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Review and Comment
By the Editor

ON TWO facing pages within these covers is a
measure of time on a scale of change. At one

end of the scale is President Wilson's statement of
national policy toward the problems of reconversion
after World War I, and at the other end is President
Truman's description of what the government's re-
sponsibilities are as now we face again a problem
that is physically of the same character. Present
difficulties are of much greater magnitude; so also
are the resources with which to meet and overcome
them. Mr. Wilson said the people themselves would
do it and would do it better with no benefit of gov-
ernment, for such was the American way. The ideas
implicit in that attitude were deeply fixed in the
American habit of thinking and seemed then to
have a kind of granite validity. It would have oc-
curred to nobody even to challenge them. What
has happened to them in twenty-five years? To say
that they have been eroded is not enough. They
seem to have dissolved. If today you were to pro-
pose that they should govern the nation's postwar
policy scarcely a quarter of this generation would
know what you were talking about. Imagine that
President Truman had said exactly what President
Wilson said. It would have been received every-
where with incredulity and dismay by such as could
understand it at all, and it would have caused no
doubt a grand panic in Wall Street, instead of a good
day in the Stock Exchange.

President Truman was asked at his press con-
ference afterward if he knew how much such a pro-
gram was going to cost, and he said, according to
the reporters, that he had no idea. With a debt equal
to the value of our total national wealth a few
years ago and with our dollar commitments to for-
eign countries running into vague billions, it seems
quite reasonable—it seems in fact necessary pre-
cisely on account of the debt—to propose a program
of works, loans, guarantees, grants, subsidies, and
social benefits, the cost of which cannot be forecast.
The new doctrine is that if the government will
undertake to provide buying power, when and if it
is needed, and thereby underwrite consumer demand
at a high level, we can have all the prosperity we

want. To say it another way, the doctrine is that
the government can buy demand with debt, and if
only it will buy enough of it the activity of satisfy-
ing it with goods will keep everybody employed and
happy—and as for the debt, that will take care of
itself out of the expanding national income. If this
is true, then Adam Smith's "The Wealth of Nations"
was a book of folklore and the great work on politi-
cal economy was Grimms' "Fairy Tales"; if it is true,
then the rational confusion in which we seem to be
involved is verbal only and comes from trying to
state the new principles in the obsolete language of
a money economy—for, of course, if it is true, the
familiar meaning of money is without any sense
whatever, and we have unknowingly passed beyond
a money economy to something that has yet to be
defined. But if it is not true, we are on our way to
experience the incomparable disillusionment.

MR. TRUMAN speaks of the "bitter" experience
with unmanaged reconversion after World War

I. Prices got out of hand, there was gambling in the
inventories, then "one of the worst inflations in
our history, culminating in the crash of 1920 and
the disastrous inflation of 1920 and 1921." That
is a very loose historical statement. It would give
you no clear idea of what happened, nor any idea
at all that what followed 1920 was the Peak Decade,
during which industrial production doubled, the
national debt was reduced one third by the old-
fashioned method of bond redemption and the na-
tional wealth by any measure increased at a rate
that was never before imaginable. It is true, how-
ever, that the free adjustments during the transition
period were sudden and painful; and, says Mr. Tru-
man, we must be sure this time not to repeat that
terrible mistake. Reconversion this time must be
free of any bad happenings. No more booms, crises,
and depressions, but in place of them stability, with
all the barometric lines running smoothly to a pre-
determined goal. But since booms, crises, and de-
pressions in the modern case proceed entirely from
human behavior, this idea of casting them out, that
is, the idea of stability, involves the logical neces-
sity to control human behavior. It is well known
that people, if they are let alone, will not stabilize
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their own desires. Who then will stabilize them?
Who will control this wilful being? The government
must do that. There is no other way. And the gov-
ernment will do it in the name of protection. Every-
body shall be protected—big business from the fear
of inflation or deflation; little business from the
consequences of its own littleness; the wage earner
from the loss of purchasing power; the farmer from
the vicissitudes of farming; and, lastly, the con-
sumer, who shall be protected both from himself as
himself in his first aspect, and then, secondly, from
himself in all of his other aspects, namely, himself
as a big businessman, himself as a little business-
man, himself as a wage earner, himself as a farmer,
and so on. For everybody in every way a floor, a
ceiling and a guarantee. For the ecstasy of great
profit will be substituted the ecstasy of security.
And this, shall we say, is to be hereafter the Ameri-
can adventure?

IN MOVING for a thirty per cent increase in
hourly wages through the whole of the automo-

tive industry the UAW-CIO union has had the wit
to seize the new weapons. Its argument is presented
on another page as "The Detroit Formula," and you
will find there in a militant aspect all the ideas that
underlie the policy of subsidized abundance which
now is the great theme of government. The union
takes its stand on that policy. In support of its de-
mands it repeats the government's own wage-price
formula. Wages must rise while prices stand still,
and this is in order that mass purchasing power may
be increased. The rise in wage cost, if any, must
not be added to prices; it must be absorbed by the
enterpriser out of his profits—and these may be
either past profits from wartime or future profits
that are to appear in the general margins of an ex-
panding economy. Nor is this formula to be regarded
from the selfish point of view of labor; it is for every-
body's welfare, that of the consumer, of course, and
that also of the employer whether he can believe it
or not. The union's position is that in demanding
this increase of wage it is serving not itself first but
the economy as a whole. It is in fact upholding and
in its own way implementing the government's pol-
icy, as it is expressed politically by the Truman
Administration, as it is expressed theoretically in the
thesis for the Full Employment Bill, and as it
sounds emotionally in the Wallace evangel. The two
basic assumptions of this policy now begin to as-
sume a kind of clarity. They may at least be stated.
The first assumption is that production, whereby
matter is converted into an infinite variety of things
to satisfy human wants, has become at last a
body of self-motivating and self-accelerating phe-
nomena. You do not have to worry any more about
production. You may destroy its profit incentive,
you may weaken the disciplines of its internal pro-

cedure, you may devour its reserves, you may so-
cialize its motives, and still you may take it for
granted because it is inevitable and potentially in-
ordinate. The second assumption is that by law, by
subsidy, by monetary and fiscal manipulations, and
by compulsion, if necessary, you may create the in-
satiable consumer who will absorb the interminable
output of the machine. If neither of these assump-
tions is sound, the policy will fail. If both of them
are sound, we shall have the answer to two riddles at
once, the other one being: What are we for?

WE KNOW very little that we can be sure of
about unemployment. We cannot even be

sure it is a disease. It may be only a wrong adjust-
ment of human behavior to the sudden growth of
our power to produce wealth. Observe that the af-
fliction is peculiar to rich countries, that the extreme
manifestation of it is in the richest country of all,
and that it is almost unheard of in very poor coun-
tries. It may well be that only a rich country can
afford it. What are the causes of unemployment, not
anywhere, not in any other country, but here?

How much of it is owing to the disparities in
productive power, as between a worker who has be-
hind him an investment of ten thousand dollars in
tools which he himself did not put there, and, on the
other hand, a worker whose equipment is still primi-
tive, like the sharecropper? How can this one pro-
duce the equivalent of what that one produces? If
he cannot produce the equivalent he cannot buy
what the other has produced.

How much of it is owing to the fact that we do
not yet know how to distribute leisure?

How much of it is owing to the fact that in a rich
society like this prosperity very heavily rests upon
producing and consuming dispensable things, that
is to say, things we do not absolutely need or things
that we can do without for a long time, as if every-
body who owns an automobile should wake up one
morning with the idea of making it do for another
year, which is quite possible as we learned during
the war, but which in normal times would produce
fearful unemployment in the motor industry and
perhaps throw it into bankruptcy.

And lastly, how much of it may be owing to the
pricing of labor? That question, for all purposes of
popular discussion, is taboo.

N O ONE will deny the abstract proposition that
labor might price itself out of the market,

which is only to say that it might use its economic
and political bargaining power to push wages so
high that the demand for labor would fall. So
far, no way has been invented to determine be-
forehand precisely the point in which an increased



October 1945 187

wage would begin to have that effect upon the de-
mand for labor. When wages were determined by
economic bargaining, with no political factor in-
volved, it could be assumed that wages and produc-
tivity would rise together; but even then there was
no scientific rule about it, and it would be at one
time that industry was overtaking a rise of wage
costs by heavier investments in tool power, and at
another time that it was sharing with labor the
results of higher productivity per man hour already
achieved. That was rough enough, but it worked,
and over a base of years the rise in wages, which
was fairly constant, was definitely related to the
greater productivity per man hour of labor. In that
scheme, wages, in fact, were unlimited, or, limited
only by productivity; wages and profits could rise
together because both were paid out of production.
When in 1933 the government intervened, purposely
to give labor an advantage in bargaining power, and
did this as a matter of public policy, on the theory
that higher wages would bring industrial peace,
swell the national income and thereby improve the
demand for labor, the natural working relation be-
tween wages and productivity was destroyed and
has never been restored. All during the depression,
with the demand for labor falling, the price of labor
advanced. While unemployment was rising to a
figure representing one-fifth of the entire labor force
the average hourly earnings of those who continued
to be employed by industry increased nearly one-
half, to a level higher than any level before. Unem-
ployment relief out of the Federal Treasury, rising
at the same time to more than $3 billion a year,
was in very large part a public subsidy in support
of the high wage structure. What the sequel might
have been no one can say. First came the defense
program, and then the war. But certainly there is
nothing in the history of the depression even to
suggest that the evil of unemployment can be cured
by an undertaking on the part of the government
to guarantee full employment at high wages.

p state of our knowledge about unemploy-
X ment being perhaps at a par with the state

of medical knowledge a few hundred years ago, it
may be quite natural that we should attack it by
methods such as the King's Touch for Scrofula, or
blood letting as a cure for any bad humor of the
social body. All that was ever proved for phle-
botomy was that a strong patient could stand a lot
of blood letting and that if he didn't die he got well
in spite of the cure. Fancy trying to explain to the
untouched intelligence of a visitor from some other
world the terrible meaning of a chart on which he
will see three lines. One line represents the gross
national product of wealth, and it rises diagonally
across the chart in a very angry manner. The sec-
ond line represents the average number of persons

employed to produce this national quantity of
wealth, and this one has the action of rising only a
little, and then of running level, with an inclination
to fall. The third line represents the number of
unemployed, and that line has a very definite ten-
dency to rise. Your visitor asks what is so terrible
there. You answer: "Don't you see that it takes
fewer and fewer workers to produce the nation's
wealth?" He says yes, he can see that, and yet what
of it? You reply: "Don't you see that it means un-
employment. Unemployment means social distress.
Millions of people idle, jobless, resentful for that
reason and meditating revolution. Unless we can
think of a way to solve this problem of unemploy-
ment our free institutions may fall." Your visitor
may not tell you what he really thinks, either be-
cause he is tactful or because after a moment of
anxious reflection he decides to assume a soothing
manner; but when he gets home he will report:
"They are quite mad, those people over there. They
produce wealth of all kinds with such astonishing
ease that it is no longer necessary for them to spend
the whole of their time at work. Their wants in-
crease in a prodigious manner, and when there is no
longer a natural unsatisfied want they invent new
wants, and yet they are able to provide themselves
with anything they can think of wanting and to do
this with an ever diminishing measure of exertion,
to the point at which they are no longer able to keep
themselves fully employed. Therefore they are in a
state of despair, asking themselves what they shall
do with their surplus labor. But then if you read the
books they have written to find what their economic
philosophy has been hitherto, or what it was they
were aiming at, you will find it explicitly stated that
their aim all this time has been to increase the sum
of human satisfactions with less and less labor.
Their machines and their methods had no other
meaning."

ONE might have guessed that the planners were
already thinking beyond the Full Employment

Act. It is true, they have been; but not out loud.
Here and there, however, their thoughts begin to
come through. In a guarded way they propose the
question: Will a guarantee of full employment by
the government, and that alone, do the job? And
the answer—their own answer—is no. Why not?
Because you cannot be sure that the people will
spend the money, or all of it; they may save or hoard
too much of it, and thereby defeat the end in view.
Having guaranteed full employment, the govern-
ment, therefore, will find that it must go on to guar-
antee consumption, which is to say: "First guaranty
of full employment itself; and second, a guar-
anty of the total national consumer market at a
high level." These are the words of Dr. John H. G.
Pierson, who may be supposed to speak knowingly;


