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THE performance of the US eco
nomy in the post-war years has 

really been amazing. But even the 
most ardent admirers of the Ame
rican system have at the back of 
their mind an uneasy question; 
how long can this go on? A n d 
how w i l l the system fare, once the 
present buoyancy has gone out of 
it? These fears came up to the 
surface when the first signs of a 
recession became visible in the 
beginning of 1949. Some gloomily 
forecast another depression; M a r x 
ian economists sat back wi th an I -
told-you-so air, wai t ing for A m e r i 
can capitalism to collapse through 
its inherent contradictions. For tu
nately, the recession d id not go far 
enough to provide the answer. 
Korea came to its aid and the 
American economy boomed again 
in a spectacular fashion. Defence 
orders piled up and defence indus
tries began to make larger invest
ments than ever. Industr ial expan
sion took place at a phenomenal 
rate and the huge burden of re
armament was borne without any 
undue hardship for the people. 
Prosperity seemed to be endless. 

Since no major conflict followed 
and defence preparations have now 
taken a long-term aspect continued 
expansion does not seem to be so 
inevitable and the same question is 
being asked again. I f , by the 
middle of 1953, expenditures for 
defence attain a fairly stable level, 
w i l l the economy be able to utilise 
productive capacity in the manner 
it is doing now? Or w i l l it have 
another recession or worse? This 
question has been answered in M i d 
year 1952 Economic -Review' to the 
President of the USA by his Coun
ci l of Economic Advisers. It is an 
emphatic ' No 

Since the level of activity depends 
upon the expenditures in the vari
ous sectors, forecasting the level of 
activity means forecasting these 
expenditures. Defence expenditures 
dur ing the second quarter were at 
an annual rate of $50.5 bi l l ion and 
were expected to go up to $60-65 
bi l l ion by mid-1953 and then level 
off. If international tensions do 
not take a violent t u r n and the 
security expenditure is only to 
strengthen long-term defence, the 

Council expects a decline of $5 
bil l ion in annual defence expendi
tures for the two years fol lowing 
1953. Defence expenditure of this 
magnitude could not but have sti
mulated private investment. Pr i 
vate industrial expansion geared to 
the defence programme is estimated 
at $22 bi l l ion as of mid-year 1952 
and is expected to reach a peak of 
$30 bi l l ion at the end of this year. 
Annua l investment w i l l decline by 
$3 bil l ion after 1953. In the 
two-year period after 1953 the 
total decline in expenditure on 
account of the defence programme 
w i l l be of the order of $16 bil l ion 
and w i l l have to be offset by an 
increase in expenditure elsewhere. 

Though the problem of adjust
ment is important , it is not alarm
ing. Compared wi th some of the 
changes in the past under less ab
normal conditions, the problem 
seems to be manageable. Thus be
tween the years 1944 and 1946 
defence expenditure fell by $72 b i l 
l ion compared to the present decline 
of $16 bil l ion. The decline then 
was a quarter of the national pro
duct while now it is only 5 per 
cent. In the nine months from the 
second quarter of 1951 to the first 
quarter of 1952 there was a swing 
in inventories by business of over 
$16 bil l ion. In the very mild reces
sion of 1949 the annual rate of 
gross national product declined by 
$12 bill ion from the last quarter of 
1948 to the last quarter of 1949 
and increased by $20 bi l l ion from 
then on to the middle of 1950. It 
should be fairly clear that the 
adjustment now required the eco
nomy can take in its stride. 

Wha t 'about expenditure in other 
sectors? In the second quarter of 
1952 the annual rate of expenditure 
for defence was $50.5 bi l l ion, that 
of private investment $48 bi l l ion, 
expenditure by consumers $ 215 b i l 
l ion and $29 bi l l ion by government 
on items other than defence. Of 
this, private investment w i l l con
tinue at the same level in the near 
future. Expansion is foreseen for 
metals, chemicals, electricity and 
housing. Similarly, non-defence 
expenditure by government w i l l i n 
crease substantially over the next 
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18 months. Housing, highways, 
and public utilities are expected to 
engage increasing attention. Final 
ly, expenditure on consumption w i l l 
remain at the .same high level. So 
that, at the end of 1953, the annual 
rate of national product w i l l be 
$360-5 billion divided as follows: 
personal consumption $225-30 b i l 
l ion, private investment $45-50 b i l 
l ion, defence expenditure $60-65 
bi l l ion and other government ex
penditure $30-32 bil l ion. 

The Council believes that this 
cautious optimism is justified. For, 
in the near future conditions are 
not likely to be dissimilar to those 
in the period 1946-50 and the fac
tors maintaining production at a 
high level are likely to continue. 
The factors mainly responsible for 
high activity were: 

(1 ) Very high incomes were 
flowing to all important sectors of 
the economy, raising the standards 
of l iv ing in such matters as food, 
clothing, travel and recreational 
facilities. 

(2) Incomes were more widely 
distributed than either in the twen
ties or in the pre-war years. The 
share of disposable income going to 
the top 5 per cent of income re
ceivers declined f rom 33.5 per cent 
in 1929 to 20 per cent or less in 
the post-war period. This could 
not but bolster up consumption 
demand. 

(3) Investment in private indus
tries rose not merely to supply 
existing demand but also future 
demand which it was confidently 
expecting. The community had re
jected the doctrine of 'stagnation 
and gone on to undertake dynamic 
investment. 

(4) Low rates of interest and 
easy credit policies aided this ex
pansion considerably. 

(5) A very significant factor was 
the striking change in population 
trends in the war years. As a result 
population w i l l be higher by 20 m i l 
lions in 1953 than in 1045. ' he 
increase in the number of voting 
married couples and children meant 
an increase in consumption demand. 
M o r e marriages also meant a greater 
demand for housing. Simultaneous
ly w i th this growth there has been 
a shift of population to the west 
and south-west. This has added to 
the demand for automobiles, com
mercial transportation, commercial 
construction and housing and pub-
lie services. 
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(6) There was a moderate 
growth in the non-defence govern
ment expenditure, partly due to 
these population movements. From 
1946 to 1949 this increased from 
$18 bi l l ion to $27 bi l l ion. 

The prospect of these factors 
maintaining high demand seems to 
be fairly bright. If income con
tinues to re main at this high level 
consumers expenditures w i l l con
tinue to be high, the reason being 
that there is no secular trend for 
saving to rise wi th rising incomes. 
W i t h high incomes the demand for 
durable goods is likely to increase. 
The decline in the rate of family 
formation may exercise a damping 
effect on such demand. But it is 
felt that then' w i l l be sufficient re
placement demand for durables, 
especially to replace the large num
ber of automobiles still on the road. 
The increase in the number of two-
car families is also an important 
consideration. Again, much reliance 
is placed on new products like deep-
freezers, driers, air-conditioners, etc., 
to bolster up consumption expendi
tures. 

Despite a decrease in private i n 
vestment geared to defence pro
duction, there may be no reduction 
in private investment expenditure 
as a whole. Looking to the present 
demand for electricity and the plan
ned uses, investment in it should go 
on for several years. O i l and gas 
facilities w i l l undergo considerable 
extension. The chemical industry 
w i l l maintain if not increase its high 
rate of development in the years to 
come. Besides there are several 
new industries in their early stages 
now which w i l l develop subsequent
ly. It is difficult to forecast this 
k ind of development wi th any de-
finiteness because of the . intangible 
character of these dynamic elements 
of investment. 

Another important element of 
the investment picture is housing. 
The increase in the standard of 
l iv ing of the people and high i n 
comes have stimulated a high rate 
of construction. But what has been 
done is not adequate in comparison 
w i th what is needed. If the pre
sent level of prosperity is maintained 
there is no reason why a large 
volume of residential construction 
should not take place for a number 
of years or even indefinitely. Low-
cost housing has immense possibili
ties. This is likely to be assisted by 
government expenditure on schools, 
hospitals, roads, public, recreational 
facilities and local water supplies, 
etc. Investment in these has been 

tardy t i l l now because of the non-
availability of materials and the de
terring effects of high prices. These 
can be taken in hand now and con
tinued for quite some time. 

This it- brave optimism to say 
the least. For, the factors which 
w i l l maintain future demand at a 
h igh level are so full of uncertainty 
that forecasting wi l l have the 
air of wishful thinking. The main 
emphasis of the Council is on re
placement demand and demand for 
new products. Consumer demand 
w i l l be supported by demand for 
automobiles to replace automobiles 
over-age and by demand for new 
consumer durables. Investment 
wi l l be supported by new industries 
and investment in community re
quirements. Compared wi th factors 
like growing population and an ever 
widening frontier which supported 
investment and prosperity in the 
nineteenth century these seem to 
oiler very precarious props. Re
productive investment is safer than 
investment in new industries as 
these breed a good deal of uncer
tainty because they are new. Since 
change is the keynote of economic, 
life the expectation of a short life 
adds to this, uncertainty. Besides, 
what guarantee is there that these 
new products and new industries 
wi l l come forth precisely at the rate 
required to keep the economy work
ing at a high level? 

Should the possibility of a depres
sion become real, the economy, how
ever, wi l l not. collapse like a house 
of cards. There are what are 
called bui l t - in ' stabilisers which 
wi l l prevent it from sliding into a 
trough. Tax remission, social secu
rity payments and the support to 
agricultural prices, etc., w i l l not 
allow incomes to go below a certain 
level. A depression of the magni
tude of the 'thirties w i l l not just 
occur once again. Foreign invest
ment, however, is not among 
the stabilizers discussed by the Eco
nomic Advisers to the President. 
This is disappointing to the outside 
world which has relied fondly on 
the eventual outflow of US invest
ment abroad, either as a safety valve 
to the domestic economy, to prevent 
it from busting, or as an accelera
tor to effective demand, in the 
event of domestic investment fal l ing 
away. 

This is all to the good But the 
imperceptible change that has come 
over the American economy should 
be noted. Capitalism w i t h no holds 
barred no longer wields sway over 
America, whatever may be the 
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feeling of the people there. W i t h o u t 
knowing what they are doing the 
Americans are inarching towards 
the dreaded Socialist State. Even 
today investment by the -State for 
defence and non-defence purposes 
is twice the size of private, invest
ment. Private investment does a 
kind of polite peonage to State i n 
vestment. Should there be a reces
sion and the bui l t - in stabilisers be 
brought into action, the State w i l l 
be even more powerful. It w i l l be 
vir tual ly guaranteeing the incomes 
of a majority of the population—a 
proposition dear to Socialist hearts 
for a long time. The only differ
ence perhaps is in the method of 
doing i t . There is l i t t le to choose 
between the State's providing free 
dentures and its indirectly paying 
the doctor's bi l l . The consumer 
still is sovereign, although a con
stitutional one! 

R. M . H . 
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