
ADJUSTMENT OF WAGES DURING CONVERSION
BY SUMNER H. SLICHTER

THE proper adjustment of
wages at this time is of vital
moment to the successful func-

tioning of our peacetime economy —
not merely to avoid the dangers of in-
flation or deflation, but particularly to
facilitate high-level employment.

Wages and prices have now been
controlled in the United States for over
three years. Yet one cannot assume that
wages necessarily have the "right" re-
lationship to the prices of civilian
goods — that is, that wages are neither
above nor below the level which un-
der peacetime conditions will permit
reasonably full employment of the
workforce at the present general level
of prices. For one thing, the control of
wag;es and prices has been in the hands
of separate agencies which have been
only loosely coordinated. For another,
much of the output of industry has been
quite different from the peacetime
product and has been sold to the gov-
ernment at specially negotiated prices
which do not enter into the price in-
dexes. Also, the limited capacity of in-
dustry available to meet civilian needs
has been devoted in many cases to
manufacturing only the most profitable
parts of the various lines of products.

Quite naturally two views have de-
veloped on the relationship between
wages and the prices of goods sold to

^ Changes in the price of labor cannot be meat-
uied with g;reat prediion, and the above figure of
4P% must be legaided as an approximation only.
The bett measure of the change in the price of
labor is the rise in average strai(^t-time hourly
eamingji corrected for shifts from low-paying indus-
tries to high-paying industries and from low-

i plants to hig^-paying plants. This price

the general public: one that wages are
too high relative to prices, and the
other that they are too low.

The view that wages are too high rel-
ative to prices (or, conversely, that
prices are too low in relation to wages)
is frequently found among business-
men and is expressed at some length in
the National Industrial Conference
Board's Business Record for March,
1945, in a paper entitled "Trends in
Unit Labor Costs." It is supported by
reference to the fact that tiie averse
rise in the price of labor since 1939,
over 40%, is considerably higher than
the average increase in the prices of fin-
ished goods, which is about 25%.^

The view that wages are too low in
relation to prices, which is prevalent
among wage earners and representatives
of labor, is supported by two principal
arguments: One is that larger payrolls
will be needed to permit die prospec-
tive peacetime output of industry to
be sold at present prices. The other is
that the rise in profits before taxes from
I5.5 billion in 1939 to nearly $25 bil-
lion in 1944 indicates that w^es could
be increased without preventing full
employment or without starting a spiral
of wage-price increases. President Mur-
ray of the CIO, in a recent statement of
CIO policy to the Director of War
Mobilization and Reconversion, has ad-
reflects the increased yield of piece rates, the up-
grading of individual employees, the spread of
ni(^t-shift premium payments, and the spread of
payment £ar vacations and holidays.

Raw materials have risen about 60%. Conse-
quently, in the raw material producing indiutries
wages may be too low relative to the price of
commodities.
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vocated an upward adjustment in basic
wage rates of at least 20% in order to
maintain "take-home" pay.̂  In addi-
tion, Mr. Murray urged raising sub-
standard ceilings from 65 cents to 75
cents an hour for all employees, an ad-
justment for white collar workers, and
the prohibition of wage reductions.

What are the relative merits of these
two opposing positions on wage policy?
If wage-stabilization policies are to be
continued through the conversion to
civilian production, is the prospective
drop in payrolls likely to produce seri
ous weakness in prices, leading to de-
pression and large-scale unemploy
ment? Will a rise in the present price
of labor (1) accentuate deflationary
tendencies by raising costs in relation to
prices and by diminishing the number
of opportunities to employ labor at a
profit, (2) accentuate inflationary tend-
encies by raising the expectation of
price increases, or (3) reduce the dan-
ger of inflation by forcing advances in
prices and thus reducing the purchas-
ing power of the enormous accumula-
tion of liquid savings? If wages are too
low in relation to prices, will the result
be a rise in wages or a drop in prices?
If wages are too high in relation to
prices, will the result be a drop in
wages or a rise in prices? Which ad-
justment is preferable? If the wartime
wage-stabilization program is to be sub-
stantially modified, what criteria should
govern the making of wage adjustments?
Should these adjustments be made by
standard formula (some revision of the
"Little Steel" formula) applied uni-
formly in all situations, or should the
adjustment in each case be made in the
light of particular circumstances? These
are some of the questions which this
paper will discuss.

•CIO News, May xi, 1945. p. 15-
•The 40% increase in regular straight-time

Size of Payrolls
Let us first inquire how much of a

drop in payrolls may be expected from
a continuation of wage-stabilization
policies.

The war has caused salary and wage
payments to more than double, rising
from I45.7 billion in 1939 to $112.8
billion in 1944. The most important
single cause for the increase in payrolls
has been the advance of over 40% in
the price of labor. If no change had
occurred except a 40% rise in the price
of labor, payrolls in 1944 would have
been about $64 billion instead of $112.8
billion. The principal influences other
than the rise in the price of labor
affecting the size of payrolls have been;
(1) an increase of about 27% in the
number of employees, (2) an increase
of over 15% in the working week, (31
a shift of employees from low-paying
plants to high-paying plants within the
same industry and from low-paying in
dustries to high-paying industries — the
equivalent of about a 12% wage in-
crease,' and (4) premium payments for
overtime — the equivalent of about a
5% wage increase. If only these influ
ences had been operative and if the
price of labor had remained unchanged,
payrolls in 1944 would have been about
I80.5 billion instead of | i i2.8 billion.

Some of the influences that increased
wartime payrolls will now be reversed.
Weekly hours of work are likely to de-
cline sufficiently to eliminate most
penalty payments for overtime; this
would mean a 10% drop below 1944.
During conversion, however, much
overtime and Sunday work is likely to
persist, and it may continue for a year
or so in some civilian industries which
have large backlogs of urgent demand,

compensation eliminates the effect of shifts from
low-paying to high-paying industries.
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such as the apparel trades. The earn-
ings of many pieceworkers, which have
soared to extraordinary heights on war
production, will drop considerably.
There will be a shrinkage in the size of
the workforce; views differ on the size
of the shrinkage — the author's guess is
about 3 million. Seasonal and fric-
tional unemployment will reappear,
though during the "catching-up" peri-
od, when accumulated wartime short-
ages are being met, these types of un-
employment will be less than normal.
The number of employees (as distin-
guished from self-employed), which
was 32.8 million in 1939 and 53.2 mil-
lion in 1944, is likely to drop again to
about 44.4 million. The change in dis-
tribution of employees is indicated
roughly in EXHIBIT 1.

EXHIBIT I. DiSTRiBtJTioN OF EMPLOVEES, 1939,
1944, AND POSTWAR

(In millions)

Employees 1939 1944 Postwar
Armed Forces 0.4 ll.S 2.5
Other Government Service S.4 5.9 S.7
Agricultural Employees 2.6 2.2 2.6
Nonagricultural Nongovern-

ment Employees 26.4 SS.8 35.6
NOTE: The figures on postwar employees rest

upon the following assumptions: A work force of
60 million, average unemployment of 3 million,
agricultural employment (both employees and
proprietors the same as in 1940) of 9.2 million,
self-employment outside of agriculture and un-
classified employees (as compared with 5.5 million
in 1939) of 6 million. These figures do not include
unpaid family workers.

With war over there will also be im-
portant changes in the distribution of
workers among industries. These will
affect payrolls. In most of the nondur-
able goods industries, in constructioi:.
and in the service industries there will
be large increases in employment as
soon as plants are ready and raw ma-
terials available. There will be a sub-
stantial movement of workers from
high-wage war industries to low-wage

civilian industries (although of course
not all the nonwar industries are low-
wage industries; the construction
trades, for example, are not). Further-
more, there will be a large movement
from the armed services to civilian in-
dustries which, on the whole, pay more
than the armed services. And the peo-
ple who withdraw from industry will
be in the main the lower paid people.

In view of the many changes which
will afEect payrolls any over-all estimate
of postwar payrolls cannot of course be
accurate. Were the price of labor to
remain the same as it was iii iuid-1945,
payrolls would drop from $i 12.8 billion
in 1944 to roughly $92.5 billion soon
after the conversion to civilian produc-
tion. But even with a continuation of
broad restrictions against general wage
increases, the price of labor is likely to
creep upward as long as the demand
for labor is high; both employers and
employees are ingenious in finding
ways of getting around restrictions on
wages. Between January, 1944, and
January, 1945, for example, straight-
time hourly earnings of factory workers,
weighted by the distribution of em-
ployment for the same month of 1939,
increased 4.4 cents, or over 5%. Al-
though the year 1944 is likely to be
the peak year of the war in employ-
ment and possibly in payrolls, the drop
in payrolls (if it occurs) will not be
proportionate to the drop in employ-
ment or working hours. Thus it is con-
servative to conclude that the price of
labor by the middle of 1946 will be at
least 5% above the middle of 1945.
This would mean that payrolls shortly
after the conversion would be about
$97.5 billion a year.

Annual payrolls of about the same
amount, $97.5 billion, can also be ex-
pected during the conversion. For some
months the degree of unemployment
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may well be considerably higher than
after conversion, but the size of the
workforce, and hence the number of
men receiving compensation, will be
larger during conversion than immedi-
ately after it. The reason is that conver-
sion will be completed before the armed
services have been demobilized. Con-
sequently, large numbers of men who
will leave the workforce for a year or
two after demobilization will be draw-
ing pay as soldiers, and sailors during
conversion. In addition there will be a
large amount of overtime work during
conversion.

The Product of Industry
Are payrolls of $97.5 billion a year

likely to permit the product of industry
to be sold at approximately present
prices? This will dep>end up)on the fol-
lowing five factors, each one difficult to
predict:

(1) The size of the physical product
of industry: This will depend, among
other things, up)on output p)er man-
hour. Output per man-hour will rise,
probably slowly for a short time and
then rapidly.

(2) The amount of the product of
industry taken by government: The
government may be able to reduce its
demands for the product of industry
very rapidly. On the other hand, it may
be confronted with the necessity of
pursuing guerilla op)erations in various
places, and it may wish to adopt a
policy of making large immediate ex-
p)enditures for the development of
newly acquired bases for military and
naval op>erations. Demobilization of the
armed services, as well as the disposal
or storage of war materials, will require
considerable quantities of materials
and services. In this connection it
should be noted that not until three
years after the First World War did the

pwstwar budget of the government
reach "normal."

(3) The size of nonwage incomes:
The size of nonwage forms of income
will depiend upon the size and timing
of mustering out payments and bonus
payments to servicemen, upon the
quickness with which returning service-
men start up businesses of their own,
upon the dividend policies of corpora-
tions, upK}n the rise of rents, and upon
the amount of borrowing.

(4) The amount of personal incomes
taken by taxes: The size of income avail-
able for expenditures by business enter-
prises and individuals will deptend upx>n
how soon and by how much taxes on
corporations and individuals are cut.

(5) The volume of deferred demand:
The demand for goods will dep>end
upon how rapidly individuals, business
enterprises, and government seek to
satisfy deferred demand. In the middle
of 1945, the deferred demand of indi-
viduals and businessmen may be esti-
mated at close to $50 billion, compx>sed
as indicated in EXHIBIT II. In ad-
dition, there will be several billion dol-
lars of deferred demand by local and
state governments — partly replace-
ments and repairs and partly deferred
improvements and expansion, such as
new schools, roads, and airfields.

As a yardstick for use in analyzing
how the several variables might affect
the relationship between postwar out-
put and postwar demand, let us con-
struct a model using assumptions which
seem reasonable on the whole, but
which, if anything, probably err on the
conservative side by understating de-
mand.

It seems clear that the output of in-
dustry will be somewhat less than in
wartime. The product of 57 million
men working at mid-1945 efficiency
about fffo more hours pwr week than in
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1940 v/ould be worth, at prices about
25% above 1940, roughly $170 billion.
Mid-ioat; efficiencv in relation to pre-
2

Mid
war

. above 1940, roughly J170 billion.
-1945 efficiency in relation to pre-
efficiency, however, is difficult to

EXHIBIT II. COMPOSITION OF D E F E U E D DSMAND

OF INDIVIDUALS AND BUSINESSMEN — MID-1945

(In billions of dollars)

Durable consumer goods, equivalent to two
years' output at the 1940 rate at prices
about 25% above 1940 $20.7

Nondurable consumer goods (exclusive of
services) at one-tenth of the purchases in
1944 6.0

Deficiency in residential coiutTUCtion 750,000
dwelling units S.5

Replacement of industrial equipment, equal
to one and one-half purchases at the 1939
rate of 25% above 1939 prices 103

Restoration of civilian Inventories 9.0

Total deferred demand «49.5

NoTz: These figures do not include deficiency
in repairs to residences and public buildings and
structures, nor do they include the replacement of
industrial plant.

estimate, and it is uncertain how rapidly
efficiency will rise now the war is over.

The instances of spectacular increases
of output per man-hour in war indus-
tries represent, for the most part, not
technological advance but merely prog-
ress in getting organized to make new
products and in training inexperienced
workers. The extent of lasting techno-
logical progress during the war is
roughly indicated by a study of the
Bureau of Labor Statistics of output
per man-hour in 83 industries which
were making substantially the same
product in 1944 as in 1939; this study
showed that the median increase in
output per man-houj* between 1939
and 1944 was 5.8%.* If output per
man-hour in 1945 is about 5% above

* U. S. Bureau of Later Statistics, "Productivity
and Unit Labor Cost in Selected Manutacturing
Industries, 1939-1944." LS45-3«o8 (May, 1945).

'This estimate assumes that the puichaie of
plant and equipment by business enterprises is
about 10% of gran national produa — slightly
imaller than is unul in good yean. On account of

1940, the rise in efficiency has been only
half the normal increase.

Undoubtedly the 5% rise in output
per man-hour fails to reflect the full ex-
tent of technological progress of the last
five years since inexperienced employ-
ees, labor turnover, and shortages of
equipment and parts for replacements
and repairs have limited the rise in pro-
duction. Thus, a fairly rapid rise in
output per man-hour appears to be
probable during the early postwar
years, just as a sharp gain in output
per man-hour occurred immediately
after the First World War between 1919
and 1983. This increase will represent
the elimination of inefficiencies which
grew up during the war and the putting
into effect of technological improve-
ments made during the war. The re-
covery of efficiency, however, may make
only moderate progress during the
period of conversion. Let us assume,
then, that output per man-hour during
1946 will average 5% above the level
of 1945. This would make possible a
gross national product, at prices 85%
above 1940, of about $178.5 billion.

Let us assume that the national gov-
ernment is able rapidly to reduce its
consumption of the product of indus-
try and that it absorbs $19 billion of
goods a year, although during 1946 iu
purchases of goods will exceed this
amount. State and local governments
may be expected to absorb about $10
billion of the national product. A
low estimate for the absorption of the
national product by business, net ex-
ports, and residential building is $86.8
billion.* This would leave about

the large deferred demand business is likely, for a
while, to spend considerably more than 10% of
the groM national product on new plant and
equipment. Restoration of inventories will take
about fs billion a year tor two or three yean.
The great needs of the reft of the world, the large
foreign balances in the United States, and the



62 Harvard Business Review

$122.7 billion available for consumers.
Will demand be sufficient?

Supplements to payrolls and transfer
payments (pension payments, unem-
ployment comjjensation, and payments
to veterans) are likely to exceed contri-
butions to social security funds by at
least $3 billion. Some drop in the in-
come of farmers is likely, but this will
be more than offset by a substantial rise
in the incomes of nonagricultural pro-
prietors, who shrank in numbers during
the war and will now expand again.
The continued increase in the public
debt and the resumption of private bor-
rowing will cause interest payments to
rise. Rents, which have been held down
drastically, are likely to advance sub-
stantially. Divident payments, which
increased only from $3.8 billion" in
1939 to $4.5 billion in 1944 (not enough
to offset the rise in the cost of living),
are likely to show a substantial rise —
perhaps to $7 billion or more a year,
despite the large capital needs which
many enterprises will now have. (In
EXHIBIT III the above figures, as well as
some of the following figures, are shown
in comparison with corresponding 1944
figures.)

With employment at 57 million, and
the price of labor about 5% higher
than in the middle of 1945, income
payments to individuals will be about
$147 billion. The amount of dispos-
able income of individuals will depend
upon how promptly income taxes are
cut and by what amounts. If the cut is
a little less than one-third (making the
drop in yield about one-third), income
payments of $147 billion would yield
disfiosable income of about $134 bil-

lurgc foreign holdings of gold will cause the ex-
port of goods in this country to exceed imports
by several billion dollars — probably by S3 billion
or more. If residential building is no greater in
physical volume than in 1940. about $3 billion will
be spent for it at 1945 prices.

lion. Prewar experience shows that in
good years about lifo oi disjxjsable in-
come has been saved. The upheaval of
war may of course have caused a gjeat

EXHIBIT III. CoMPAHisoN OF SELECTED FK:URES,
1944 AND POSTWAR

{In billions of dollars)

1944 Postwar
Payrolls $112.8 $ 97.5
Transfer payments and supple-

ments to payrolls less contribu-
tions to social security funds 4.6 3.0

Net income of proprietors 24.1 26.3
Interest and net renu 10.6 13.2
Dividends 4.5 7.0
Income payments to individuals 156.8 147 0
Personal uxes 19.3 13.0
Disposable income 135.5 134.0

change in the propensity to save — pos-
sibly a rise but probably a fall. But as-
suming prewar habits persist essentially
as they were, savings will be about
$14.7 billion, leaving a demand of
about $119.3 billion for consumers'
goods.

This analysis fails to take account of
expenditures on deferred demand by
individuals, state governments, and
local g;overnments. It takes only incom-
plete account of expenditures by busi-
ness enterprises on deferred demand;
that is, it includes the restoration of
inventories but no catching-up of ex-
fienditures on plant and equipment.
No one knows, of course, just how
rapidly deferred demand will be satis-
fied. In EXHIBIT II, the total accumula-
tion of nongovernmental deferred de-
mand was estimated at about $49.5
billion and, exclusive of the restoration
of inventories, at about $40.9 billion.
If this estimate is approximately connect,
annual catching-up expenditures of at
least $8 billion or I9 billion are to be
expected. The result would be a de-
mand for goods in excess of the assumed
output of industry.

In view of the many uncertainties
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surrounding both the productive ca-
pacity of industry and the demand for
goods, one cannot say with assurance
that the ^% rise in the price of labor
which may be expected will (in con-
junction with other forms of income)
permit the postwar output of industry
at a high level of employment to be sold
at substantially present prices. If the
government reduces its demand for
goods rapidly but is slow in reducing
taxes, and if consumers and business
concerns are slow about satisfying their
deferred demand, sale of the output of
industry may be impossible except at
prices subsuntially below the levels of
the first half of 1945. On the other hand,
if the government is slow in reducing its
demand for goods, if it promptly makes
large reductions in uxes, if business
concerns, consumers, local governments,
and state governments spend promptly
and on a large scale to meet deferred
demand, and if industry increases out-
put slowly, a disorderly rise in prices is
likely.

Nevertheless, if there is a moderate
increase in efficiency, a substantial drop
in government expenditures and some
drop in taxes, and moderate expendi-
tures on deferred demand, the amount of
employment should be high and prices
should be stable at about the level of
1945 — though with important individ-
ual changes inside the price structure.
Indeed, the assumptions used in con-
structing the foregoing model strongly
suggest that, with payrolls at about
$97.5 billion a year, demand will sustain
present prices. The assumed increase in
nonwage forms of income, the assumed
demand for equipment by industry, and
the assumed demand for residential
building are all probably low. And
even if, on the other hand, tax re-
ductions may not be large or prompt,
the large volume of deferred demand
S •

will probably offset the failure to make
such tax reductions.

Effect of Wage Increases
Let us assume that general increases

in wages are made. How would these
increases affect the problem of avoiding
inflation or deflation? Let us first ex-
amine the inflationary or deflationary
effects of wage increases in rather gen-
eral terms, and then let us look at the
specific conditions which will prevail.

When prices have been more or less
stable, the effect of wage increases will
be different from what it is when in-
flationary or deflationary tendencies are
already in full swing. It will depend
upon whether wages to begin with are
"too high" relative to prices and upon
the rate of technological change in re-
lation to the rate at which wages are
raised. If wages are too high relative
to prices, further increases are clearly
deflationary. The matter of technologi-
cal change, however, is not so simple.

In the absence of technological prog-
ress, wage increases, by raising costs in
relation to prices and thus encroaching
upon profits, would simultaneously re-
duce the propensity to save (an infla-
tionary effect) and the number of at-
tractive investment opportunities (a de-
flationary effect). Under the conditions
assumed, the latter effect is likely to be
greater than the former. This can be
seen from the fact that when costs are
so high that all business is done at a loss
and there are few investment oppor-
tunities, a considerable volume of saving
still occurs.

If technological progress is occurring,
the effect of wage increases depends
upon the rate of technological progress
in relation to the rate of wage increases.
Wages might be raised so rapidly as to
halt the expansion of the economy.
This would occur if wage increases pre-
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vented technological progress from pro-
ducing any reduction in labor costs. In
this extreme case wage increases would
compel a reduction in the total volume
of employment. The cost of production
(including payrolls) would be the same,

prices would be the same, and the vol-
ume of production would be the same;
employment would be less because
fewer men would be required to pro-
duce a given output. If wage advances
absorbed only part of the savings from
technological change, however, some
rise in output would be permitted.
This increase might or might not be
sufficient to permit an expansion of em-
ployment. If wage advances were small
enough to permit an improvement in
the prospects for profits, an increase in
spending might occur and this would
help to sustain prices. Under certain
circumstances prices may be kept suf-
ficiently high in relation to costs (de-
spite wage increases) to permit employ-
ment of the entire workforce.

When either inflationary or deflation-
ary tendencies are already predominant,
widespread wage increases appear as a
general rule to reinforce the current
tendencies — whatever they may be.
This statement may seem paradoxical,
but the explanation is simple.

When inflationary tendencies are
strong, wage increases reinforce ex-
pectations of generally higher prices.
Consequently, they are not expected to
reduce profits by producing smaller
margins between costs and prices. Under
these conditions the short-run demand
for labor is quite inelastic, and wage
increases would mean larger payrolls.
Toward the end of a boom, however,
w ^ e increases may have a deflationary
effect because the speculative accumula-
tion of inventories and expansion of
short-term indebtedness causes an in-
creasing proportion of businessmen to

fear a break in prices. Wage increases
which force the prices in certain indus-
tries out of line with the general price
level are also deflationary; wage in-
creases (or other cost increases) which
halt a building boom are an example.

Deflationary tendencies would also
probably be reinforced by wage in-
creases, although experience does not
yield cases of widespread wage increases
during periods of falling prices. Never-
theless, there is no reason to expect that
wage increases would arouse the expec-
tation that the drop in prices would be
halted. Consequently, they would be
interpreted by businessmen to mean
smaller profit margins and thus would
add to unemployment. If the govern-
ment were slow in reducing taxes but
quick to reduce its demand for goods,
and if consumers and business enter-
prises were afraid to spend freely to
satisfy their deferred demand, wide-
spread wage increases would aggravate
deflationary tendencies. Under these
conditions the demand for labor would
be more than ordinarily elastic. Hence,
wage increases would mean smaller
payrolls and smaller markets for goods.

Specific Conditions. What will be
the result of wage increases made un-
der the conditions which now prevail,
after several years of war? After three
years of price control and enormous
accumulations of liquid assets by indi-
viduals and enterprises, there is no
reason to assume that prices accurately
equate people's desire to hold highly
liquid assets with their desire to own
other kinds of assets. Nine possibilities
obviously exist: prices may be too low,
too h i ^ , or "just rig^t" in relation to
people's desires for liquid assets and for
other kinds of property, and in each of
the three cases present wages may be
too low, too hig^, or "just r i^t" in
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relation to prices. The effect of wage
increases would obviously depend upon
what situation actually exists. If prices
were too high in relation to people's
desires for liquid assets and for other
goods, and if wages were too high in
relation to prices, widespread increases
in wages would be deflationary in the
extreme. On the other hand, if prices
were too low in relation to people's de-
sires for liquid assets and for other goods
and if wages were too low in relation to
prices, an increase in wages (especially
a substantial one) could easily touch off
a spiral of wage-price increases.

What about prices? Since liquid as-
sets have trebled while the price level
has risen one-third, prices are probably
too low to equate people's desire to
hold liquid assets with their desire to
own other kinds of property. This ap-
pears to be true despite the biCt that
the attractiveness of many forms of busi-
ness assets has been limited by low rates
of return and by obstacles to an increase
in the return.

Are wages on the whole too high, too
low, or "just right" in relation to prices?
In a way this is a meaningless question
because the increase in wages and the
amount of technological progress have
varied from industry to industry and
the prices of difiEerent commodities have

advanced by different amounts. We
shall discuss presently the relationship
of wages to prices industry by industry
and plant by plant, but let us for the
moment look briefly at the general situ-
ation. The low volume of profits before
the war and the large proportion of
enterprises showing ..no profit indicate
that in 1939 wages in most plants were
too high in relation to prices. The
movement of the price indexes and the
figures on output per man-hour, both
discussed earlier, support the view that
wages, except in the raw material group
of industries, are probably too high in
relation to prices. The figures on prof-
its, however, appear to contradict this
conclusion because profits per dollar
of sale after taxes are about the same
as before the war, and profits before
taxes have considerably increased (see
EXHIBIT IV). Because some drop in
taxes, particularly in the excess profits
tax, is to be expected, the increase in
profits before taxes is more significant
than the rise in profits after taxes. What
conclusion should be drawn from these
more or less conflicting data?

The figures on prices, output per
man-hour, and profits all present diffi-
culties of interpretation. Trade union
leaders argue that both the rise in prices
and the rise in output per man-hour

EXHIBIT IV. T H E MOVEMENT OF COKPORATE SALES, PUCES, WAGES, AND CoRroKAXE PioFrrs BEFOKE

AND AFTE* TAXES SINCE 19S9
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are considerably greater than the figures
indicate. There is an inconsistency,
however, in this position — unless one
argues, in addition, that the figures on
the gross national product are substan-
tially too small. If the estimates of gross
national product are approximately
correct, an upward correction in the
Bgfures on prices would require a down-
ward correction in the figures on output
per man-hour and vice versa. All in all,
it seems wise to accept the estimates of
the Bureau of Labor Statistics on the
increase in output per man-hour as
roughly typical for the production of
civilian goods. This is particularly true
in view of the fact that the figures on
profits are not a reliable guide to cost-
price relationships because (l) they are
based on an over-all volume of business
about lofo above that of the postwar
period, (2) they are affected by sales to
the government which absorbed about
one-third of the physical product of in-
dustry and which are made at prices
not necessarily reflected in the price in-
dexes, and (3) they are affected by the
large size of wartime orders and by the
temporary drop in selling expenses for
which the war is responsible. Ck)nse-
quently, it is possible, indeed probable,
that wages on the whole are too high
in relation to the prices of finished
goods, and it is certain that in many
industries wages are too high in relation
to selling prices to permit the particular
industries to employ their usual share
of the workers.

One might arg^e that it would be
preferable to enter the conversion
period with wages low in relation to
prices on the gpround that the expecta-
tion of rising wages would encourage
forward planning by business enter-
prises. For example, a concern which
expected that its competitors would soon
be compelled to raise w^es would feel

safer in making commitments at exist
ing labor costs than one which expected
many of its competitors to cut wages or
even to keep present wages. Conse
quently, persons who expect that the
immediate postwar problem will be one
of fighting deflation might well advocate
a present policy of keeping wages low in
relation to prices. This is not a policy,
however, which should be advocated by
one who fears that the country will be
confronted with the problem of pre-
venting a disorderly rise in prices.

Under prospective conditions, wages
too high in relation to prices will not
be so deflationary as they would be
under ordinary circumstances. Their
effect will depend upon (1) the pos-
sibility of reducing excessive labor costs
by cutting penalty overtime, (2) the
willingness of managements to accept
losses or unsatisfactory profits in order
to g;ain a share of postwar markets, (3)
the opportunity of managements to re-
duce labor costs by catching up on
unrealized technological progress which
accumulated during the war, and (4)
the degree of freedom with which com-
modity prices are permitted to adjust
themselves to wages which are too high
relative to prices.

These conditions will vary greatly
from industry to industry and from
plant to plant. In some plants there
will be opportunities to offset wage
increases by reductions in penalty over-
time; in other plants no such opportuni-
ties will exist. The allocation of over-
time payments to different orders raises
interesting theoretical questions. The
slope of the cost curve of an industry,
for example, depends upon whether
penalty overtime is spread evenly over
all sales or whether it is allocated to
particular orders; the proper practice
will of course vary with individual
drcumsunces. Again, some business
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concerns, perhaps most business con-
cerns, will probably be willing to ac-
cept business at a fairly substantial loss
for a limited period of time in order to
gain a foothold in postwar markets; but
some enterprises will not. Incidentally,
one must not lose sight of the fact that
the competition arising from new ma-
terials and technological discoveries de-
veloped during the war and the efforts
of war-expanded concerns to find new
markets promise a vigorous scramble
for business which will compel all enter-
prises to pay much attention to their
market positions.

Particularly important will be the
ptossibility of adjusting prices to wages,
if policies of the Office of Price Admin-
istration permit (or if the OPA has been
abolished), most business enterprises
will find it relatively easier than usual
to adjust prices to labor costs, although
of course exceptions to this general rule
will be found among war-expanded in-
dustries and plants. Included in the
enormous accumulations of deferred
demand is a large amount of demand
which is inelastic in relation to prices
because it is based either upon a more
or less urgent physical necessity or upon
a long deferred desire to resume peace-
ful habits of living. Under these con-
ditions most enterprises (the OPA
willing) should have little difficulty in
raising prices in response to increases in
costs.

If the OPA is too rigid in refusing to
permit increases in prices, wage ad-
vances can be quite deflationary despite
the fact that stiff rates of corporate tax-
ation make the demand for labor less
sensitive to wage-price relationships
than usual. One should bear in mind,
however, that in 1943 only about 68,000
out of over 400,000 corporations had to
pay an excess profits tax. If the OPA is
too liberal in allowing wage advances

to be passed on, however, these increases
could touch off speculative buying and
a spiral of wage and price increases.
Apparently, there is a happy medium
which, on the one hand, will avoid
substantial deflationary effects from in-
sufficient margpins between costs and pri-
ces and which, on the other hand, will
avoid touching off a disorderly and spec-
ulative spiral. The location of this happy
medium will be determined by several
conditions. For example, the farther
the government goes in reforming
taxes to stimulate enterprise, the less
will be the danger that wage increases
will produce a deflationary effect and
the greater will be the danger that they
might start an upward spiral of wages
and prices.

Many people, in view of the huge
accumulated needs and the large re-
serves of purchasing power, believe that
the OPA in fixing prices should tend if
anything to err a little on the low side.
This might turn out to be a wise policy.
Nevertheless, the author disagrees with
it. The OPA should shoot for the happy
medium, but, if errors are inescapable,
it would be better to set prices too high
than too low. There are two basic
reasons for this belief. One is that the
margin on sales in many industries is
quite low — for corporate industry as a
whole about 4 cents on the dollar after
taxes. Consequently, a price which is
slightly too low has a great effect on the
quantity of goods which can advan-
tageousiy be produced. What workers
would lose by paying a price slightly
too high would be largely oBset by big-
ger payrolls. The second basic reason is
that the many adjustments which need
to be made in price relationships can be
accomplished less painfully and with
smaller unemployment if prices are
slowly rising.

Attention should also be directed
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briefly to two indirect but mutually ex-
clusive effects of tbe wage increases. To
the extent that they force a slow and or-
derly rise in prices, their net effect is to
lessen the danger of inflation by re-
ducing tbe purchasing power of the
enormous accumulation of liquid assets
whicli has occurred during the war. To
the extent that wage advances are not
offset by increases in prices, they reduce
tbe yield of tbe corporate income tax
and tbus increase tbe government deficit
or reduce the government surplus. This
in itself would be an inflationary effect.
On tbe other hand, the reduction in
yield might prolong the necessity of re-
uining high rates of taxation upon in-
dividuals and corporations — a defla-
tionary effect.

Danger of Uniform. Adjustments
The foregoing analysis indicates tbat

if tbe OfiEce of Price Administration
permits reasonable ofibetting adjust-
ments in prices, and if taxes are wisely
reformed, wages migbt be raised a sub-
stantial amount witbout producing de-
flationary effects. Tbe analysis also in-
dicates that technological progress in
many industries is likely to be rapid
enough to prevent wage increases from
requiring large advances in prices and
thus threatening an inflationary spiral.

Wage policy, however, cannot be
safely based upon average conditions in
industry as a whole. Undoubtedly it
would be easier politically to make more
or less uniform cbanges in wages —to
revise tbe "Little Steel" formula or in-
vent a new standard formula to take its
place — tban to adjust wages in the ligbt
of particular conditions in different in-
dustries, plants, occupations, and places.
But so wide are tbe differences in con-
ditions in different industries, plants,
occupations, and places that uniform
adjustments of wages might easily pro-

duce unfortunate and, in some cases,
even disastrous results. In addition,
uniform wage adjustments would tend
to preserve the wartime wage structure
instead of adjusting wages to tbe pattern
of labor demand and labor supply v^hich
will now develop. It would be a back-
ward-looking, not a forward-looking,
policy.

Let us examine tbese points in more
deuil. Some of tbe important ciiffer-
ences of conditions in different indus-
tries are as follows:

The increase in straight-time hourly
earnings bas been much greater in some
industries than in others. Among 34
manufacturing and nonmanufacturing
industries the rise between igsg and
tbe end of 1944 varied from ig.o^ in
the street railway industry and 88.4%
in the anthracite coal industry to 54.9%
in the hotel industry and 55.4% in ap-
parel manufacturing. In 10 industries
the increase in straight-time hourly
earnings was more than 45%; in. 9 it
was less than 30^ . In general th<; per-
centage increases have been great<:st in
tbose industries in wbich average hourly
earnings were low in 1939 and lowest
in those industries in whicb average
bourly earnings were bigbest in 1939.
But there are exceptions. In foo<l and
kindred products, paper and allied prod-
ucts, retail trade, and stone, clay, and
glass manufacturing industries, which
were in the lower half of the group of
34 in straight-time hourly earnings in
1939, the percentage increase has been
less than the average. On the other
hand, in building construction and
in transporution except automobiles,
which were among the top half of the
34 industries in 1939, the percentage
increases have been above the average.

The amount of overtime ih some in-
dustries has been much greater thiui in
othen, and thus the subsequent loas of
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overtime will have a greater effect on
the income of workers and labor costs
in some industries than in others. In
1944 the average weekly hours in the
locomotive plants were 49.0; in cash
register and adding and calculating ma-
chine plants, 49.3; in machine tool
plants, 50.7; in sewing machine planu,
51.8. A few industries have had virtu-
ally no overtime; for example, the aver-
age work-week in building construction
was 38.8 hours and in anthracite coal
mining 38.9 hours. And the variation
in the amount of overtime among plants
is even greater than among industries.
Since overtime has been so unevenly
distributed, an attempt to compensate
for the loss of it by a uniform formula
would produce extremely erratic results.

The change in output per man-hour
has varied greatly in different industries
between 1939 and 1944. In a study of
83 industries making virtually the sanie
products in 1944 as in 1939, the United
States Bureau of Labor Statistics found
a drop in output per man-hour in 9 of
them and a rise of as high as 41.5% in
the rayon industry and of 49.4% in the
ice cream industry. Adjustment of
wages in the light of an increase (or
lack of an increase) in output per man-
hour would in the long run produce
a wage structure not properly related
to the supply and demand situation for
different types of labor and, further,
would produce an arbitrary distribu-
tion of the gains of technological prog-
ress. In the short run, however, when
the inflationary or deflationary effects
of wagie changes must be considered,
changes in output per man-hour are an
important consideration.

The change in unit labor costs be-
tween 1939 and 1945 varies greatly

industries. In 83 industries

• Survey of Curratt Bunneo, VoL «4« No. 7 (July,
1944), pp. 5 and 6. That n e rough eoBparifOiii

Studied by the Bureau of Labor Statis-
tics unit labor costs dropped in s (6.9%
in the ice cream industry and 0.3% in
the rayon industry) and increased more
than 60% in 3 industries (61.2% in
cotton goods, 68.7% in flour and other
grain mill products, and 69.7% in lum-
ber and saw mills). The median in-
crease was 41.9%, but there were 9 in-
dustries where the increase was more
than 50% and 6 where it was less than
30%.

The ratio of the wage bill to profits
before taxes varies greatly among in-
dustries and plants, so that the effect on
profits of a given wage increase not
shifted to consumers or producers of
raw materials would vary greatly among
industries. In the manufacturing of
transportation equipment, profits before
taxes in 1943 were 18.4% of the wage
bill; in mining, 88.7%; in iron and steel,
86.8%. On the other hand, in paper
producU, printing, and publishing prof-
its before taxes were 55.4% of the wage
bill; in the chemical industry, 70.8%.*

The ratio of the wage bill to gross
sales varies greatly among industries, «o
that a wage increase shifted to con-
sumers would have a very different
effect on prices in different industries.
In 19 manufacturing industries, payrolls
varied from 3.5% of gross sales in pe-
troleum and coal products and 5.8%
in tobacco manufactures to 35.8% in
lumber and timber products and 39.7%
in the manufacture of transporution
equipment except automobiles. In 6
cases payrolls were more than 84% of
sales; in 4 cases less than 10%.

The ratio of profits before taxes to
sales varies greatly among industries, so
that feilure to shift a wage increase to
consumers or producers of Taw materials
would have very different effects upon
{ram indmtriei whae virtually all employment u
given by mporadons.
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profits in different industries. In 1941,
for example, the ratio of profits before
taxes to sales varied from 2.4% in an-
thracite mining, 3.4% ^^ wholesale
trade, and 3.8% in the manufacture of
apparel to 18.9% in metal mining,
25.0% in service industries, and 25.2%
in the manufacture of transportation
equipment except automobiles. Among
91 industries there were 8 in which prof-
its before taxes were 15^ or more of
gross sales and 6 in which profits were
less than 5% of sales.

These differences in conditions in
different industries obviously create the
possibility of all manner of combina-
tions and permutations. For example,
some industries where the loss of over-
time will be greatest are industries in
which the wartime rise in wages has
been greatest; some industries where
there has been little overtime have had
little rise in wages. The manufacture
of transportation equipment except
automobiles, with a rise of 52.4^ in
straight-time hourly earnings between
1939 and 1944 and the second highest
weekly hours of work, among manufac-
turing industries in 1944, is an example
of the first combination of conditions;
printing and publishing, where straight-
time hourly earnings have advanced
only 23% and where there has been
little overtime, is an example of the
second. Because there is wide variation
in the elasticity of the demand for dif-
ferent products, a given wage change
would reinforce inflationary trends in
some cases and deflationary trends in
other cases. To some extent these op-
posite effects would cancel out, but this
would be more or less accidental. The
adjustment of wages should therefore
be made case by case. This view is re-
inforced by the fact that the differences
among enterprises are even greater than
those among industries.

Criteria for Wage Adjustments

The most important reason for not
adopting a rigid formula to guide the
adjustment of wages is that such a pro-
cedure would be backward-looking; it
would tend to preserve the wartime
wage structure instead of adapting wages
to the postwar pattern of labor supply
and labor demand. The adjustment of
wages to postwar conditions is a com-
plicated problem. The four principal
elements which need to be considered
in working out a solution appear to
be:

(1) Some industries, plants, occupa-
tions, and regions will have an increas-
ing demand for labor; others will have
a falling demand. In some munitions
industries, for example, employment
will fall by more than half. In the
textile industry and apparel industries
there will be substantial increases in em-
ployment. War invariably makes heavy
demands upon manufacturing indus-
tries. Although civilian employment
increased less than 15% between 1939
and 1944, manufacturing employment
rose over 60^ . The proportion of gain-
fully employed in manufacturing in-
creased from less than one out of four
to one out of three. With war over it
will probably sink back again to one
out of four. Within manufacturing,
employment in the durable goods in-
dustries has more than doubled and in
the nondurable goods industries has in-
creased only 14%. The geographical
pattern of the wartime demand for
labor has been abnormal, particularly
because the war required an unusually
large movement of men to the Pacific
Coast.

(2) The American labor market is
not a unity. It has always included ex-
panding industries and occupations and
declining industries and occupations.
It also has always included labor-ex-
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pwrting areas and regions and labor-
importing areas and regions. Of par-
ticular importance is the fact that the
increase in employment opportunities
comes mainly in nonagricultural indus-
tries, which means that the increase in
jobs is mainly in the cities and towns.
Indeed, employment on the farms has
been decreasing for a generation. On
the other hand, the country's excess of
births over deaths is made possible by
the high birth rate on the farms and in
the small towns; the large city popula-
tions are not self-sustaining. All in all,
the incomes of most farmers have been
substantially below the incomes of in-
dustrial workers. Furthermore, a large
movement of people from the country
to the city is needed in order to absorb
surplus labor in the country and to pre-
vent labor shortages in the cities. The
war has produced a rapid drop in farm
population from about 30 million to 25
million — partly because of the drafting
of 1.7 million farm boys and partly be-
cause of the movement of farm families
into war industries and centers.

(3) The United States is likely to
have the special problem of averting a
dangerously large drop in the prices of
farm products within two or three years.
The prices of farm products have in-
creased about 100 fo during the war in
comparison with a rise of about 85%
in the prices of finished goods. Agri-
cultural output has inc^ .ased about 85%
above the prewar figjure. Part of this
increase has been the result of excep-
tionally favorable weather, but further
improvements in technology are likely
to ptermit the entire increase to be re-
tained. The government has under-
taken to support the prices of many
bam products at 90% of "parity"
(92.5% in the case of cotton) for two
or tluree years after the war's end.
Serious weakness in form prices would

create a strong demand that the govern-
ment extend its guarantee.

(4) Prices and wages in the United
States for over two decades have been
too low relative to the rest of the world
with the result that other countries
have had difficulty in selling enough to
us to enable them to buy our products
on the scale which they would like to
purchase them. In other words, foreign
countries as a general rule would gain
more as sellers from higher prices in the
United States than they would lose as
buyers.

Incentives to Leave War-Expanded
Industries. The postwar wage pattern
should provide incentives for men to
leave the greatly expanded war indus-
tries, and at the same time should help
the expanded industries to provide em-
ployment opportunities for some of the
men who have moved into those indus-
tries and who would like to remain
there. In particular, the postwar wage
structure should provide incentives for
part of the greatly expanded workforce
on the Pacific Coast to leave there and
at the same time should help the indus-
tries on the Coast to provide substan-
tially more jobs than in 1939.

All of this means that, as a general
rule, wages should rise the least (or
even decline) in those industries where
they advanced the most during the war.
Exceptions to this general principle
might be created by special conditions
of demand and supply in particular in-
dustries and places. It is to be noted
that changes in the wage structure after
the First World War corresponded in
general to the principle suggested
above. The industries which experi-
enced the largest increases in hourly
earnings during that war had decreases
during 198O and 1989, whereas the in-
dustries which had the smallest war-
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time advances had increases between
1920 and 1929.''

Maintaining Proper Balance between
Expanding and Contracting Industries.
Why should labor not be forced out
of the overexpanded industries by rais-
ing wages in those industries pari passu
with wages in other industries? Wage
increases in contracting industries
would aggravate unemployment in those
industries, and unemployment would
force men to move into other indus-
tries. There are two difficulties with
this proposal. One is that it ignores the
cost of movement. Some workers would
be glad to continue to work where they
are at lower wages than they could com-
mand in other occupations, industries,
or places, in order to avoid the difficul-
ties of making a shift. They are entitled
to an opportunity to exercise this pref-
erence. The second difficulty is that
maintaining wages in contracting indus-
tries would produce a waste of labor by
causing wage-distortion unemployment.
Some workers would remain attached
to the contracting industry in order to
obtain a limited amount of employment
at the increased wages rather than as-
sume the cost of shifting to other occu-
pations, industries, or places. The wage
structure should aim to maximize em-
ployment.

'Th i s is shown in the following table which is
based upon figures on hourly earnings collected
by the National Industrial Conference Board for
SI manufacturing industries:

Increase Change
1914 to 1920 to

1940 1939
Ten industries above the

median 173.9% - 8.6%
Ten industries below the

median 126.9 - S.I
Top Bve 181.2 -12.8
Second five 162.6 _ 4.4
Pint five below the median I43J -)- 2.6
Second five below the median 110.6 4- '-7

The encouragement of the largest
possible employment requires that
wages in expanding industries should
exceed wages for comparable occupa-
tions in other industries only by the
minimum necessary to attract labor in
the needed amounts. One reason why
this principle is important is that the
capacity of the economy to absorb sav-
ings and thus to provide jobs depends
upon how promptly wages and prices
rise in response to increases in demand.
One can conceive as an extreme case
that increases in demand produce only
advances in wages and prices witli no
rise in production and employment. Or
one can conceive the opposite extreme
case in which increases in demand pro-
duce only expansion in output and em-
ployment with no increase in prices or
wages. Ordinarily an increase in de-
mand produces a mixture of price-wage
effects on the one hand and of produc-
tion-employment effects on the other
hand. The greater the propensity of a
community to save, then, the mon: im-
portant it is that the discovery of new
investment opportunities should yield
mainly increases in output and employ-
ment rather than increases in wage.'; and
prices. Moreover, the fact that profits
in expanding industries appear to be
"excessive" should not necessarily be
accepted as a reason for making sub-
stantial wage increases. "Excessive"
profits induce further expansion and
thus create employment opportunities,
whereas the elimination of "excessive"
profits through wage increases would
reurd expansion of investment and em-
ployment.

Men are more willing to change their
occupations or the industry in which
they work than they are to change the
place in which they live. Furthermore,
employment opportunities are moire ef-
fective than wage differentials in atturaa-
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ing people into expanding industries
and occupations and even in inducing
them to change their places of residence.
Consequently, large differentials should
ordinarily be unnecessary to attract
men into expanding industries, at least
where no change of residence is re-
quired. The reluctance of people to
change their residences, however, means
that geographical wage differentials
should, as a rule, be larger than occupa-
tional or industrial wage differentials
— both as an inducement for people to
move and as an inducement for capital
to move into places where capiul is
scarce and labor is plentiful.

Relief of the Surplus of Farm Labor.
The relief of the chronic surplus of
labor in agriculture should be a major
objective of postwar wage policy. This
surplus indicates that prices and wages
in nonagricultural industries have been
too high relative to agricultural prices
and incomes of fanners and that in-
creases in the demand for nonagricul-
tural products have tended too much
to increase (or keep up) wages and
prices and too little to increase output
and employment. The prevention of a
substantial drop in prices of farm prod-
ucts several years after the war's end re-
quires great expansion of nonagricul-
tural industries. Expenditures for farm
products at the farm have in recent
years run from 10% to 14% of the in-
comes of individuals after taxes. If
disposable incomes within several years
could be raised to about $145 billion a
year and if purchases of farm products
are 18% of disposable income, exp>endi-
tures for farm products at the farm
would be $17.4 billion compared with
about $19.9 billion in 1944.

The expansion of nonagricultural in-
• This analysis and the accompanying conclusion

differ somewhat from those exprcned in the au-
thor's paper "Public Policies and Poitwar Empioy-

dustries and incomes can be accom-
plished by rapid technological progress.
The income elasticity of the demand for
most farm products appears to be low.
Consequently, the balance between
agriculture and the rest of industry is
more effectively improved by pulling
people out of agriculture (and thus
limiting the output of farm products)
than by raising nonagricultural in-
comes. This means that technological
progress in nonagricultural industries
would contribute to an improved bal-
ance between agriculture and industry
more by making possible lower prices
of nonfarm products than by making
possible higher wages in nonfarm indus-
tries — though both are useful. Lower
prices of nonfarm products would in-
crease sales and so would help draw
people out of agriculture.

One might argue that, under the
peculiar conditions that will exist for
the next few years, there may well be
little choice between wage increases in
nonfarm industries and reductions in
the prices of nonfarm products as a
method of improving the balance be-
tween agriculture and other industries.
The accumulation of liquid assets dur-
ing the war has been so large relative
to the rise in the price level that higher
wages might simply bring about a pro-
portionate increase in expenditures.
Thus, the prices of nonagricultural
products might be reduced relative to
the prices of farm products, but the en-
tire price level might simultaneously be
raised. The difficulty with this argu-
ment is that the prices of many farm
products are determined by conditions
in world markets. Consequently, a rise
in expenditures in the United States is
not likely to produce much rise in the
price of farm commodities."
ment," a forthcoming publication oE the Tvrenti-
eth Century Fund.
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Adjusting to Prices in Other Coun-
tries. The possibility of improving eco-
nomic relations between the United
States and the rest of the world by raising
prices here relative to prices in other
countries conflicts with the need of the
United States for lower nonagricultural
prices relative to the prices of farm
products. Inasmuch as the prices of
many farm products are determined in
world markets, it is not practicable to
have a more or less uniform increase in
farm and nonfarm prices in the United
States. Economic relations between the
United States and the rest of the world
will have to be improved by reducing
United States tariffs, by reducing the
price of foreign currencies in terms of
dollars, and by making more completely
available to foreign countries the su-
perior managerial and engineering skills
which are mainly responsible for the
abiky of the United States both to out-
produce and to undersell the rest of the
world.

A More Rational Wage Structure
Under the guidance of the War Labor

Board important progress has been
made during the war in developing a
more rational wage structure — this
progress mainly taking the form of
elimination of intraplant inequalities.
Within a very short time we shall see
collective bargaining replacing public
wage policy as the principal determi-
nant of the country's wage structure.

Collective bargaining must be expected
to produce a wage structure which re-
flects the distribution of bargaining
fKDwer among labor organizations and
employers and the differing wage ob-
jectives of different trade unions, but
only indirectly and to a limited exiient
the distribution of labor supply and
labor demand. Nevertheless, the proc-
esses of collective bargaining will be
helped if public wage policy continues
for a brief period to introduce more
rational relationships into wages.

In the short space of a year or i;wo,
even the most wisely conceived v?age
policy can do little to eliminate mal-
adjustments which have gradually crept
into the wage structure over a period
of decades, but it can avoid aggravating
these maladjustments and can do scmie-
thing to reduce them. In particular, it
is imporunt to avoid merely carrying
over into time of peace through uniform
and mechanical wage changes the vt'age
relationships which grew up during the
war. It is important to give increases in
demand a good opfjortunity to produce
expansion of employment. It is impor-
tant to give capital an incentive to move
into regions of surplus labor. Finally,
it is desirable to reduce disparities be-
tween farm incomes and the incom(;s of
city workers, and to develop a wage
structure (and a price structure) which
will help nonagricultural industry more
rapidly to absorb people from the farms
and small towns.






