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Frofessor Jakob Marschek,
Department of Eoanomics,
University of Chicago,
Chicago 37, I1l.

Desr Professor Marschak:

- The Joint Committee on +the Bconowlq Report which ‘was
esteblished under the authority of the Baployment Aot of 1946,
is now studylng nations) policles designed-to. schieve end mein-
‘tain stability snd highelevol employmeat, the goals of the
Employmant Act, To aid in thess studien the snclosed question-
neire is being ‘sent to = conzidersble vuzber .of professional .
economists , outside the Fedural Governmeat Se vice. You will
nots thet it is in two parts, one doaling with the long-run
‘objective of: elning conditione Yavorable to eccnomic
stability aend” rese; and the othor with somo of the shorte
run problems. we faed in'1947, Wo shall appreciate it if you
will help us by returning a prowpt ccmpreheneive reply. o

:

The primsry purpose of the questiomnaire.is to
elicit enswers that will contribute to the ‘development of
sound thianking, rether than to cbtain &’ statistiosl. piotyre
of the "yes-or-no" views of the soononio profession. - Hence -
we hope you will no® hesitate to submit fairly. full’ enswers
in those oases 'WhiFs your interests und the character of the
question Justify 1t: likewise thet veu will feel free to omit.
my quostions whioh you do not feel prepared to enswer. If
you heve alresdy discussed somo of he questions in- your
published writingé we should apprecinte the referendes, or
coplies of reprints if they ere availsble. '

- Your enswers will be kept confidentiel unless you
indicate that we are free to quote them. Lot me give you

my personel assurdnce thet we shall valus your help highly.

Sincerely yours,

(Signed) Robert A. Tafty -
Chairmen.



The folloxing anewers to the guestionnulre of the Joing Congressicnal
Comrdttes st not be vensiderad se a Cowles Compdssion documeny, but
rather es the expression of my pearacnal viows. Beceuss of the UTEency .
uo $ims was available o clirouieto my suswers ¢ staff menbsrs and to
insorporate thelr eriticisms. This ceortainly would be the most dosire
adlg preecadure, and I regret 40 have hesa unable to follow it. Hever-
theless, I em ocireuleting the anmweve bessuse the guestionnaire itsslf
is rather interesting, wnd becsuss the anecwers may evoke scume inbternal
criticisns whioh mey prove useful i our {iorthar work.

- Jacob Harsshak



AHSWERS ¥C THE "QUESTIONNALRE
ADIRESSED 70 ECONOMISTS.™
Chicage, Juns 16, 1947

To PART i, Question l. “The Mployment Aot of 1946 states that it

Angwar:

ig the policy of the Covernment o maintain 'conditions
under whioh thare w1l be alflforded useful employment op-
portunities, inciuding self-employment, for those able,
willing and seeking to vwork, end to promote meximum employ-
ment, production, and purchasing power.' What conditions
do you conslder mast importent to the attzimwent of these
objectives?”

"Meximum employment , production, and purchasing power™
cmnot, presumebly, denote withln the meening of the Act,
bigh employment combined with low production ("spreading
the work™); or a high lovel of production of goods which
the populatior does mot particularly want to buy. I
sssuns therefors that ths aim is to employ labor and other
resources of the country as fully and efficlently es pos-
giblo, end @ exploy then in produoing thoze goods which
ere most desired by the people. Ucnditions necessary to
achieve this i, oen bo listed as follows:

(1a) adequate totsl davend--to prevent “mon~friotionel
, unemploymset "

(1b) high mobility of labor end oapitel, to prevent
®frictional unemployment”.

(1s) ebsencs of wenopolistic profits or wages--to
prevent wisdirection of the nation's resources.

(1a) = Total demsnd of consumers, of business end of the
government for goods and services mst be large encugh to
absorb the grestest supply of goods and services that can
be produced. It must be realized, however, that, as the
nation epprosches this maximum demend, a rise in prioce is
ineviteble bLecause

{1.22) real returnz per additionel labor or oapital
- unit may begin to fell ("bottlenscks” of various
" idnds are resched), while et the same time

(1.ab) 1lebor, organized or not, ie sble to bargein
for higher money wage rates per hour.

This prioce raising offect of full employment is in- |
eviteble regardleoss of the way by which the total demend
has been raised: whether through monetary or fiscal pol-
ioies of the government, or through free expansion of
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privete industrial or bunking ectivities., For brevity, the wcrds
"inflationary”, and "defletionary” will apply, in what follows, to

any rise or fall in the totul demend (in dollar terms). It will

be understood that in the neighborhood of full employment, & lsrger
proportion of this rise or fall of demsnd tekes the form of u rise

or fall in prices, “han when enployment is low, It will also be
understood that while high employment. production end purchesing
power (in physical terms} are desirable for their own sake, as indi-
cated in the Aot, stable prices are dvairable, not for their cvn siva,
but mainly beceuse strong price chargzes '

(1) change the d.stribution 92 real incoms and thus
disturh sesisl ponce cvem though the aggregats
roal incoms wuy We high, and

{(2) lead to & spesulnative boom followed by & depression,
with aggrogato resl ineome lowered on the averuge of
both pericds,

(1) The flow of lebor end capital frow contracting to expanding
industries can bo accelerated by merauwres such as cheap vorationsl re-
tralaodng , subsidizing tho tronsior of workers' femilies, snd decentral-
ized credit.

(2o} The existenos of monopclisticelly bigh profits or weges in
certzin industries implles that the publlic's desire for their products
ie not catlsfied, ie,, the nationcl rescurcos are misdirected {preseat
sltusbtion in housing).

Of the throe conditions (l.a), (1.b), (1.e), condition
(1.8)~~total demand equalllng our very large potential supply--will
probebly remain the most important cno es long as thoers oxists the
dsager of insaffiolent denand dua to the lack of understauding of re-
quired policles, However, the currcnt necds of our fareign policy aad
of our national defeuse walkn it likeoly thet, efter s year or two of
hesitetion, the goverumante-lits exewutive as well es its lsgislaldve
brauu~-w7lll bring ebout a wi.goreus daaand for goods and services,
nsgided for rosrmement, militery training, snd for supplios to frisndly
couniriss overseas. If, on “he othor hand, the intermational develop~
ment should meke these expeniitures uonscesssry, there is a chance (of
vhich your questionnaire is :tself s hopeful token) thet the political
leaders, the business commriity, tho labor lesders, and publio opinion
in gener sl will advance towards a botber underatending of the nevessity
of mintaining adequete total demsnd, This will leave conditions (1.b)
snd (l.c) #5511 unsetisficd, end the need for their fulfillmemt will
persist, Also, with tho problem of (non-frictionsl) unemploymext out
of tho way, the price-ra’ eing rupeot of full eaployment will require
more rttention than It did ai Lhe time when tho Act wae passed.

To PAR? I, Question 2. ™Wuet 4z ths rei'ation. if any, between inequality
of incomes snd econoxic instability? VYo the following conditions,
when present, cansiitute o threat of business collapse:
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Z. a, Corporaticn profite higher than average in ocom-
parison with lnvestwsni, with ssles, or with othsr
shures of total netione] income?

bs Parm incomes very hizh in comperiscn with other
shares of %otal national income? Yery iow? ©

Answer: Variations in the degree of lnequallty of ircomsa can hardly
affect enployment wm:ch, one way or another, unless these
varlations are very lurge, too lerge to bs contempleted ns
a reality.

To PART I, Question 3. "Is & metioncl dolt equel to 18 wmonths'
: nationel imoome a serious obstscle o the min'}emmce
of full employment? ©

Apswers We may list thres possible effents of the existing debt--
tro deflationary effects snd one influtionery effeot:
(se0 p. 2 for the asfiniticn of these worde);

(3.a) Deflationary «ffuot via the fesr of the
‘ governmant to lncresse the debt further:

(5.b) Deflationary affuct wie the operatlicns of
debt retirement wud Anterest payment, if
finmesd by teuou, end only insermuch os the )
dsbt is hald Dy henks; '

(3.0) Potential infleticnary effect via the vos-
#1ble cuehing of bomds and spending of proceeds.

(5«3)_ Should the %otul demand o consusners and busipnsss heppen
to be insufficient to meintain full empleoymmt, and siould thers be
politicel oppositicn to fineneing the necessary supplementery govern-
ment demend by texes if not loans, efiwet (3.e) may Lecome serious.
It is besed . '

(3.e8) ou en axagperatod opinion of legisimtors
regarding the eff'ects {3.b) and (&.0),
' especielly (3.,c); eund
(3.ab} on the reluctanco to inersase the fiuencicl
powers of the onscutive bransh of the gaverrmavat,

: Effeot (3.b) iz lece serious. If the government dobi
squels 1-1/2 yeara' nstionsl incowe end if, in & give ywer, the pay-
ments on interest and cupital sccounta amount to, say, 5 percont of
the debt, these operaiiona wmount to 4-1/2 percent of nationel imcowmo,
But sinece only & part of the government debt is hald by banks, the
truly deflationary operstions ceusud by the debt ere {in reletion to
naticnal income) even smaller. Tho affect of tex-finenced servicing
of that part of the debt ownod by noas-banke ocwn te sssumed negligible
gince there is no large difforonces in the spending habits of the bulk
of tarpayers mud the bulk of bondholders {other thea banks/.
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Effect (3.c) mey be more significant, both in its benaficial
aspect as & oushion ageinst deflation (as in 1548) and in its unfavorsbls
agpect es an intensifier of & hoom touched of f by other causes. However,
& lurge proportion of btonds previousiy held by the lower-incorwe consumers
seems to have been already redcomed or transferrad; and the dangerous
liquidity elsewhere csn ba kept under contrnl by appropriate wonetary
policies, @.g., by aldjusting the bank reserve-ratics.

The conclusion is eimilar to that &t the and of the snswer
to Question 1, 4As the nature end size of the effocts (both inflaticasry
and daflationary) of goveramant Ccbi boocome Letter understocd, fisesl
policy will become more centrolled by considerations relevant to the
economlic end other gosls of nationsl policy (high aggregate resl income;
social pesce; national defenss, ote.) and less by cousidereiions based
on the traditionel prejudices against government debt és such. Thus
governmam?t debt will cemse tc act &5 @ bar sgsinst & rise in governmesat
expenditure if and when such expsnditures are required by the goals of
nationsl prosperity or socurity.

To PART I, Question 4. "When costs fall because of incressed offisiency
of management or of labor, or because of increased investmsnt,
which type of readjustment is more fuaverable to stability aud
furthar progress--z uarise in wages or & fall in prices? °

dnewer: The experience of theo 1230%'a gives some slight support agzainat
the price~reducing method of adjlusting the economy to techmolopieal pro-
gress., Price reductions without lozs, nade poeaible by higher officisney,
mey lead to the expsctation of furtior price reductiions, an¢ these aie not
possible;in & unionized labor merket, without lossee und ponsequent unecme
ploymsnt., These lsad, in turm, to the expoetation,and reelization, of
further losses, etc. It is not easy to think of a policy wiich would
properly offset thoae expectations.

Theorstioally, oas might argus thet an enalogous offsot in
reverse should be charecteristic of the wsge~reziaing wmethodf. ¥The upserd
sdjustment of wage-rates in & glvan lndustry to s new and higher level of
warginel productivity of lsbor vould leed to the expeotetion of siwmilarly
esasy bargeins on the part of worters in other industries; not Llossed by
raised effiolemoy. If these industries are momopolistic, they will be
eble to grant such wags ralses, and inerease prices., Bowever, ! do not
kmow of sny such emperiencs; end price~rises, unless thay sre very largs,
ars probably in eny case preferable to unemployment. (Ses ebove, (1.e}).

To PARY I, Question 5, "Is it dasirsble that wages be mdjusted promptly
to charges, upward or downward, in the cost of living? PFhat
are the probvable consaquences of @ failure to do this? "

Answor: This question ie enswersd in the reply to Question 3, The
failure to sdjust weges to changes in the cost of living mosns & change
ir the distribution of resl income. Unless this changs ie very large 1
don't beligve it can huve & great offect on totel demend though it mey
consliderably disturb social poasce and geod-wlll within the nstion and is
undesirable for this rouson.



To PART II, estion 1. "Is the present level of prices, or of socme
important group of prices, out of line with other factors
in the economy? Tha level of wapges? 1hs level of profits?
If your enswer is "yes", whet consscguences ore likely to
fdlow from the imbelence, if no plamned wmessures are tekon

to correct ity"

Answer: Sece answers to Questions ¥ wnd & of Part 1. As lonpg as profit
incentive is mainteiped, I cunnot etliach much sconomic (ss distinct from
sooiel end politicel /importence to the reletives size of verious incomes
and prices. '

To PART II, Question 2. "What, if eny, impediments to u continuad high
level of production mid employmeat in this country have you
observed to exist in 1947? How do they differ from thoss
encountered over since Jamuery 19481"

Answer: The reconversion of plunts und scoumlaticn of inventoriss by
businessmen, and the uge of war Yavings by cousumers meintsined hizh
totul demend in 1946, These foctors huve diminished in 1947, but got
replaced in pert by povernmment rinenced demsnd oversess. In the saecond
helf of 1947 or, more likely, in 1044, inoreesed appropristions for sraed
services may elso come in as.& lootor, while exports will be mointuined
by our new line of foreign poliey, This politicaslly ctused demend wey
fall short of the demand necessary to msintein full employment, but
probably not by much.

To PART 1I, Question 3. "ls thero eny wey to meks enulyses of current
econoxmic dete whleh deserve suffiecient contf'idence to form
the besis of Government soticn deeipgnod either to prevent
or 4o stimlete chenges in the business sitvatiom, from J
to 12 months ahoud?"

dngwor: Actions based on economic data, however lmperflect, ere prefler-
able to sotions besed on no duta &t Hil.

To PART 11, Question 4a, " If wvour saswer to questlon 3 is "yea", in
what indiceators woulc you pleoe criel reolisnce, for exemgle:
&, How much significancs do you attach to so-scvlled buromelers,
such as the levels of short-term interest ruates; stodc-mariet
movements; the levels of weges end of wholesele end retail
prices sz compured with some eurlier perieds, eng so onY”

Ansrer: "Economic barometers" .re used for prediction under the sssumption
that certain sequences of eventus repest themsolves; this presuoposes, in

turn, thet underlying economic relationships do not chenge, not even as the
rasult of the very policies thut t£re to be based on those predictions, This

is B serious limitstion; for excmplc, the rempval of rent control or e

chinge in government expenditure may considersbly impeir the velidity of
predictions based on nere repetition of certein empiricelly obscrbved ssguences.
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In spite of these limitutions, ths Uovsernment should
pey close attention to properly selected “baromecters’, especirlly
those justified not only on eupiricel tut alse on theorsticsl grounds,
i.e., those thet oun be expluinoed in terms of plausible human Whevior.

Heasures knovm to produce quick deflstionary or ine
flationary effects must be tsken vt erever it is necossery to counter-amct
strong deviations of demend, predicted by barcmeters snd consistine of
rising prices or fulling employment. 3till better are measures creating
in advance an eutormtic response to such deviations in the future, In-
come texes und social security contributions have this welcoms cheracter—
istic, und ctn be reinforeced by nolking vhe tux-raten, themselves , aubo-
maticelly adjustable in response to strong chenges in the level of
employment end prices, and thus indenendent of wpolitiocs.

To PART IT, Quostion 4b, "%hat vaiue do you attach to nsticnal budgets
("economic rodels”) bused on pest income-sonsumption relaw
tlone, profit~investmont relations, or price-smployment
reletions, as appiied to current date mnd hypothetical new
developments "

Angwer: The limitetions mentioncd in tho emswer to Question 4e do not
exist in the case of "oonditicual prediction" bused on statistiosl
estimation of the response of various econumic groups {consumers,
nenulecturers, landlords, bunkers, etc.) to changes in their incomes
end the relevant prices. Thoze statis¢icael estimetes mast use nll
information availuble: time suries e woell as family-budgets, attitude
surveys, etos The response petieras thus cbieined (end revised from
time to time) osn be used to eveluaks the effects of iy intended policy
or chenge in poliey, or of any other given impact from outside of the
goonomic system, Because of the insdequacy of drte, and elso becungs

of readom variations in humen behuvior, the presdiction must be nwdsz in
the form of & somstimes wdde intervel of velues, But, for sny pre-
rssigned level of probability, the interval can be estimeted with
considerable precision. This is wa :dventage of the swthod., To predict
the possible extremce of the outccme of en aection, w«nd to rive & meusure
of relisbility of thls precdiction is ue mich s cin bLe expscted for any
precticel deelsion, from eny method whetsoevor. To irfnore the marcin

of error because "preacticel people don't understand it," is to Jdeceive
wrerybody, inocluding the practicai people.

Some wiierlying princisles sre set out in my paper “"Hceonondce
Structure, Path, Prediction, snd Policy,” of which ¢ brief sbsirsct is
ziven in the Proceedinss of the meetings of tho fmerican Eeonomlic isssocias
tion, held et Atlantic Clty in Junucry 1947, For more detells lincluding
those on the necegsury revision of si:tistical wethods) see verious publice-
tions of the Cowles Comrission since 1944, in particular the followinz vpsvers:

Lawrence #, Klein,™hs Use of bBoonometric Models as & Guide
to Economic Policy", Economstricu, fpril 1947;

~ Trygve Hmavelmo, "Motheds of Measuring the Marginsl rfropensity
to Consume”, Journel of the American Statistiesl Assooistion, Hsren 1947,




Further bibliogrephical indicstions, as well s & reopring
of my peper mentioned above, ure coatained in the fortheoming Five-
Year Report of ths Cowles Commizsion, 1942~1946, which I shall be able

and gled to send shortly, together with reprints of the articles of
Klein end Haavelmo. '

To PART II, Guestion 5. "I your enswer to question 3 is "no", is
there sny sound besis f'or a stebilization progrem directed
at shortervn cbjectives?”

Angswer: JAnswer not reguired.

Tol.PART 1T, Grestlon 6. "Do you believs that the virtuel abandonment
of price control in 1246 hed o faverable or an unfavorable
effect on the volume of production?”

Answer: Favorable, though not very wmich so. xpectation of rising
prices led to expénsion of bolh inventeries md plant,

To PART 1I, Question 7. "If price control had been nmaintained success-
fully, could tlw rass of tho popmletion have bought more
consumption goode thun they sotuslly were able to tuy after
price control was abundongd? If o, where would the extra
goods hsve come from?"

Apswer: Yes, though not much. The extra goods would heve come through
amaller accumlation of Inventoriss.

Po PART II, Question 8. "Hould & enlerged program of housing construction
' for 1947-48, supnorited by government loans, subsidies, or
prioritiss, heve & beneficial or e harmful offect on the
general levels of prices, employment, and productioni”

inswer: Beneficisl from the point of view stated in the mswer to (nestion
1 of Part I, iten 1,0: resources would be directed towards en obvious need
of the people, presumobly kept unsatisfied in n monopolistic housing merket.

, At the same time, sn enlarged housing progrem will increase
the total demand (in terme of dollars). This will be beneficial il the
fiscel year 1947/8 is not yet affscted by the new foreign policy, 1.e.,
if hesitntions with rerord to tie demends of Armed Services snd to the
recommendations of the Stete Vepartment continue for enother ysar. Other-
wise, the progrem will be harmful.. Not having-the necessery political
informetion I can merely venture the guesa that & housing program of short
durstion, if undertaken immedi:ztely, will be beneficiasl--especially 1f
combined WA th Army recomnendstions on the forms of industrial relecation
snd city plenning neoessary for defense purposes uncer conditions of
modern werfire. '

To PART 1I, Question G. "Wint obstaoles do you see to the developumemt of
, whet you consider en adequate progrum of housing constructiont”
Answers  (9.e) Obstacles {to madem bui iding nethods)which, %o my limite
knowledge, sre st lesst in part due to union rules. .
- {$+b) Resistince of privite tuilding interests ageinst government
. activities in general. - -
\ (5.e) Unocerteintv about the future rent level.



