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Abst ract

The question this paper asks is a deceptively sinple one: How
much did America's involvenent in Wrld War Il contribute to the
long-run growh of the U S. federal governnment? One possibility is
that after the war the new agencies that were created during the
war, and the existing agencies that had expanded their budgets and
staff levels, retained part of their wartinme gains by vigorously
fighting cuts, and relying on the inherent inertia of the political
process. This possibility, which is often referred to as the
"ratchet" hypothesis, is discussed in sections 2 through 6. Section
2 discusses the evidence for a spending ratchet, section 3 for a
staff ratchet, section 4 for a new agency ratchet, and section 5
for a regulatory ratchet. Qur conclusion is that the wartine
experience did not produce an expansion in the role of the federal
governnment along any of these dinmensions. In section 6 we try to
explain how the ratchets were avoided. In section 7, however, we
argue that the by apparently confirmng the validity of Keynesian
revolution in macro-economcs the war did contribute to the
i deol ogical swing toward big governnent then in process, and in
this way to the postwar expansion of the federal governnent.
Finally, in section 8 | summarize the major concl usions.



1. Introduction

The question this paper asks is a deceptively sinple one: How
much did America's involvenent in Wrld War |1 contribute to the
long-run gromh of the federal government? But the answer we give
depends on what we nmean by the growh of government and the
channel s we can identify through which the wartimnme experience m ght
have influenced that growh. In sonme cases, where we specify a
sinple direct influence, it is possible to give a sinple answer.
But in other cases precision is inpossible.

W can divide the potential channels of influence into two
categories. First, there are the ratchet explanations. The
argunents here are fairly sinple. During wartinme periods, agencies
experience increased budgets and staff levels. In principle these
should be reduced to prewar levels in the postwar period. But by
vigorously fighting cuts, and relying on the inherent inertia of
the political process, agencies can retain part of their wartine
gains. This possibility is discussed in sections 2 through 6.
Section 2 discusses the evidence for a spending ratchet, section 3
for a staff ratchet, section 4 for an agency ratchet, and section 5
for a regulatory ratchet. Al of these argunents are based on
assunptions of fairly sinple failures in the political marketplace,
and nmake fairly sinple predictions about the changes to be observed
in major variables. Qur conclusion here is that the wartine

experience did not lead to a growh in the role of the federa



governnent through any of these channels, and in section 6 we try
to show how t hese dangers were avoi ded.
In addition to the ratchet explanations it is possible that

the war influenced intellectual assunptions that produced a tilt

toward the growh of governent. In section 7 | examne one such
inpact. Here | conclude that the war may have had sone i npact
t hr ough its I nfl uence on t he Keynesi an revol ution in

macr o- econom cs, although other neglected years nay have been
equally inportant. Finally in section 8. | summarize the najor

conl usi ons.

2. Was There a Spendi ng Ratchet?

In the wusual telling of this story the governnent expands
during the war, acquiring nore resources both to fight the war and
to nmanage increased responsibilities on the honefront. People
becone used to a larger governnent, and heavier taxes. And since
t hey do, when peace cones | egislators and bureaucrats see no reason
to reduce the size of governnent, and with it their own power and
influence, to what it was before the war. The electorate is likely
to be satisfied with only partial cutbacks from the wartine peak.
This story could apply to any war, or even to a peacetine
energency, but it mght apply with special force to Wrld VWar |1
because of the contrast wth the Depression. Since civilian
consunption levels would be nuch higher after the war than before,

if full enploynment could be maintained, consuners woul d be unlikely



to mss the additional resources going to the governnent.

In reflecting upon this story it is inportant to distinguish
between mlitary and civilian expenditures, and between war-rel ated
civilian expenditures - interest on the national debt, veteran's
benefits, reparations and relief, and so forth - and the true
peacetinme civilian expenditures. Wile the war-related civilian
expenditures may be inportant to study for various reasons - their
econom ¢ consequences mght well be considerable - their existence
is hardly a new or controversial idea. Adam Smth for exanple,
gi ves a succinct and penetrating account of why governnents seek to
finance wars through deficit spending, producing increased interest
paynents that nust be net in future years.? Here | will concentrate
on the idea that the purely civilian expenditures tended to
increase dramatically after the war.

A wide range of opinions can be found in the literature
concerning the inportance of the spending ratchet. The witers
guot ed bel ow have a general wartinme ratchet in mnd, although they
woul d presunmably expect their story to apply to World War 1l1. There
are many skeptics such as Borcherding who refers to it as that
"insubstantial hypothesis;" Msgrave and Misgrave who conclude
cautiously that the hypothesis "cannot be taken to give a
concl usi ve expl anation” and Peltzman who rai ses sone doubts about
it on the basis of international conparisons.® But there are also
witers who take a positive view of the ratchet, although it is

noteworthy that the nore a witer burries hinself in the nunbers



the less convincing the case for a spending ratchet becone. Anong
the supporters it is not always clear from their description
whether they have in mnd sinply the war-related civilian
expenditures or a true civilian war-ratchet. But the inmages they
enploy appear to be wuseful only if there was a true civilian
ratchet.

Thus, Jack H rshleifer suggests that one explanation of the
gromt h of governnent may be that wars leave in their wake a "nass

of officehol ders" who can resist cutbacks. And in a simlar spirit,

Herman Krooss wites that "in each mgjor war, governnment clearly
becane the pre-em nent player on the economc stage, and when the
war was over, the governnment never conpletely reverted to the
status of bit player”. This could be nerely a colorful discription
of the course of governnent spendi ng. But the vivid inage of an
actor unwilling to give up the linelight, strongly suggests that
governnent actively sought to prevent even those changes in
spending that "should" have occurred. And there is no mstaking
Joseph Reid's assertion about Wrld War 11 that "nmore likely, it
was the incapability of supporting the newly bloated governnent
with tariffs that dictated retention of the new incone tax rates,"
than the new Keynesian notion of the appropriate role of
government. Jonathan Hughes, characteristically, has given us a
particul arly vigorous statenent.*
Each war inflated the econony and gave the Federal

spendi ng nechanism a scope it did not previously have
The historical expansion of the Federal sector has been



mainly achieved by a few short bursts of wartine

spending, not by a steady rise related to the country's

popul ation growh, or the G\P it produced. After each

war there were expanded interest paynent, new veteran's

benefits, as well as the actual growh of governnent

costs.

The last phrase is crucial. If what Hughes has in mnd is
sinply a rise in costs proportional, say, to the rate of inflation,
we are left with the uncontroversial proposition that governnent
spending rose in real terns to pay wartine debts and to pay
veteran's benefits. But since he intends his statenments to apply to
the general expansion of the Federal governnment | think he neans
that other government expenditures rose in real terns relative to
popul ati on or real G\P

Surprisingly, however, there has been Ilittle historical
research addressed directly to the spending ratchet. Professor

Hoggs's COisis and Leviathan, although directed to a sonewhat

different thesis, breaks new ground. This lack of interest exists,
nmoreover, despite the |large nunber of studies for other countries
stinmulated by Peacock and Wsenan's work that identified the
spending ratchet as crucial in the British case. The early and
excellent work by M Slade Kendrick was witten with a view toward
measuring the long-run costs of veteran's benefits, and simlar
war-related civilian expenditures, and so does not speak directly
to the nore recent concern with the purely civilian expenditures.
The one exception that | know is Tussing and Henning' s study which

found no evidence of a civilian war ratchet when all |evels of



government spending are aggregated.® Here | wll take a closer
| ook, wusing nore disagregated data, at the changes in federal
spending during World War |l and so put the spending ratchet to a
[imted but intense test.

Table 1 presents the relevant before and after calcul ations
for World War 1l1. The neaning of the colums is straightforward
The only colum about which there mght be sone question is the
colum nmarked foreign. It is arguable that sone of the expenditures
in this colum mght be better defined as mlitary expenditures
especially those occuring under the actual mlitary budgets. But in
the aggregate, it is unlikely that definitional problens of this
sort would effect the general picture.

The nessage of Table 1 is clear. Mlitary spending shows a
strong increase over the prewar years. The |essons of Minich had
been |earned. Anerica found dangerous new rivals on the world
scene, and would not return to its prewar isolationism The sane
comment partly explains the junp in expenditures under the headi ng
marked foreign, although purely humanitarian considerations nmay
al so have played a role in sone of the war relief expenditures. The
increase in interest and veteran's benefits also have a clear
expl anation. Debts incurred in wartine had to be paid in peacetine.
The surprising feature of the table, is the decline in the
remaining civilian expenditures once these other sources of
spending have been renoved. There is sinply no evidence of a

spending ratchet in the sense of an increase in spending over the



prewar | evel generated by the defensive tactics of bureaucrats.

The result for Wrld War Il does not depend sinply on the
ratio being unusually high in the prewar period because G\P was
unusual ly low, nor on sone inpact of prewar mlitary preparations.
Gvilian expenditures net of mlitary spending, foreign spending,
interest and veteran's benefits in 1938 were 6.3 percent of ful
enpl oynent GNP, a figure not nuch |ower than the 6.57 percent given
in Table 1 for the prewar average. This is full enploynent real G\P
at 1938 prices and so may underestimate full enpl oynment nom nal G\P
to the extent that prices would have risen as full enploynent was
approached. Presunmably at higher prices federal spending would have
been higher, so the choice of price |level does not seem crucial
Federal spendi ng, however, would have been lower at full enploynent
due to lower relief expendiures.

It can also be argued that total spending is not an adequate
measure of the role of the federal governnent because it includes
transfers. It could be true that transfers declined across the war,
because econom c conditions inproved, but that federal purchases of
real goods and services, a neasure of the resource cost of
governnent, actually increased. It could be true, but it isn't.
The share of civilian purchases of goods and services by the
federal government in GNP fell from 4.1 percent to 2.2 percent
across World War |1 (1939-1940 conpared with | 947-1949).°

It is also conceivable that gains by certain civilian agencies

during and after Wrld War Il were nmasked by declines in agencies



established to deal with the Depression. The decline in the federal

net civilian spending ratio, in other words may mask the conversion
of tenporary relief expenditures into permanent spending. To
examne this possibility it is necessary to disaggregate the
civilian residual. But the disaggregation nust be by organizational

unit (Departnment of Agriculture, Departnent of State, and so on)
rat her than by functional category (natural resources, foreign aid,

and so on). The latter breakdown, available in a nunber of sources,

does not tell us what bureaucrats were able to acconplish in terns
of pronoting their own spheres of influence. Table 2 was conputed
to show how the various agencies fared over the crucial years 1941
to 1948. The units in the table correspond (with a few exceptions)
to the appropriation bills passed by Congress and so correspond to
the points at which bureaucrats or pressure groups had to nake
their influence felt if they were to alter spending in their favor.

In constructing Table 2 | have nmade a nunber of deductions

Spending by the mlitary services are deducted, even if for
nom nal |y civilian pur poses. Spendi ng by t he Veteran's
Admnistration was omtted from the Independent Ofices, and
interest on the national debt and certain foreign |oans were
omtted from the Treasury Departnent. Finally, expenditures by a
variety of purely wartinme agencies, such as the Ofice of Price
Adm ni stration and the War Asset Adm nistration, were deducted from
expenditures by the Executive Ofice of the President and the

| ndependent O fices. In each case, the idea was to deduct the



obviously war-related expenditures, and so focus on a residual
appropriate to the spendi ng-ratchet hypot hesi s.

The organizational wunits are arranged according to their
growh rates over the years 1941 to 1948. The first significant
point is that two-thirds of the units, failed to grow as rapidly as
G\NP. In sonme cases this is not surprising. The Federal Wrks
Agency, which included Depression era devices such as the Wrks
Projects Admnistration, could be expected to shrink relative to
GNP with the return of prosperity. But other units (in particular
the Departnment of Agriculture, the Legislative Branch, and the
Executive Ofice of the President) are ones which would be expected
to weld considerable power in the fight for funds. |If the
spendi ng-ratchet was operative how could these powerfully placed
agencies have failed to grow as rapidly as the rest of the econony?

Wen we turn to the five agencies that did expand nore
rapidly than GNP, it is clear nmuch of the expansion of these
agencies can be attributed to demand changes induced by the war.
The category of Independent Ofices includes a wde range of
agencies, but the bulk of the growh is accounted for by a few
|arge agencies, in particular the Railroad Retirenment Board.
Spending by this unit increased dramatically across the war years.
If its expenditures are deducted, the remaining |ndependent Ofices
actually show a decline relative to G\P. Al though | egal changes nmay
have increased expenditures by the Board, the basic commtnent to

the railroad workers had been nade in the Depression. The growth of



the Treasury Departnent is even easier to understand. There was a
much increased debt to nmnanage, and heavier taxes to collect. The
demand for the Treasury's services, thus, was derived ultimately
from the demand for veteran's benefits, mlitary strength, and so
on. The growh at the State Departnent is al so easily understood as
a derived demand. The decision after the war to play a nore active
role in world affairs required a larger volune of resources to
create the framework through which American power could make itself
felt.

The growm h at the Departnent of Labor is accounted for by the
establishment of the United States Enploynent Service in 1946.
This was not a direct result of the war and mght be interpreted as
having been the result of entrepreneurial efforts by bureaucrats,
al though the Depression mght have created sufficient demand to
have eventually produced such an agency in any case. The post
office wll be treated in detail below, since it is of nore
inmportance in the discussion of enploynment than of expenditures
Overall, it appears that the losses incurred by the relief agencies
were totally absorbed by the increase in mlitary and war-rel ated
expenditures and did not |eave a bonus to be picked up by other
civilian agencies.

The before and after conparisons are nore vulnerable to the
criticism that they ignore the long-run effects of the tax
revol ution that occurred during the war. The income tax base, as is

wel I known, was considerably broadened during the war. Many people

10



were forced to pay taxes who had never paid them before, the rates
were increased, and payroll wtholding was introduced. The public,
nmoreover, got used to large federal deficits and the consequent tax
on wealth. Hgh tax revenues could be nmaintained wthout nmuch
resi stance. And because inflation would force people into higher
brackets w thout explicit legislation, the governnent mght well
see its revenues rising wthout nuch overt resistance. As a purely
psychol ogi cal proposition this has nuch appeal. W all tend to
accept existing inpositions and conplain nostly about new ones. W
tend to accept inpositions that seemto be brought on by nysterious
forces like inflation, and conplain about inpositions that are
clearly the work of individuals. But can we say any nore than this?

One way in which a tax ratchet could work would be for the
| evel of taxes or spending (nmeasured as a percentage of G\P) to
remain the same while the purely wartinme costs fell. This would
create a fiscal dividend that could be used to expand donestic
civilian prograns. But for a long time things did not work in this
way. If we conpare the post Wrld War Il period (1948 through 1950)
with the post Korean War period (1954 through 1956) we find that
the share of interest and foreign expenditures in GNP had fallen
from2.16 percent to .55 percent, and the share of federal spending
in G\P had risen from 15.05 to 16.83. But neither of these gains
were captured by donestic civilian spending. The share of this
category in G\P actually fell from3.91 to 2.51. Al of the fisca

di vidend from increased governnent spending and the decline in the
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share of interest and foreign affairs related spending fell to the
mlitary which increased its share from 4.59 percent to 10.94
percent. The Korean War had taught its own | essons.

It was not until the acceleration of inflation in the sixties
brought additional revenues, and the Kennedy and Johnson
adm ni strations brought new priorities, that the share of donestic
civilian expenditures in GNP began to rise. The war based tax
system undoubtedly played a role in this process. But there were
forces at work in this period which wuld have led to sone

increases in donestic civilian spending in any case.

3. Was there an Enpl oynent Ratchet?

Enpl oynent in the federal governnent, of course, need not
foll ow the same course as spending. Agencies admnistering transfer
prograns such as social security can spend enornous suns Ww thout
enpl oyi ng | arge nunbers of people. The share of the civilian |abor
force enployed by the Federal governnment in the twentieth century,
in fact, shows nuch stronger war displacenents than does the
expendi ture neasure. This shows up clearly in graphs of federal
enpl oynent, and has |ong been recognized. A few figures wll
illustrate. Between 1902 and 1977 the Federal share of the I abor
force rose from .8 percent to 2.84 percent. The increase in the
Wrld War | period (1913-1922) was from 1.02 percent to 1.28
percent, so this displacenent can account for 12.7 percent of the

growh in the Federal share over the whole period. During the Wrld
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War |1 period (1940-1950) the Federal share rose from2.03 to 3.36
percent, so this displacenent can account for virtually all of the
growh in the Federal share since 1940. A simlar pattern energes
if one omts civilian enployees of the mlitary from consideration.

Some years ago, Rchard Porter drew attention to this
phenonenon and offered an enployment ratchet as an explanation.’
Federal agencies, according to Porter, add enployees during
wartinme, at tinmes for legitinmate reasons, and at tinmes sinply
because a case can be nmade, however tenuous, that the new workers
are performng sone service inportant to the war effort. After the
war, of course, there are cutbacks. But in the absence of a crisis
Congress tends to nove slowy when it conmes to cutting personnel
Moreover, as tine goes by Congress gradually | oses whatever will it
has to attack entenched bureaucrats. The result is that the layoffs
are small in the first few years after a war and eventually cease
al together. The bureaucracy grows, according to Porter, through
this ratchet. A though this argunent is general to all wars, in the
data that Porter considers it is obvious that only Wrld War Il has
much expl anatory power.

Porter offers two kinds of evidence: the general congruence of
the maj or novenents in the growth of governnent enploynent with his
story, and sone exanples concerning individual appointnents.
close examnation, however, | find neither sort of evidence
convi ncing. Wien we take a closer ook at which agencies expanded

and which didn't we see that, for the nost part, increases in
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enpl oynent are accounted for by increases in demand for services,
and nost of the increased demands are due to obvious long-term
costs of the war.

Tabl e 3 shows the increases in Federal Enploynent between 1939
and 1949 posted by the organizational units that account for nost
of the increase. Three units -- the defense establishnent, the Post
Ofice, and the Veteran's Admnistration -- account for the bul k of
the increase, about 88 percent of the total. The changes in
enpl oynent by the mlitary and by the Veteran's Adm nistration are,
of course, the counterpart of the spending changes discussed in the
preceedi ng section. They are accounted for by our changed attitude
toward defense, and by the decision to reward Veteran's for their
wartinme service. The increase in enploynent by the Postal Service,
however, appears sonmewhat nysterious. Here at |ast, perhaps, is
sone evi dence of a war-ratchet.

But the increase in postal service enpl oynent was
substantially justified by the vast increase in nmail handled by the
service. The nunber of pieces of mail of all kind handled by the
postal service rose from 26.4 billion in 1939 to 43.6 billion in
1949 an increase of about 65 percent. This was the nmain
justification for the roughly 78 percent increase in enploynent.

In part, the increase in nmail handled was sinply a response to the
return to full enploynent. But it also resulted from the vast
popul ati on novenents whi ch occurred during the war.

There does seem however, to have been sone slippage: Postal

14



enpl oynent seens to have grown nore than could be strictly
accounted for by increased demand. A way of estimating this excess
is to regress the |log of postal enploynent (N) on | agged val ues of
mail handled (M, the denmand variable, Federal revenues (R, to
capture the the normal tendency of governnment to spend nore on the
post office as revenues rise and dummy variables for the war years,
1939-1944 (W, and for the postwar years, 1945-1949, (PW. The
coefficients on the dummes should then tell us how many

war - rat chet enpl oyees were added. The resulting regression was

(1) N=247 + .56M+ .04R - .01W + .06PW
(1.26) (3.59) (.78) (.25 (1.95)

A five period, second degree, alnon |ag was used, unconstrained at
either end, and sum of the |lag coefficients reported, for both of
the tine series. The equation was estinmated over the years 1908 to
1970 using the Cochrane-Orcutt method, and yielded an adjusted R
of .50 with a Durbin-Watson of 1.81. Using the | og of the dependent
variable seened to give a better fit. The nunber in parentheses are
"t" statistics. The Postwar dunmy suggests (as do a few variations
run on this basic regression) that enploynent in the imediate
postwar years was, perhaps, six percent higher due to a
war - r at chet .

There is, however, another explanation of why post office

enpl oynment grew sonmewhat faster than demand during the inmmediate
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postwar period: to provide enploynent for returning servicenen.
Many of the returnees found jobs in the private sector, others took
advantage of the G I. bill. But if neither option was open, how
was a comunity to reward a serviceman with an outstanding war
record? One alternative was to find a place for himon the public
payroll. In many communities this nmeant either the | ocal governnent
payroll or the post-office. | have no evidence on the magnitude of
this effect. But it was one of the argunents postal authorities
made for increased appropriations, and it explains the timng of
the increase in postal enploynent better than does Porter's thesis.
This source of the increased demand for postal workers is simlar,
then, to the denmand for veteran's benefits.

The increases in enploynent experienced by the four
traditional departnments that gained substantially during the
war - commerce, treasury, justice, and state - can al so be expl ai ned,
to a substantial degree, by demand variables. The growh of
Conmerce Departnent enploynent was domnated by the QGuvi
Aeronautics authority and the Wather Bureau. The growth of these
agencies is no nystery. Total civil aircraft increased by a factor
of about 6.7 from 13,772 to 92,622 between 1939 and 1949. Revenue
mles of scheduled air traffic increased by a factor of 4.2 from
82.9 mllion to 351.6 mllion. The nunber of lighted airports
increased by a factor of 2 from 735 to 1480.% These increases were
partly the direct result of the war. Wrtinme technol ogica

innovations, mlitary training of pilots, and the transfer of

16



capital created for war purposes to the private sector -- all of
these favored the developnent of commercial aviation. Gven the
consensus already reached concerning the role of the governnent in
aviation, they also pronoted increased Federal enploynent. The
increases in enploynent at The Treasury and the State Departnent
parallel rapid growth in expenditures by these agencies. Increased
revenue collections, and increased involvenent in world affairs

produced a derived denand for the personnel that adm nistered these
progr ans.

The only one of these agencies that seens to have gained
substantially nore enpl oyees than can be accounted for by a sinple
proxy for demand is the Justice Departnent. The nunber of civi
cases in United States District Courts net of price control cases
i ncreased substantially in these years - from 28,909 in 1941 to
47,278 in 1951, an increase of 63.5 percent.’ But the Justice
Departnent's increase in enploynent was even nore. Econom sts, for
sone reason, do not find this exception surprising.

All the remaining units of the Federal governnent together
accounted for only 3.6 percent of the total change in enploynent.
But even anong these agencies there are sonme increases that were
clearly the result of changes in the structure of demands produced
by the war, rather than of a war-ratchet. The atomc energy
comm ssion, for exanple, was a najor enployer by 1949.

All of this is not neant to argue that bureaucrats did not

strive for, and sonetines succeed in acquiring, nore personnel. The
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decision to hold down postage rates, for exanple, nust have
contributed to the increase in mail that justified increased
enpl oynent. But it does argue that demand changes were the dom nant

vari abl e.

4. \Was there an Agency Ratchet?

Geat oaks grow from little acorns. It could be that
addi tional agencies were established during the war that were
allowed to survive the war although perhaps cut back. These
agencies could then begin to build up a constituency and to | obby
for larger funds. In the long-run they mght grow to inportant
proporti ons. But their contribution to the long - run growh of
government woul d not show up in sinple before and after conparisons
of spending or enploynent. Professor H ggs has noted this
possiblity, although he does not claim that this was a nmajor
channel through which the war influenced the growh of
gover nnent . *°

A book by the Budget Bureau, the United States at War, gives

what appears to be a fairly conplete list of wartinme agencies
established by the President or the Congress.' | have tried to
trace the subsequent fate of these agencies, relying primarily on

various issues of the U S. Covernnent Manual. But it is not always

easy to trace the novenents of an agency given the byzantine
structure of the federal governnent, and | nake no claim of

conpl ete accuracy. There may well be a few agencies that continued
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their activities in sone fashion that | mstakenly thought had been
termnated, and there nay be a few agencies that | assuned survived
within the confines of larger units that were elimnated. But |
believe that on the whole the picture | have built up is roughly
accurate. There are 152 entries in the Budget Bureau's |Iist.
After elimnating double counting do to nane changes, there appear
to have been about 131 agencies created, ranging in size fromlarge
bur eaucraci es, such as the Ofice of Price Admnistration, to small
interdepartnental conmttees. | have been able to trace the fate of
about of 120 of these agencies. The results are tabulated in table
4, although | nust again note that the use of summary statistics
suggests greater precision than is perhaps really there. But the
general picture portrayed by table 4 cannot be off by much.

It is clear that nost of the enmergency agencies established
during the war were termnated in the immediate postwar years
N neteen forty five was the big year. But in a nunber of cases
skel eton forces were maintained, sonetines after transfer to other
agencies, for a few years to wind up the affairs of the agency.
H ggs notes, for exanple, that when the War Production Board was
termnated in 1945 sone of its functions were transferred to the
Gvilian Production Adninistration.® But this agency was
consolidated with others to formthe Ofice of Tenporary Controls
in 1946, and the latter was termnated in 1947, although a few of
its functions derived from other agenci es survived | onger.

The nost inportant point, however, is that the |ist of
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survivors does not appear to be an inpressive one. It is hard to
point to a large, highly visible, civilian agency created during
the war. Eight of the twenty survivors were small internationa

institutes or offices that have descendants in the state
departnment. Two are mlitary agencies. Several of the remaining
surviviors are relatively small panels, for exanple the Nationa

Roster of Scientific and Specialized Personnel, the function of
which was ultimately continued by the National Science Foundation.
The naj or exanples of surviving agencies or prograns that appear
on the Budget Bureau's list appear to be the Southwestern Power
Adm nistration, and possibly sone of the wartinme housing prograns
consolidated in the National Housing Agency which may have been
continued by the Housing and Honme Fi nance Agency created in 1947

Perhaps the best exanple of a wartine legacy is the Enploynent
service of the Departnent of |abor, although strictly speaking this
was a postwar agency.

Constrast this roster with the legacy of the 1930's: the
Social Security Admnistration, the Federal Deposit Insurance
Corporation, the Federal Comunications Comm ssion, the Tennessee
Valley Authority, and so on. By this standard the | egacy of the war

appears rather nodest.
5. Was there a Regul atory Ratchet?

As has often been pointed out there is an inportant aspect of

governnent that mght go conpletely unnoticed by soneone watching
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the variables we have so far examned: the growh of federal
regul ation. It is possible for the government to inpose a far
reaching web of rules and regulations affecting every aspect of the
civilian econony without creating |arge expensive agencies. This
point is hard to deal with in a short space since no one has cone
up with a really satisfactory neasure of the extent of regulation.
Wat | offer here is nerely a suggestion, which at |east has the
merit of being less famliar: Cases comenced in Federal D strict
Courts to which the United States was a party relative to real G\P
This neasure will not capture all of the restraints on economc
life inposed by governnent, what professor Hggs wites as "Big
Covernment” with capital letters. But our neasure is likely to be
highly correlated with Big Governnent. In our econony any |aw that
effectively prevents people from doing what they want to do wll
lead to violations and confrontations that end up in the courts.
W can imagine a law which has a large inpact, and yet |eaves no
trace in the legal record, but it is hard to think of plausible
exanples. Two of the nost fanous cases of the extension of
governnmental power, prohibition and wartine wage and price
controls, clearly left substanti al inprints. Over the twentieth
century, noreover, this nmeasure grew rapidly, corresponding to our
notion that federal rules and regulations increasingly constrained
economc life. In 1902 there were 23.3 United States cases in
Federal District courts for every one billion dollars of real (1958

prices) GNP; by 1981 this figure had risen to 62.5.
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As Table 5 shows, however, this increase is not explained by
VWrld War 11. There is an increase across Wrld VWar |, due in
part, to inconme tax cases, but there are no susbstantial increases
over Wrld War Il or the later wars. Total cases in the courts
relative to real G\P did reach a peak in Wrld Var I1. But this
was due purely to price and ration cases. Wen we turn in the
second colum to a figure net of these cases, we see that the
relative case load actually fell during the war and renained |ow
af t erwar ds. | ndeed, the nost surprising feature of the table is
that the ratio was drifting dowward in nost of the postwar peri od;
it is only within the |ast decade that the role of governnent in
the private sector, by this measure, has returned to the levels

reached in the G eat Depression.

6. How Were the Ratchets Avoi ded?

Intuitively, the war-ratchet hypotheses is highly plausible.
Bureaucrats are anbitious and many would, if they were able, expand
their spheres of influence even if the increase was not warranted
by additional demand. It is worth asking, therefore, how this was
avoi ded given a favorable environnment for governnent expansion in
excess of denmand.

The proxi mate answer is that the econom c dislocations of war
were generally addressed by newy created agencies (the War
Production Board, the Ofice of Price Admnistration, and so on) so

that funding could easily be cut when the war was over. Had
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traditional agencies sinply been expanded to cover these functions
it mght have been harder to make cuts.

New agencies were created for several reasons. They served to
dramati ze the governnment's response to a particular problem In
Wrld War 1, for exanple, the public was better reassured that
| abor shortages were being dealt with effectively when the Wr
Manpower Conm ssion was created, than it would have been, if it had
been told that the Departnment of Labor was being expanded to dea
with the matter. New agencies also permtted new approaches to
probl ens that m ght have been barred by the | ong-run commtnents of
certain existing agencies. The Ofice of Price Admnistration, in
Wrld War Il for exanmple, found it easier to maintain price
ceilings on agricultural products than the Departnent of
Agriculture would have, because of the latter's fundanental
conmtnent to raising farminconmes. But it also seens |ikely that
the executive branch found it easier to ask for increased funding
for new agencies, because this device responded to the concern of
fiscal conservatives that energency increases in spending mght
becone permanent. This device, incidentally, was also used during
the Geat Depression presumably for a simlar reason. | ndeed, a
separ at e energency budget was kept al ongside the traditional budget
during the Depression.

The success of this budgetary device in Wrld War Il can be
illustrated by reference to what happened in the Executive Ofice

of the President. Spending in this admnistrative division
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increased from 11.1 billion in 1941 to a peak of 408.1 billion in
1945. But all of this was accounted for by spending by energency
agencies housed in this division. These included the \Nar
Production Board, the Foreign Economc Admnistration, the Ofice
of Defense Transportation, the Ofice of War Information, and the
War Manpower Conm ssion anong many others. Spending by this group
of agencies had risen from 7.8 billion to 404.9 billion. By 1948
through the elimnation of emergency agencies spending in the
Executive Ofice of the President had been reduced to 7.9 billion
of which 1.7 billion consisted of spending by energency agencies.
But budgetary devices are obviously only part of the answer.
The fundanental reason for the failure of the war-ratchet
hypotheses in this period was the ability of sone legislators to
make political capital from fiscal conservatism Bur eaucrats (or
sone |egislators) may gain, as the war-ratchet hypotheses suggest,
from an expansi on of Federal spending. But other |egislators may
gain fromleading the fight agai nst additional spending. Reference
to the careers of the domnant political figures of the imediate
post-war years wll mnake this clear. Harry Truman canme to
prom nence as the dedicated chairman of the Senate's Special
Commttee to Investigate the National Defense Program Robert Taft
mai ntained the fortunes of the Republican party by leading an
astute rearguard action against the expansion of spending and
enl arged governnental authority after the war. He nmaintained, for

exanple, that price controls were a necessary evil during wartine,
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but that they had to be renmoved quickly once the war was over. In
other words, Federal agencies could not quietly hang on to
appropriations and powers originally granted to deal wth the
econom ¢ dislocations of the war. Increases had to wage a steep
uphill battle. A crucial requirement was the ability to show that
i ncreased spending was warranted by sonme obvious need resulting
from obligations incurred during the war, or from Arerica s new
role in world affairs.

There may have been, it nust be admtted, an elenent of pure
chance in reaching this outcone. It was Roosevelt and the Denocrats
who happened to be in power when the war began. So it was the
left that suffered in the post-war period from the loss of its
wartinme | eader, and the desire for a return to "normal cy" after the
war was over, to use Harding's termcoined in simlar circunstances
after Wrld Wwar 1. In Britain, by way of contrast, the situation
was very different. Wartinme deprivations took place under
conservative | eadership, and the left benefited fromthe desire for
a change.

7. ldeological and Intellectual Change

| turn now to sone additional channels through which the war
i nfluenced the growth of governnment, channels that appear equally
pl ausi ble as those already considered, but ones that are |ess
subject to enprical testing: the inpact of the war on the centra
political ideas of the population at large, and on intellectua

views of the role of governnent. There are several channels that
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fall within this group: changes in the legal system changes in
general public attitudes toward the effectiveness of governnent and
so on. Here |l will consider only one such channel, one that appears
to have been particularly inportant to ne: the effect of the war on
t he i deas of nacro-econom sts.

For it is clear that the wartine experience played a ngjor
role in converting macro-econom sts to Keynesi an economcs. It was
wi dely believed that the experience of the 1930's had shown that

nonetary policy was ineffective. The Federal Reserve had done its

best, but it could do nothing to alleviate the Depression. "You
can't push on a string.”" Wile sone individual nonetary econom sts
rejected this view, it was not until MIlton Friedman and Anna

Schwartz published A Monetary H story of the United States that

the profession as a whole began to rethink this view Meanwhi | e,

Keynes's Ceneral Theory had convinced a brilliant generation of

young Anerican econom sts that increased governnment spending could
restore, and indeed was crucial to maintaining, full enploynent.
But while purely intellectual arguments were convincing to nany.
The case renmained to a theoretical one in the late 1930's. Deficit
spendi ng under the New Deal had not cured the Depression.

The war, however, helped to change that. It showed that
federal spending of sufficient magnitude could produce full
enpl oynent. For many econoists this undoubtedly helped to clinch
the argunment for Keynesian economcs. As Herbert Stein shows, by

the end of the war a major concensus had developed that full
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enpl oynent should be a major policy objective of the federal
governnent, and that this objective should be achieved by fisca
policy.® The war, of course, also produced an extraordinary
increase in the stock of noney, but nonetary policy had already
been discredited by the Depression. In the United States,
nmoreover, Alvin Hansen's stagnation thesis had raised the
possiblity that the wartine levels of federal spending were not a
tenporary aberration. If private investnent was permanently
depressed then high and growing | evels of governnent spendi ng woul d
be needed to fill the gap.

But the wartine experience was not deci sive. During the war
inflation had been checked, at least to an extent, by wage and
price controls, and rationing. This had not been part of the
Keyensian promse, and in the early postwar years American
economsts were concerned wth whether Keynesian economcs also
required a permanent set of direct controls. If it did, then a
strong argunment against a thorough going Keynesian revolution
remai ned. Even liberal economsts were concerned about a policy
regine that required permanent wage controls. But the early
postwar experience seemed to suggest that this danger could be
avoided. After an initial surge of prices, a period of fairly
stable prices set in for several years. As Alvin Hansen expl ai ned

it inhis influential A Quide to Keynes"

Keynesian critics, however, have exaggerated the

dangers of inflation and wage control in a full-enploynent society.
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The price inflation of 1946 - 1947 in the United States was a
product of the war, not a test of peacetine full enploynent.

| ndeed from January 1948 to Decenber, 1948, the United States
enjoyed full enploynment without inflation despite the absence of
price and wage controls. My point here is not the slender basis of
the evidence, but rather that for the purpose of reinforcing the
Keynesi an nessage a very ordinary year may do as well or better
than the war years.

The potential inplications of this change in thinking for the
gromt h of government were, of course, enornous. For generations
economsts believed that there was a heavy cost to governnent
spendi ng. Each dollar of additional governnment spending had to be
extracted from the private sector, reducing consunption, savings,
and incentives to produce and invest. Now the social cost of
i ncreased governnent spending was essentially zero (in the case of
a tax financed increase in governnent spending) or even negative
(in the case of a deficit financed increase in spending). The
grow h of governnment had becone a free good. Wlat is surprising,
perhaps, is that there was any resistance at all to such a

begui | i ng nessage.

8. Concl usi ons
W may distinguish two general ways in which the American
experience of Wrld War Il mght have influenced the growth of the

Federal governnent. One enphasizes failures of the political
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process to accurately reflect the basic needs and preferences of
the public. A typical story here would be that an agency would
have a | arger budget or staff during the war and that by relying on
special interests and general inertia it would be able to keep a
share of these wartine gains after the war was over. O
alternatively, it mght be that new agencies are established during
the war, but not termnated afterwards. These agencies would then
set to work to build up a constituency to assure their future
survival . But on the whole, this class of explanations of the
grow h of governnent does not work very well.

Certain categories of spending and staffing, defense and
foreign relations, did increase relative to the rest of the
econony. But no assunption of failures in the political process is
needed to explain these increases. Anmerica had learned a |esson
about ignoring foreign dictators that it did not intend to repeat
in the postwar world. But other areas of spending and staffing
were cutback after the war. A few of the warti me enmergency agencies
survived, but nost were abolished. Perhaps the nost inportant
| egacy was that war nmade high taxes a part of everyday life. The
tax base was expanded, and a system of progressive rates were
i nposed which much |ater may have eased the transition to |arger
spending by donestic civilian agencies. But it should not be
forgotten that this did not happen until the priorities of the
nation's presidential |eadership had changed dramatically.

A second way in which the war coul d have influenced the growth
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of the federal governnent is through its influence on the
perceptions of the general population about the conpetence of
governnent. And here, indeed, the war played a role, although the
extent is difficult to neasure. In the popular and academc
i magi nations, the Depression was viewed as proof that the free
market left to itself could not be counted on to provide a decent
standard of living. The question that was still unanswered in the
late 1930's was could governnent do better? And this question the
war appeared to answer in the affirmative. Huge gover nnent
deficits could produce material abundance. But the war by itself
was not all of the evidence that |iberal eaconomsts had to bring.

The relatively strong performance of the econony in the 1940's and
1950's, in contrast wth the 1930's, was equally inportant in
providing evidence for the Keynesian vision. This is perhaps one
reason why it was not until the Kennedy Admnistration that the
Keynesi an philosophy was firmy enbraced. But there is no doubt
that the wartinme experience helped to tip the balance toward
i ncreased governnent spending in the postwar years.

Prof essor H ggs and other witers who have drawn attention to
the war are undoubtedly right that the expansion of governnent
power during the war contributed in sone neasure to the |ong-run
expansion of the role of the federal governnment in the econony. My
point here is sinply that when | ooked at closely that contribution
appears to be conparatively small, at least in contast with the

G eat Depression or the Kennedy - Johnson years.
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TABLE 1

Federal Spending Before, During and After World War |
(as a percentage of G\P)

I nterest &
Veteran's
Mlitary Benefits Foreign Gvilian Tot al

Prewar, 1938-40 1.30 1.61 .03 6.57 9.51
Transition, 1941 5 11 1.21 11 4.81 11. 24
War, 1942-46 31.02 1.70 .32 3.41 36. 45
Transition, 1947 5.39 4.53 2.70 3.14 15.76
Post war, 1948-50 4.59 4. 39 2.16 3.91 15. 05

sources. Spending: U S. Bureau of the Census [1975] series Y472,
473,474, 476, 485; G\P, series F1
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TABLE 2

Spendi ng by Peacetine Agencies of the Federal Governnent, 1941-1948
(per $1000 of QG\P)

O gani zat i onal 1941 1942 1943- 46 1947 1948
Uni t (Avg.)

Housi ng & Home Fi nance .08 .59 .07 . 98 . 29a
Agency

Federal Wbrks Agency 13. 63 7.55 1.91 1.50 1.89

Departnment of Agriculture 10.02 13.25 10. 98 6. 60 4.76

Federal Security Agency 7.79 6. 19 3.75 4.01 3.99
Depart nent of Conmerce .79 1.01 .83 .71 . 67
Executive O fice of the .03 .02 .02 .02 .02
Pr esi dent
Departnent of the Interior 1.55 1.32 . 96 1.18 1.36
Legi sl ative Branch .19 .17 .14 .17 .17
Depart nent of Justice .59 . 60 .58 . 57 .54
and the Judiciary
D strict of Col unbia .05 .04 .03 .03 . 05
| ndependent O fices 6.42 15.45 10. 80 8.35 7.24
Treasury Depart nment 1.82 6. 34 10. 01 4. 32 2.70
Depart nent of Labor .10 . 08 .15 .48 .33
Post O fice Departnent .24 11 .21 1. 06 1.19
Departnment of State .21 .21 .43 1. 37 2.62
TOTAL 43. 51 52.93 40. 87 31.35 27.82

An excess of repaynents over expenditures.
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Source: Budget of the United States, 1950, Appendix 4, pp.
1386- 1396.
Table 3
Changes i n Federal Enpl oynent
Bet ween 1939 and 1949
Enpl oynent
Or gani zat i onal 19392 1949 Change Change as a
Percent of
t he Tot al
Change
G vilian Enpl oyees 222, 648 879, 875 657, 227 55.8
of the Mlitary
Post O fice 291, 114 517, 743 226, 629 19.2
Veteran's 38, 493 195, 488 156, 995 13.2
Adm ni stration
Depart nent of 13, 469 46, 830 33, 361 2.8
Conmmer ce
Depart nent of 60, 216 89, 682 29, 466 2.5
Treasury
Depart nent of 10, 075 25, 925 15, 850 1.3
Justice
Depart nent of 6, 249 21, 203 14, 954 1.3
State
Q her 290, 041 332, 896 42, 855 3.6
TOTAL 932,305 2,109,642 1,177,337 100
®Decenber
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b June

Source. Various issues of the Statistical Abstract

of the United States.

38



Tabl e 4

The Fate of the Emergency Agencies of WNVI

Nunber Per cent
Agenci es Established (1935-45) 131 100. 00
Abol i shed 1939- 1944 9 6.9
1945 46 35.1
1946 14 10.7
1947 23 17.6
1948 or after 8 6.1
Sur vi ved 20 15. 3
Fat e Unknown 11 8.4

Sources. U. S. Bureau of the Budget, The United States at War:

Devel opment and Administration of the War Program by the Feder al

Gover nent  (Washi ngt on: US CGvernnment Printing Ofice,
1946), pp. 521 - 535. Various editions of the Ofice of the
Federal Register, The United States Governent Manual
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Activity in Federal

Table 5

Courts Relative to Real G\P

Peri od Federal cases? Net federal cases®
(per billion dollars of real G\P)

WV 1914-1916 29. 25 29. 25
17-19 29. 39 29. 39
20-21 58. 53 48. 91
22-24 71.75 46. 87

VW |

1938- 1940 60. 31 60. 31

41 62.73 62. 73
42- 46 88. 68 47. 45
47 96. 22 47. 19

48-50 60. 98 45. 57

Kor ean \War

1948- 1950 60. 98 45. 57
51-53 55. 47 44. 56
54- 56 47. 66 47.58

Vi et nam War

1964- 1966 35.17 35.17
67-70 30.74 30. 74
71-73 34.61 34. 32

® QAvil cases to which the U S. was a party commenced

in all federal district courts. GNP is in 1958 doll ars.
b Cases comenced net of prohibition cases in WW; and price
control cases in WWI, the Korean War, and the Vi et nam War

Sources: Cases Commenced in Federal District Courts: The Annual
Report of the Attorney Ceneral, and The Annual Report of the
Superintendent of U S, Courts, various years. G\P: U S. Bureau of
the GCensus, 1975, series Fl.
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