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Comment
By the Editor

ND so, says the President's Council of Eco-
\ nomic Advisers: "In the jagged manner which

is typical of the progress of social policy in this
country, we shall move in developing our own pecul-
iar pattern of business and government activity in
a mixed economy which is neither a planned society
nor a system of laissez-faire." The President says it
differently. He says that what we are going to have
is an economy that will be "planned," but not
"controlled." In any case, it is the new order of
American society, and whether you say with the
President's Council of Economic Advisers that it
will be neither planned nor free, or say with the
President that it will be planned but not controlled,
the question is: What will the government's part be?
What does the government undertake to do? It
undertakes to maintain a high level of employment
and economic stability from now on. That is to say,
it proposes to stabilize the American economy at the
peak of its greatest boom. There shall be no bust.
The idea is magnificent and unique. Business alone
could not do it. Firstly, business wouldn't know
how; secondly, if it thought it knew how it couldn't
command the resources. What then are the govern-
ment's resources? The President's Council of Eco-
nomic Advisers looks at them. This it does under
the heading, "From Inflation to Stability," in its
January report to the President, beginning on
page 74. As you read it you may begin to realize
what a complex thing a mixed economy turns out
to be. Nothing is what it seems. Take the $42 billion
budget. Did you read the figures with alarm? When
the Republicans said they were going to scrutinize
it, did you say to yourself that a budget of $42
billion cannot be scrutinized? And when, within a
fortnight, half a billion of forgotten things had been
added, did you say to yourself: "It is worse than we
thought. We thought only that the people had lost
control of government. Now it is evident that the
government itself has lost control of government."

Well, whatever you said or thought about it, there
is much yet to learn about a mixed economy. What
you take to be an ominous liability becomes in fact
an economic asset. The President's Council of Eco-
nomic Advisers says:

"In general large government budgets make the
economy more resistant to shock and on the revenue
side the progressive income tax increases flexibility."

Why? Because the government thereby acquires an
enormous power over the economy—a power either
to let or to hinder, according to a . . . well, ac-
cording to what? The word would be plan. Accord-
ing to a plan. Yet the Council of Economic Advisers
says it is not going to be a planned society. So one
must say according to policies recommended by the
Council of Economic Advisers, unless you take the
President's word for it that it will be a planned but
not a controlled society, and then you might say,
according to an uncontrolled plan. At this point it
seems a little confused. However, what is true of the
budget, which turns happily into a device for saving
us from bust, so it is with such matters as social
security and taxation. Have you been thinking of
expanded social security programs as a burden,
increasing perhaps too fast, or of taxation as some-
thing you have to deduct from your income to sup-
port the necessary expansion of government? But
these things, too, have their other aspects. They all
add to those resources which will be employed by
the government to stabilize the economy at the top
of a boom. The President's Council of Economic
Advisers, page 76 of the January report, says:

"These social security programs, minimum wage
laws, and tax revisions are recommended on the ground
of social objectives. These same programs, however,
have an important economic impact and may help to
maintain or increase the purchasing power of a con-
siderable sector of the people."

This thought it goes on to elaborate:

"One type of public policy, the expansion of social
security programs, is particularly appropriate now be-
cause it would strengthen mass purchasing power and
markets in the long run, while contributing immedi-



66 AMERICAN AFFAIRS

ately to the restraint of inflationary pressures. By
increasing the coverage and benefits of unemployment
and old age insurance, by introducing disability and
health insurance, and by providing more adequate
public assistance, we would thus contribute toward
that reconciliation of immediate and longer-run needs
which is so difficult to achieve through the market
mechanism.

"To have the optimum immediate anti-inflationary
effect, pay roll taxes should be increased by more than
the increase in benefit payments. To have the optimum
long-range stabilizing effect, the expansion of these
programs should not be financed exclusively by pay roll
taxes. It should draw some support in future years
from general budget sources."

The simple statement of the theory is to say that
when people are spending money in a reckless man-
ner, or in any case too fast, the government will
hinder their buying power by impounding some of
their income, and then at the first sight of depres-
sion it will begin to release it back to them as they
need it, or as the economy needs it. With infinite
wisdom at the top, acting upon a docile people, that
might produce the great desideratum, which is
stability.

ONE weakness of a mixed economy is that it
leaves wilful people around, and there is no

telling what wilful people will do. Politics will come
in. For example, the Council of Economic Advisers
says of the government's policy of supporting farm
prices that even if it did not believe it wise, still it
would be obliged to accept it because "a long legisla-
tive history has attested the strength of popular
affirmation." And it says that while the "govern-
ment's housing program, with its deliberate promo-
tion of easy credit, may seem an anomaly in a period
when the country is seriously concerned over an
inflationary movement," still it must be accepted
because people demand houses. Nor is that all.
Congress itself gets the idea; and any idea the Con-
gress gets about using the economic power of gov-
ernment will be on the side of inflation, because that
is what the people like. There is a long legislative
history to prove it. The President's Council of
Economic Advisers says the Employment Act of
1946, which created it and under which it now
functions, is quite enough. Nevertheless, comes now
the Full Employment Act of 1950. This is a bill that
has been introduced in both the Senate and the
House. It proposes to reorganize the Reconstruction
Finance Corporation, which is already the govern-
ment's single most powerful credit machine, and to
create within it what may be called the Capital
Development Fund, with resources of $15 billion,
which shall be loaned or granted to public and

private agencies, to cooperatives, to the states and
to the TVA and similar regional authorities, all for
the purpose of maintaining "desirable levels of in-
vestment, not only nationally but regionally," and
"vigorously to encourage investment in such indus-
tries and business enterprises as are currently and
prospectively underdeveloped." In a joint state-
ment the sponsors of this bill say it will give the
President an "operating arm." It is clearly in line
with the President's idea that when private enter-
prise, even at the top of a boom, fails to expand its
capacity as fast as the government thinks it should,
as for example, steel capacity, then it is time for the
government to act in the public interest. It will say
to private enterprise: "If you can't or won't the
government will."

AFTER having conducted for a century and a
JL\ half the most successful profit and loss system
that ever existed you might think we should know
all there is to know about profit. But it turns out
that we know only the elementary arithmetic of the
subject, and not all of that. When we come to the
meaning and function of profit our ignorance is
painful. The President's Council of Economic Ad-
visers says the profits of business were too high in
1947 and again in 1948. Too high in relation to
what? It says "profits on the whole were above the
levels necessary to furnish incentive and funds for
the expansion of business and to promote the sus-
tained health of the economy." What that means is
that if profits were lower there would be less incen-
tive for business to expand its productive capacity,
wherefore, instead of putting so much new money
into tools it would produce more of the things that
satisfy people's everyday wants. But at the same
time the President is proposing that the government
shall provide public capital to increase the coun-
try's productive capacity. Therefore, profits are too
low. At least they are not high enough to give
business the incentive to increase its own capacity
enough. Then a Joint Congressional Committee
holds a series of hearings on profits. What are they?
Why are they? If they are too high what can be
done about it? Two eminent economists appear,
both from Harvard. Professor Sumner H. Slichter
says that notwithstanding the enormous invest-
ments in new capacity, largely out of profits, Amer-
ican industry is still far behind. Therefore, profits
are not too high. They are in fact not high enough.
On the other side, Professor Seymour Harris is not
convinced by this argument for higher profits. He
thinks business has been spending too much on
expansion. If profits were lower it would spend less
for new capacity and this would "reduce the weight
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of one of the greatest inflationary factors." Then
come the labor economists, supported by govern-
ment experts, saying that out of these high profits
higher wages could be paid. But this is the great
fallacy. Wages are not paid out of profits. They are
paid out of production. Proof that they are not paid
out of profits is that while profits are extremely
variable, wages are uniform. Of two corporations in
the same field, producing competitive products for
the same market, one may be highly profitable and

! the other may be in the red, but both will pay the
) same wages. So in all this time what have we

learned about profit? So little really that everybody
is startled when the Standard Steel Spring Company
takes pages of advertising space in the daily news-
papers, not to defend high profits by academic
argument, but to defend the profit and loss system
itself. It says:

"Every move we make to limit profits in this country
carries every last one of us dangerously closer to the
tyranny of systems in which we want no part."

This is the ultimate truth. All other discussion is
puerile and specious. People who talk of doing
something about profits because they happen to be
large ought to be made first to answer this question:
Do you want to destroy our free profit and loss
system? In a free profit and loss system the driving
force is profit. To limit profit in any way, even to
tax it, is folly, because thereby you limit the driving
force. In a free profit and loss system profits will
limit themselves. That is to say, competition will
limit them if you let the natural law work. But if you
limit them otherwise, if the government limits them
by law, then what will you do when the loss comes?
Having limited the profit, the government will have
to do something about the loss, too, when the loss
comes, and what happens next is a system "in
which we want no part." Or do we?

THE President's idea of a planned economy is set
forth in the "Economic Stability Act of 1949."

This is what is called an Administration bill. It was
sent from the White House to Congress, introduced
in the House by Representative Spence, and re-
ferred to the Committee on Banking and Currency,
where it lies. The present expectation is that it may
pass the House fairly intact and then come apart in
the Senate. Whatever the Congress may do with the
bill, its significance as a revelation of the executive
will of government will stand. If it were enacted as
written, the President would be invested with the
following powers:

(1) To determine goals for American industry, as

the socialist government of Great Britain
does for British industry;

{2) To develop and administer such federal pro-
grams as may be deemed necessary to supple-
ment the efforts of private industry to achieve
the goals;

(3) To provide public funds "for the expansion of
capacity and production," and to do this
"without regard to the limitations of existing
law";

(4) To contract with private persons to operate
the new industrial capacity created with pub-
lic funds, and to acquire all the necessary
property by purchase or lease, and to do this
also "without regard to the limitations of
existing law";

(5) To engage in state trading; i.e., to procure
essential materials abroad, either for the use
of the government itself in its undertaking to
supplement private enterprise or for resale in
the United States, "particularly to small and
independent enterprises," and this again
"without regard to the limitations of existing
law";

(6) To transport, store, process and refine the
materials procured by state trading;

(7) To control the distribution of goods by priori-
ties and allocations, under voluntary arrange-
ments if possible, in a mandatory manner, if
necessary;

(8) To fix maximum prices;
(9) To govern wages.

Money? No limit. Section 106 reads: "There are
authorized to be appropriated such sums as may be
necessary to carry out this Act." The customary
genuflection to free enterprise was forgotten in the
preamble. In the declaration of policy the purpose
of the act is said to be to remedy conditions that
"have impeded maximum production, have reduced
the purchasing power of the dollar, have jeopardized
the continuation of useful employment opportuni-
ties, and in these and other respects threaten the
flow of commerce among the several states and with
foreign nations, the national security, the carrying
out of the foreign policy of the United States, the
general welfare, and the maintenance of economic
stability."

In a letter to The New York Times, Professor Leon
H. Keyserling, of the President's Council of Eco-
nomic Advisers, said:

"The bill is a moderate implementation of the pro-
gram which the President sent to the Congress in his
State of the Union message and his Economic Report,
in January."


