the American 
people were living well. They were living better, indeed, 
than they had ever lived before— better than any people 
in all history had ever lived— and this despite the drain 
on the nation’s energy and resources occasioned by war 
and defense requirements.

The Third
The second postwar wave of prosperity ended in nothing 
more than a hesitation in some of the indexes in the first 
half of 1952. The index of industrial production hovered 
in the neighborhood of 221 for the first three months but 
then fell off rapidly to 193 in July, a decline occasioned 
largely by the steel strike. Total business sales see-sawed 
uncertainly between 44.8 billion dollars in January and
43.6 billion in August. Personal income remained rela
tively stable through July, when it was running at an 
annual rate of 263.9 billion dollars. Business expenditures 
for new plant and equipment remained stationary at 27.5 
billion dollars a year in the second and third quarters. Dis
posable personal income increased in the second quarter 
over the first as did expenditures for personal consumption, 
but savings declined by nearly a billion dollars a year and 
there was a drop in total consumer credit outstanding in 
February, March, and April. From March to July, there 
was also a sharp drop in exports of merchandise and a 
smaller decline in imports. Except for a bulge in June, 
July, and August, the wholesale price level was on a down
ward trend, whereas the consumers price index was ad
vancing slightly.

In the latter months of 1952, however, a third wave 
of prosperity engulfed the country, carrying nearly all 
indexes to the highest levels ever reached. Although most 
of the figures for this period are still preliminary, they 
probably understate rather than overstate the real situation. 
The index of industrial production passed 230 by the end 
of the year; business expenditures for plant and equip
ment reached an estimated all-time high annual rate of
28.3 billion dollars in the fourth quarter; total business 
sales topped 48 billion dollars in October and probably 
increased still further during the remainder of the year; 
personal income reached an estimated annual rate of
276.1 billion dollars in October and November and kept 
on climbing; disposable personal income was at a record 
annual rate of 235.3 billion dollars in the third quarter, 
and personal consumption expenditures at a similar high 
of 215 billion dollars. By the third quarter, personal 
savings had mounted to 20.3 billion dollars a year. Total 
consumer credit outstanding reached an all-time high of
22.3 billion dollars in October, and in November bank 
loans reached a similar high, at a 62.4 billion dollar

level. Effective management of the nation’s money supply 
had meanwhile played an important part in keeping both 
the wholesale and the consumers price levels relatively 
stable.

In the closing weeks of 1952 and these early weeks of 
1953, it is apparent that we have been living through what 
someone has called a period of “seething stability.” By 
now the most bearish of the bears have nearly all been 
converted into at least reluctant bulls. It is difficult, indeed, 
to find anyone who foresees serious trouble in 1953, bar
ring, of course, a worsening of the international situation.

The Last?
Apart from the waste, the tragedy, and the heartbreak of 
war, the American people, ever since 1945, have resembled 
a carefree vacationer standing at flood tide on the sun
drenched sands of a Florida beach, tingling with exhilara
tion at the impact of spume-encrusted breakers riding hard 
on each other’s heels, each one greater than the last. But 
the man on the beach knows that flood tide does not last 
forever, and that sooner or later will come the wave that 
marks a turning point. There will be other waves, but they 
will lack the force of their predecessors. And, when the 
tide has ebbed, the man on the beach knows that beneath 
his feet the sands will lie gray and wet and desolate where 
once had been the madness of rushing waters. Thus, even 
as we thrill to the impact of the wave of economic pros
perity now roaring over the country, we wonder if this is 
the last before the ebbing of the tide.

No reasonable person, of course, could expect the whole 
economy to go on expanding indefinitely at its current 
rate. The economy is not like a spherical balloon that ex
pands equally at all points on its surface. On the contrary, 
in any major expansion or contraction, the various seg
ments of the economy are more than likely to share 
unequally in the general movement, and some, perhaps, 
may not share in it at all. These differences in rates of 
change, or even in the direction of the change, necessarily 
create within the structure of the economy temporary 
dislocations and maladjustments that may take some time 
to correct. Such a period of correction, in which the 
economy moves to restore a measure of equilibrium among 
its parts, usually entails a descent from some previously 
achieved high level of activity— some abatement of a pre
ceding boom. The breaking of any particular wave upon 
the shore, however, is not the same thing as the ebbing of 
the tide.

The present wave of prosperity, like its predecessors, 
may therefore be expected to subside to some degree from 
the crest it will probably reach during the first half of 
1953. There are many reasons justifying such an expecta
tion, but they are all related in one way or another to a 
waning of the forces unleased by this country’s extraordi
nary effort to build up its own actual and potential mili
tary strength, as well as that of its allies, in order to meet 
the thrusts of Soviet power in various parts of the world.

But the armed forces of the nation, that had been 
allowed to decline to a million and a half or less, have now 
been built back to 3.6 million and, barring war, no further 
increase is expected. The program of defense plant build
ing that currently accounts for approximately a quarter
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of all capital formation has by now been practically com
pleted, and already there is talk of putting some plants 
in moth-balls. The more vigorous use of indirect credit 
controls by the Federal Reserve System has brought with
in bounds an inflation that for a while threatened to be
come rampant. Price levels are now stable or falling and 
there is therefore less incentive for business to indulge in 
excessive forward buying and inventory building, and for 
inflationary wage increases to be demanded or granted. 
Everywhere the special stimulations arising from this coun
try’s vast military effort are apparently on the wane.

Into this situation there is now injected the possibility 
of a decline in the rate of military expenditures. The 
question that now disturbs some observers is, What may 
be the impact of such a decline upon the economy if it 
should occur? In addition, there is also the possibility 
that expenditures for foreign aid may be cut. Together, 
these two factors presage some decline in income; some 
decline in the demand for goods and services.

Farmers are already beginning to be pinched between 
high costs and a decline in world prices for agricultural 
commodities resulting from a resumption of agricultural 
production abroad. Industry may find itself caught in a 
similar squeeze. We have created in this country the largest 
and most productive industrial plant in history. Much of 
it, however, has been built at the highest cost in history 
and can operate profitably only on a basis of high employ
ment and a high level of spending by the consuming pub
lic. Burdened by high and inflexible costs, this plant could 
conceivably prove vulnerable to declining prices and 
shrinking demand.

Another disquieting feature of the present situation is 
the size of the country’s debt, both public and private. 
The rapid rise in private debt, which now exceeds public 
debt by probably better than 50 billion dollars, is partic
ularly disturbing, and of this the most dangerous segments 
are the great volume of consumer credit and of mortgage 
indebtedness outstanding. How vulnerable will this debt 
prove to be in the face of even a moderate decline in in
comes and employment, and how serious would be the 
repercussions that would be pushed back through the 
channels of retail trade to wholesale trade, to manufac
turers, and to banks, in case this debt should prove insup
portable?

These are some of the fears that cause people to wonder 
if we are about to witness merely the subsiding of a wave, 
or if we are not rather about to experience the ebbing of 
the tide. Against these fears of the possible effect of a 
relatively modest reduction in the rate of military expen
ditures, however, should be set the amazing performance 
of the economy in the face of a 73.2 billion dollar a year 
decline in the purchase of goods and services by the Fed
eral Government between 1944 and 1947.

Allowing for all the differences between the situation 
then and now, if the economy could then meet the shock 
of a large reduction in Government expenditures with a 
wave of prosperity instead of the anticipated depression, 
it is reasonable to conclude that it can now absorb the

impact of a much smaller reduction without any wide
spread bad effects. Although we do not now have the same 
backlog of accumulated demand for capital goods, for 
consumer goods, and for housing that we had at the end 
of the war, there are still many deficits in the civilian 
economy to be made up— deficits in schools, highways, 
hospitals, and probably still a great deal of residential and 
commercial building to take care of the growing popula
tion.

Moreover, the high rate of obsolescence in both capital 
and consumer goods, created by rapid technological 
changes incident to the chemical and electronic revolutions 
now remaking our lives and by the still more radical 
changes that will undoubtedly come with the application 
of nuclear fission in industry, will necessitate a high rate 
of new investment for years to come. In view of these fac
tors, to say nothing of the governmentally created safe
guards against depression that have become structural 
parts of our economy, it would seem that the most we 
have to fear in the immediate future is some minor sub
sidence of the wave of prosperity and not the ebb of the 
economic tide.

In any case, the tides of high prosperity and deep de
pression that have swept across the economy in the past 
were not like those at sea. They were not caused by some 
extra-terrestrial moon. They were not the acts of God, but 
of men. They were the composite results of the exercise 
by men of the freedom of will with which God endowed 
them, and of the freedom of economic choice vouch
safed to them by the Constitution. They were the results 
of the billions of free decisions that make up the warp and 
woof of economic life.

This freedom has often been exercised capriciously, 
irrationally, irresponsibly, and selfishly. It can, on the 
other hand, be exercised seriously, rationally, responsibly, 
and with a decent regard to the common good. In free
dom, therefore, lies both our danger and our hope. If the 
economy is looked upon as a battle-ground where freedom 
is to be used by individuals, by groups, and by classes 
merely to squeeze the maximum selfish advantage from 
every situation and, in doing so, to outwit, to defeat, and 
to do each other down, then we indeed run the risk of 
bringing economic catastrophe down upon our heads.

But the free capitalistic economy is not a battle-ground 
even though it is by nature competitive, for conflict and 
competition are not the same thing. Since this system rests 
upon freedom as its fundamental premise, the most ob
vious common sense demands that freedom be exercised 
by all groups and classes in co-operation with each other, 
not in conflict. Only thus can the success, or, indeed, the 
survival, of the system be assured. In a world in which 
freedom is in jeopardy everywhere, the United States bears 
the heavy moral responsibility for making our kind of 
economy work. If all of our policies and planning are 
directed to that common end, we may preserve both 
prosperity and freedom and thereby not have to experi
ence an ebbing of the tide.

E a r l e  L .  R a u b e r
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