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On A p r il  6, we presented a f i r s t  q u arter review  which noted

declines in  employment, some fall in production, and considerable, though 

uneven, downward movement o f  prices. We concluded that there was Ha mix

ture of trends*, and nan ambiguity and lack o f  co n clu sive  evidence in the 

situation* which suggested that "three possible lines o f  subsequent develop

ment needed to  be c o n s id e r e d # ,.f ir s t ,  another spurt o f inflation**# 

second, a downturn in business activity [with] substantial contraction 

of investment and production.•*third, further price adjustment in a man

ner to facilitate the clearing of markets, with only moderate temporary 

departure from maximum levels of employment and reduction*®

to clarify the economic situation, and we regard it as quite possible 

that during May, June, or even a longer period the real trend may still 

be greatly in doubt. The price adjustments which have taken place thus 

f a r  in 1949 have, on the whole, been favorable but they have been 

accompanied by some Increases in unetnployment, decreases in many areas

The month of April has not brought conclusive developments
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o f  production, so ae in crease in business u n c e rta in ty , and a f a i lu r e  

o f  the economy thus f a r  to absorb the growing la b o r fo rce  s u f f ic ie n t l y  

to  comport v i t h  the o b je c tiv e  o f  maximum employment*

fa r th e r  the p o s s i b i l i t y  o f  a new spurt o f  i n f la t io n  and th a t  as between 

the p o s s i b i l i t y  o f  & h e a lth y  readjustm ent o r o f  the s itu a tio n  g e tt in g  out 

o f  hand on the downside, the dangers o f the l a t t e r  outcome, i f  nothing i s  

done, c a l l  fo r  reco n sid eratio n  o f what the current economic program should  

be i f  we are to  guard a g a in s t a seriou s downturn and are  to poin t the  

economy toward the r e s to r a tio n  and maintenance o f  nmximum employment, pro

d u ctio n , and purchasing power*

y e a r  Has tended to be above the corresponding months o f  194-3, t h is  was 

not true fo r  A p r il  19-49* The broad trend sin ce  the end o f  l a s t  year has 

been toward an in crease in  unemployment due to  fa ilu r e  to absorb the grow

in g la b o r fo r c e . I t  i s  tru e th a t unemployment d eclin ed  s l i g h t l y  In March 

and again s l i g h t l y  in  A p r il,  but the p ick-u p  in  employment i s  le s s  than  

might be expected fo r  seasonal reasons and the employment s itu a tio n  in  

m anufacturing has d e f i n it e ly  so ften ed . While the current l e v e l  o f  unem

ployment, approxim ately 3 m illio n , i s  s t i l l  low , unemployment has become 

more widespread whether measured by in d u s tr ie s  or by s e c tio n s  o f  the cotffltry*

Production according to  the F ederal Keserve Board Index o f In  

d u s tr ie l  r roduction f e l l  from 139 in February to 184- in March. The data  

now a v a ila b le  su ggest t h a t  the l e v e l  in  A p r il  was around 179* T h is would 

be 8 percen t below the peak l e v e ls  o f  l a s t  O ctober and November, & sub-

In g e n e ra l, we b e lie v e  th a t A p r il developments remove s t i l l

While employment month by month fo r  the f i r s t  q u a rte r  o f  the
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stantial decrease. let most indications are th a t, measured a g a in s t  

anything but the postwar peaks, the general level of production and 

business activity i s  continuing strong. Automobile output continued 

to  increase throughout April. Production of electric power continued 

at high levels, running above 1948. Freight c&r loadings were above 

10 percent higher then last year in the early part of April, but resumed 

the downward trend from 19-48 in the closing weeks. Steel output was 

scheduled at 77.5 percent o f  capacity at the end of April, after running 

above theoretical capacity for the last tvo  months, while retail sales 

o f apparel were generally good.during the Easter season, distributors were 

concerned about the drop in sales of heavy appliances and home furnish

ings.

P r ic e s  of industrial items continued to decline during the month 

of April end all the major components shared in this trend. Farm prices 

also declined, while wholesale food prices held steady. A brief accounting 

of wholesale price trends should note that the declines from respective 

postwar peaks to the week ending ^pril 26, 19-49 have been 8 .1 percent for 

all commodities! 16.7 percent for farm products} 14.7 percent for foods;

3 .8 percent for a l l other than farm and foodsj 8 .2 percent for textiles}

3 percent for metals and metal products; and 4..2 percent for building 

materials.
r "*V ^

While these price declines have been substantial in varying degree,

there has certainly been nothing which might be called & disorderly or perilous 

deflation of prices. And practically all of the indexes are considerably 

above the levels maintained at the end of price control and much further 

above prewar levels.
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Consumers1 p r ic e s  have d eclin ed  l e s s ,  and acco rd in g to the March 

f ig u r e s  fo r  a l l  items were on ly 2.9 percen t below the postwar peak. The 

d e c lin e  in  food p rice s from the postwar peak has been 7 percen t and in  

apparel 3 .8  percen t, b u t there has been no such trend in  the case o f ren t  

or f u e l .  A fte r  a steady d e clin e  over a five-m onth p eriod, the consumers' 

p rice  index rose ,3 percent in March,

In summary o f  economic trends sin ce  the end o f  1943, we conclude  

th a t th e  in fla tio n a r y  fo rce s  then present have waned to  t h e  poin t where in 

f la t io n  i s  no lon ger our primary concern, snd th ere i s  n o t  the need th a t  

there was p re v io u sly  fo r  an a l l - o u t  a n t i - in f l a t i o n  rogram. On the other  

hand, although the employment and production fig u r e  i s  n ot as good as i t  

was a few months back, we do not b e lie v e  t h a t  t h e r e  i s  now need f o r  an a l l -  

out a n t i-d e f la t io n  program. I t  i s  our judgment as econom ists t h a t  a few 

changes o f  l e g i s l a t i v e  and a d m in istra tiv e  program now would co n trib u te  

toward p reven tin g fu rth e r  d e c lin e s  in  employment and production and to  

c r e a tin g  in  so f a r  as p o ssib le  both economic and p s y ch o lo g ic a l c o n d itio n s  

favo ra b le  to  a return toward co n d itio n s o f  maximum e m p lo y m e n t an d  produc

tio n , ^ome o f  these su ggestio n s r e la te  p rim a rily  to  a c tio n  which should  

have immediate sa lu ta r y  e f f e c t  on the b u sin e ss s itu a tio n , whereas o th ers  

would im m ediately s e t  preparations under way which would enable us t o  deal 

more e f f e c t i v e l y  w ith fu r th e r  downturns in  employment and production i f  

these should l& te r  occu r.
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PROGRAM HECOMilEtiDATI 0w S

Our recommendations at this time are based, upon a fairly extensive 

inventory o f legislative and administrative proposals having a direct 

bearing upon the economic situation* This in clu d e s a re-examination of 

previous proposals and the addition of gone new p rop osals. The l e g i s 

l a t i v e  proposals, which v i l l  be treated first, are mindful o f  the fact 

th a t they e y  need to  be developed and pushed r a p id ly  to secure actio n  

before the se ssio n  ends. These l e g i s l a t i v e  proposals d iv id e  in to  three 

groups: (1) l e g is l a t i o n  designed to e f f e c t  the tam ediate economic s itu a 

t io n ; (2) l e g is l a t i o n  a u th o risin g  actio n  vh ich  should be commenced now 

to  introdu ce lo n g e r -range stability fa c to r s  in to  the economy} (3) l e g i s 

lation needed now to prepare adequately a g a in s t the p o s s i b i l i t y  o f  a more 

serious downswing in employment and production a t  some l a t e r  tim e.

U )  L e ; i  s la tio n  Designed to Affect 
the Immediate Economic Situation

T a x a tio n * Ve f e e l  th a t ,  under curren t co n d itio n s, the business  

clim ate vould be improved i f  i t  were found fe a s ib le  to announce some 

m o d ificatio n  o f  the January ta x  program. The f e a s i b i l i t y  o f  any such 

m o d ifica tio n  depends in  p art upon the ou tlook fo r  a d d itio n s  to le v e l s  o f  

Government expenditure s e t  in  your 1950 Budget. Since ta x  revenue i f  

n a tio n a l income continues to d e c lin e  would be below the e stim ates used a t  

the beginning o f  the y e a r , the p o s s i b i l i t y  fo r  avo id in g a s u b s ta n tia l  

d e f i c i t  depends upon a more rigorous h o ld in g down o f  expenditu res than  

has been in d ica te d  by the a c tio n  o f  the Congress thus f a r .
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Because o f such d e fla tio n a r y  ten d en cies as have developed, ve  would 

recommend th a t  the proposal to advance the date o f  in crease o f  OAST con

tr ib u tio n s  to  J u ly  1949 be withdrawn and th a t  the e f f e c t i v e  date o f  h e a lth  

taxes be deferred u n t i l  payments o f  h e a lth  b e n e fits  b e g in . Ve recommend 

th at the e x c is e  ta x  on tran sp o rtatio n  be elim in ated* T his would have a 

s u b s ta n tia l b e n e fic ia l  e f f e c t  on p r ic e s  by reducing c o s ts  and would improve 

the co n d itio n  o f the c a r r ie r s .  We recommend a lso  the r e s to r a tio n  o f  the  

le v e ls  o f  e s ta te  end g i f t  ta x e s.

S e le c t iv e  C ontrols Over M aterl& Ig, P r ic e s  and Va&es. The Adm inistra

t io n ’ s r e ite r a te d  requ est fo r  s e le c t iv e  c o n tro ls  in  January was advanced 

upon the ground th a t, w h ile  in fla tio n a r y  fo r ce s  were not so ascendant as 

when the req u est fo r  such c o n tro ls  was f i r s t  made, the balance between 

in f la tio n a r y  and n o n -in fla tio n a r y  fo r ce s  was s t i l l  so precariou s th a t  s ta n d 

by measures should promptly be made a v a ila b le *  In view o f  fu rth e r changes 

in  the economic s itu a tio n  sin ce then, we recommend th a t  the requ est fo r  

such c o n tro ls  no lon ger be pressed.

Promotion o f  Production and Supply: Support o f  P r iv a te  In vestm ents.

The encouragement o f  the expansion o f  investm ent, c a p a c ity , and f a c i l i t i e s  

fo r  su stain ed  and balanced maximum production is  a con tin u in g r e s p o n s ib ilit y  

under the Employment A ct o f  1946, Such study and encouragement would be 

in  l in e  w ith  T i t l e  I I  o f  the Spence B i l l ,  but we b e lie v e  th a t  the p ro visio n  

fo r  d ir e c t  Government co n stru ctio n  o f  p la n ts  should be om itted.

In te r n a tio n a l Economic Programs. V ith  a le sse n in g  or” in f la tio n a r y  

pressu res i t  becomes more fe a s ib le  to con sid er these programs in terms o f  

the general requirem ents o f  n a tio n a l and world p o lic y  w ithou t the competing
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consideration of inflationary impact. In the light of changing conditions 

action should be considered (a) to speed up the stockpiling of strategic 

and critical materials from abroad, and (b) to speed up the flov of inter

national capital.

(2) Legislative Action Directed Tovard 
Longer-Bange Economic Stability

There is no sharp or complete distinction between legislation to 

effect the immediate economic situation and legislation directed tovard 

longer-rsnge stability. Legislation of the latter type, if wisely conceived, 

will have an immediate effect upon the economic environment by promoting 

confidence that the obligations under the Employment Act are being taken 

seriously; and with the enactment of such legislation seme of the authority 

contained thereunder can have immediate utility in the short-run. Ve are 

proposing in this area only such legislative action as should be taken now 

because there should not be further delay in commencement of the introduc-

• r -aNk
tion of these stabilizing factors in the economic picture.

General credit policy. The Federal Reserve Board's temporary powers 

over reserve requirements and consumer installment credit should be made 

permanent. There is no reason for ceasing to place stress upon the impor

tance of enabling the Federal Reserve Beard, to deal flexibly either with 

inflationary or deflationary trends on a general or selective basis as the 

situation may require. Legislation should also be enacted for the regula

tion of commodity exchanges.

Agricultural Policy. In the agricultural area, we feel that there is

a very serious problem of providing a desirable amount of support to farm
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income and o f  a llo w in g  abundance to  have i t s  maximum favorable e f f e c t  on 

c o st c f  l i v i n g  w ithout imposing undue s tr a in  on the F ederal budget. The 

sooner l e g i s l a t i v e  determ ination i s  made on a oermenent farn p rice  support 

program, the sooner the economy w i l l  be released from the f a c to r  o f  con

tin u in g  u n c e rta in ty . We are stu dyin g the Brannan Plan with g r e a t care in  

the hope th a t we can make p r a c tic a l su ggestio n s which w i l l  aid  him in h is  

e f f o r t  to  develop the most s a t is f a c to r y  lon g-range farm program.

(3) L e g is la t iv e  A ction to  Prepare A ga in st the P o s s i b i l i t i e s  
o f a Seriou s Downswing in Employment and Production

F in a lly ,  we th in k  i t  not too soon fo r  us to  con sid er l e g i s l a t i v e  and 

a d m in istra tiv e  measures which would prepare us fo r  s u ita b le  a c tio n  in  the  

event th a t  a serio u s downswing in  employment and production should d evelo p  

l a t e r  in  t h is  y e a r  or in  1950. Ve cannot overlook the p o s s i b i l i t y  th a t  the  

curren t period o f  u n c e r ta in ty  may be succeeded by r e ce ss io n  o f employment 

and production o f  more su b s ta n tia l p ro p o rtio n s. Even i f  no a c tu a l l e g i s l a 

t iv e  or a d m in istra tiv e  step s were consummated a t  the present tim e, the  

mere p resen tatio n  and fran k  d iscu ssio n  o f such measures should en large the  

area o f general confidence and thus accom plish an a ffir m a tiv e  purpose in  

the p resen t -  whether or not the plans a s  developed should need a c t u a l ly  

to be c a lle d  in to  op eration  in  fu tu r e . Toward t h is  end, the fo llo w in g  

proposals are made.

(1 )  L e g is la tio n  should be prepared and. recommended to  extend unem

ployment compensation duration beyond 26 weeks in re ce ssio n  periods or in  

p a r tic u la r  a reas, and to  provide fo r  autom atic in crease  o f Feder 1  c o n tr i

b u tio n s to general r e l i e f  c o sts  with in cre a sin g  unemployment.
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(<) L e g is la tio n  should be repared and recommended to support 

S ta te - lo o a l  advance planning o f  p u b lic  works; to f a c i l i t a t e  s ite  a c q u is i

tio n  and plan preparation i'or Federal and F e d e ra l-a id  pro grains; to e s ta b lis h  

a sk eleto n  o rgan iza tio n  to prepare programs in support o f  S t a t e - lo c a l  pu blic  

work? on n a tio n a l or area b a s is  as needed. A ppropriations fo r  th ese purposes 

vo id  be xod est in amount,

(4.) A d m in istrative A ction

In a d d itio n  to the foregoing l e g i s l a t i v e  p ro p o sals, c e rta in  

a c tio n s  are recommended fo r  which we b e lie v e  s u f f ic ie n t  a d m in istra tiv e  

a u th o r ity  e x is t s  w ithout enabling l e g i s l a t i o n ,

(1) There should be & b e tte r  organized approach to the spot  

unemployment problem— u sin g  pre&ent f a c i l i t i e s  fo r  bu siness lo a n s, p u b lic  

works and se r v ic e s  and defense co n tra cts*

(2) There should be a c c e le r a tio n  o f the c l e r i c a l  work on veterans*  

l i f e  insurance d ivid en d s, to permit d isb u r sa l w ithout d e la y  i f  a t  a fu tu re  

time i t  should be deemed necessary in  terms o f  the economic s itu a tio n *

(3) The Federal S e c u r ity  Agency should be d ir e c te d  to develop  

or in te n s if y  S ta te  and l o c a l  employment s e c u r ity  programs*

R e s p e c tfu lly  subm itted:

Fdvin G. Nourse, Chairman

Leon 111 Key B e r lin ? , Vice-Chairm an

John L * ^U rk
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