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April 6, 19-49

MBMQBAHDUM

TO* The P re sid e n t

FROM: The C ou n cil o f  Economic A d visers (Mr. C lark absent) 

SUBJECT* F ir s t  Quarter (194-9) Beview

The f i r s t  q u arter o f  1949 contained a m ixture o f  tren d s

which makes i t  hard to  c h a r a c te r iz e  the q u arter by a simple la b e l  or  

to  d iscern  the immediate outlook w ith  c l a r i t y .  The am biguity and la c k  

o f  co n clu sive  evidence in  the s itu a tio n  may be in d ic a te d  by a b r ie f  ex

am ination o f  employment, production and bu sin ess a c t i v i t y ,  and p r ic e s .

more than in  January and February 194B, but employment in  March 1949 in

creased more than in  March 19 4 3. Further, in  each of the f i r s t  th ree  

months o f  t h is  y e a r , employment was h igh er than in  each o f  the f i r s t  

th ree months o f  l a s t  year*

March 1949 in cre a se  o f  alm ost h a l f  a m illio n  in  employment, i t  is f a i r  

to  say th a t the employment s itu a tio n  i s  s t i l l  stron g* On the o th er hand, 

the growing la b o r  fo rce  has n o t been s u f f i c i e n t l y  absorbed to prevent an 

in cre a se  in  unemployment, which stood at 3,167,000 in  March 1949# con

tr a s te d  w ith 2,440,000 in March 1943, although unemployment d e clin e d  

s l i g h t l y  from February to March 1949* Another month or two should r e v e a l  

more c le a r ly  whether the upswing in  employment during March and the

. Employment in  January and February 1949 d eclin ed

Bearing th ese f ig u r e s  in  mind, and n o tin g  p a r t ic u la r ly  the
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d e c lin e  in  unemployment v i l l  be continued or whether the trend o f  

January and February was o f  more than seasonal s ig n ific a n c e .

Production and Business A c t i v i t y , In d u s tr ia l production in  

the f i r s t  q u arter o f  1949 averaged 2 .6  percen t below the l e v e l s  o f  a y e a r  

a g o . Taken a lo n e , t h is  d e c lin e  i s  n ot o f  com pelling s ig n if ic a n c e , because 

some s h i f t s  in  the p a ttern  o f  a c t i v i t y  were to  be expected as we moved f a r 

th e r  from postwar reconversion toward more normal peacetim e p a tte rn s* For 

in d iv id u a l in d u s tr ie s , d ata a v a ila b le  fo r  the f i r s t  two months o f  t h is  

y e a r  show iron  and s t e e l  output up to 13 p ercen t and autom obile in d u stry  

output up 5 p e rc e n t, con trasted w ith  the f i r s t  two months o f  1948, w h ile  

d ecreases o f  more than 10 percen t were r e g is te r e d  in lumber and produ cts, 

t e x t i l e s  and p ro d u cts, and rubber products. B e t a i l  s a le s  in  the f i r s t  

q u a rte r  o f  1949 were s l i g h t l y  below l e v e ls  o f  l a s t  year in  d o lla r  te r n s ,  

and during March the low er l e v e l  o f  r e t a i l  s a le s  compared w ith  a y e a r  ago 

was p a r t ic u la r ly  e v id e n t in  c e r ta in  re gio n s. Some p a rt o f  the d iffe r e n c e  

between l a s t  sp rin g sad t h is  may be due to  the f a c t  th a t E a ste r  comes 

about th ree weeks l a t e r  t h is  y e a r , but a l l  fa c to r s  consid ered, i t  seems 

th a t  there has been a moderate weakening in  consumer demand.

During the f i r s t  two months o f  1949» new orders re ce iv e d  by 

m anufacturers ran about 8 percen t below the corresponding months o f  l a s t  

y e a r *  In February 1949, orders were about a t  the same l e v e l  as in  January 

and th ere  i s  no gen eral evidence o f  a suddenly generated d e c lin e . The 

absence o f  any se rio u s break in  the producers1 durable f i e l d  i s  in d ica te d  

by a March survey o f  machinery producers in  which on ly 3 percen t o f  the  

respondents thought th a t there had been a re ce n t in crease in  c a n c e lla t io n s .
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Two months earlier, 14  had answered the same question in the affirmative.

P r ic e s . Between the end o f  December and the end o f  March, over

a l l  w h olesale p r ic e s  d eclin ed  2 .5  percen t, with the la r g e s t  decline in  whole

s a le  p r ic e s  o f  farm products and o f  foods. P r ic e s  o f  a g r ic u ltu r a l products  

moved down sh arp ly u n t i l  e a r ly  February, even below government support l e v e l s  

in  some ca se s. A sharp rebound recovered h a lf  o f  the lo s s  sin ce  January 1 .  

In d u s tr ia l p r ic e s  d eclin ed  .7  p ercen t during the f i r s t  q u arter o f  1949, 

although m etals and m etal products reached a peak in  February, sin ce  which  

tim e th ey have d e c lin e d . Consumer p r ic e s  between December and February (th e  

March fig u r e s  are not y e t  a v a ila b le )  d eclin ed  1.4- p e rcen t. The general 

d e c lin e  in  p r ic e s  thus f a r  has been moderate and th ere i s  no sign  that 

p an ic has gripped the m arkets.

The fo rego in g resume in d ic a te s  th a t  the p resent economic situation 

i s  e q u iv o c a l, and th ree p o ssib le  l in e s  o f  development need to  be considered.

F i r s t ,  th ere  i s  the p o s s i b i l i t y  of another spurt of i n f la t i o n .

T h is seems l e a s t  l i k e l y  u n less th e Congress v o te s  la r g e  ap p ro p riatio n s not  

o f f s e t  by new ta x e s . Consumers have r e c e n tly  shown a d is p o s it io n  to  save more 

and to  spend l e s s ,  and i f  t h is  mood changes there could be a market in crease  

in  market demand because p erso n al incomes remain very h ig h . Businessmen, 

w h ile  t a lk in g  in  terms o f  u n c e rta in ty  and h e s ita tio n , have thus f a r  con

tinu ed to  make investm ents a t  a h igh  r a t e .  Government expen d itu res w i l l  

in c r e a se , and w ithout in creased  taxes the surplus w i l l  be reduced to n e g lig ib le  

proportion s or become a d e f i c i t .  Wage in c r e a s e s , i f  moving beyond in cre a se s  

in  p r o d u c tiv ity , might be in f la t io n a r y .  The crop outlook i s  always u n ce rta in  

although i t  now loo k s prom ising. These fa c to r s  do not perm it us to r u le  out 

the p o s s i b i l i t y ,  although th ere i s  d ecrea sin g lik e lih o o d , of another spurt
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o f  i n f la t i o n .

Second, there i s  the p o s s i b i l i t y  th a t  the s u b s ta n tia l downturn 

in  bu siness a c t i v i t y  p re d icte d  or feared fo r  se v e ra l years may develop  

w ith in  1949. Much depends upon a ttitu d e s  which have not y e t  c r y s t a l l i z e d  

fully. The u n c e rta in ty  o f  businessmen could lead  to s u b s ta n tia l contrac

tio n  tio n  o f  investm ent and production. The more e x te n s iv e  p r ic e  r e a d ju s t

ments th a t  w i l l  be n ecessary as more and more markets become buyers' m arkets 

may be harder to  execute s k i l l f u l l y  and may cause more repercu ssio n s in  

employment and production than those which have thus f a r  taken p la c e . The 

fu tu re  ch a ra cte r  o f  consumer responses i s  s t i l l  hard to  a p p ra ise . Because 

o f  the more ambiguous economic s itu a tio n , we f e e l  th a t  the magnitude o f  ta x  

in cre a se s proposed a t  the beginning o f  the y e a r  should be reco n sid ered .

Third i s  the hoped fo r  fu rth e r process o f  p r ic e  adjustm ent in  a 

maimer to  f a c i l i t a t e  the c le a r in g  o f  m arkets w ith  on ly moderate temporary 

departure from maximum l e v e l s  o f  employment and prod u ction. Thus f a r ,  t h i s  

process o f  h e a lth y  adjustme n t  has taken p la ce  in  a more o r d e r ly  snd con

s tr u c tiv e  fash io n  than many people a n tic ip a te d  and we may fin d  o u rselves  

hanging up an u n p a ra lle le d  record o f  t r a n s it io n  from a postwar boom to a  

period o f  s ta b le  p r o s p e r ity  w ithou t in te rve n in g  hard tim es. The Government 

by word and deed should extend every f e a s ib le  encouragement to t h i s  p ro cess  

o f  adjustm ent.

In view  o f  these th ree p o s s i b i l i t i e s ,  the C ou ncil w i l l  need to  ex

amine the e v o lv in g  economic s itu a tio n  fo r  another month o r two before making 

fu rth e r  p rop osals w ith  r e sp e c t to the economic program recommended in  January. 

Meanwhile, w£ are co n cen tratin g  our a tte n tio n  upon more comprehensive develop

ment o f  the s t a b i l is a t io n  d e v ic e s  stu d ie s  which we have had under way sin ce  

e a r ly  1947 in  order th a t  we may be f u l l y  prepared w ith adequate recommenda

tio n s  i f  s e r io u s ly  u nfavorable developments in  l e v e ls  o f  employment and p ro -  
rhifrMnn shmild occur or be c le a r lv  in d ica te d *
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