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The United States, throughout history, has affected the outcome of world events on numerous occasions. It has also undergone considerable change in response to these same events; facing aggression, economic turmoil or domestic upheaval, the United States has adapted, risen to challenges other nations would have cautiously ignored, and gained experience and strength from its accomplishments, victories – as well as its terrible failures. The economic impact of military mobilization and economic reconversion during the period that led to, included and followed the Second World War was, arguably, the key factor in pulling the US economy out of the abyss that was the Depression. In essence, the effects of the war and its aftermath were integral in the rejuvenation of the US domestic economy, and its associated rise to superpower status in the wake of the devastation the Second World War had unleashed upon much of Western Europe.

Pre-WAR (up to 1940)


The deep recessionary state the US economy had been in for already eleven years by 1940 showed only brief cyclical signs of recovery, with short-lived periods of heightened economic activity during the latter half of the tumultuous decade the 1930s had become. Despite the concerted efforts of the Roosevelt administration to stem the tide of unemployed that flowed haphazardly and seemingly aimlessly from one end of the country to the other, the New Deal was unable to overcome the helpless state the US economy had become stagnant in. While massive government injections into the economy via make-work initiatives, government social agencies and the introduction of assistance measures were beneficial, overall the economy did not recover in any great way until the war in Europe began to, quite literally, materialize. In fact, by 1940, the civilian unemployment rate, although having fallen considerably since the darkest and deepest years of the Depression, remained steadily above 14 percent; clearly, the “economy was still far from promising to absorb fully that army of unemployed”
. Although the Depression may have risen to recessionary status in the late 1938 to early 1940 period, knowledge became widespread that a real economic recovery would only come with greater and more penetrative government fiscal intervention. As Harold Vatter suggests, the recovery would remain elusive for much longer if left to the private sector alone; indeed, “it required much more massive doses of Keynesian medicine (injections of big G [big government injections]) than had ever been applied by the civilian New Deal in order to finally bring full employment”.


Characteristic to the Depression period that preceded the outbreak of war was slow world trade due to high tariff barriers, a reality that further weakened the export-led industrial and commercial aspects of the economy. In the pre-war period, tariff barriers had reached obsessive protectionist levels of more than 75 percent; regardless of how hurtful this may have been, not only to the US economy but also the economies of its trading partners, it was the overwhelming “nationalist fervor in the inter-war period [that] had supported high tariffs to protect domestic industries from competition”
, competition that would presumably undermine domestic recovery.


The pre-war period clearly reflected the state of economic affairs the nation had been mired in since 1929. Though the US Gross National Product had passed the $100 billion mark in 1940, it remained a mere 9 percent above the GNP level of 1929, indeed, a “historically miserable performance”.
 Still, this level, although poor in comparison to other 10-year periods of economic growth, compared very favourably to other world powers; by 1938 the recession remained deeply imbedded, but “the US national income … was almost twice the combined national income of Germany, Italy, and Japan”.
 


And as war approached, the US economy began to feel the shockwaves of government big-G spending, as federal purchases of goods and services for national defense rose from $1.2 billion (1.32 percent of GNP) in 1939 to $2.2 billion in 1940.
 While still insignificant in terms of the military spending that would accumulate during the war, it was a considerable increase that marked the end of an economically depressed era by, at long last, injecting government funds directly into the economy. 

The WAR (1941-1945)


Clearly, with a war raging in Europe and the associated demands for US goods, resources and capital, the economy rebounded after more than a decade of dislocation and despair. The increases in government military spending offered a much needed heavy dosage of “Keynesian antidepression medicine”; as federal deficit spending in 1941 soared to double the 1939 ratio-to-GNP level, it became a fiscal reality that the war was doing to the economy what no peace-time government could or would – spending and investing in the economy to offer a primer or a good kick-start. Only the outbreak of war in Europe, and the American involvement that would ensue after Pearl Harbour, “brought into operation Keynesian deficit spending of sufficient magnitude to end twelve years of mass unemployment”.
 As Gregory Hooks put it: 

The stimulating effect of World War II on the US economy is frequently cited as the spark that brought and end to the Great Depression, but it was not just a spark. Defense spending was the difference between the depressed 1930s and the booming 1940s.


The fueling effect of the war on the US economy cannot be underlined enough –many Americans believed from the onset of war, justifiably or not, that it would lead to economic prosperity, and to a great extent they were correct. Interallied debt was avoided through the Lend-Lease program, and high foreign demand for war materials and consumer goods created unparalleled demand for US manufactured goods. Indeed, the federal government periodically ran budget deficits nearing 100 percent of GNP, purchasing American products and in turn offering its allies easy financing to buy them, enabling the acquisition of much needed American war materials and bolstering the US export sector.


The mobilization of the US economy for war was no small feat – never before had it been so thoroughly organized and directed towards war production. A product of “modern, mechanized life”, the development of the war-oriented economy, and with American involvement by the end of 1941, “total war” involved a great deal more than merely assembling and training armies and navies; clearly, it fundamentally required “the mobilization of industries, labor, scientific know-how, and public opinion”.


Although the conversion of the civilian economy towards war-time production in 1941 and 1942 required considerable effort, planning and efficiency, it was facilitated by “the large army of unemployed and the attendant excess capacity in industry”.
 It was this excess capacity that Walter Reuthers, vice-president of the United Auto Workers, proposed to utilize more effectively, by “converting the excess capacity of the [auto] industry, which he estimated at a huge 50 percent, to the production of military aircraft”, as well as tanks, jeeps and trucks.
 


While the government injected billions into the economy by way of military expenditures, it also began to grow – creating a burgeoning bureaucracy not seen before in American history, and of a degree far beyond that seen in the controversial development stages of the New Deal and its many government agencies and initiatives. Without question, the Second World War “produced an economic controls bureaucracy of a magnitude never known before or since in the history of the country”.
 The bureaucracy mounted with commissions, agencies and administrations such as the Maritime Commission and the War Shipping Administration, the Foreign Economic Administration, several labour agencies such as the Selective Service System, US Employment Service, War Manpower Commission, War Labor Board, as well as others like the Office of Price Administration, the Industry and Commodity Division, and the War Food Administration.
 On a grander scale, the War Production Board (WPB), National War Labor Board (NWLB) and the War Manpower Commission (WMC) were created to, and ultimately played the most critical roles in, organizing and orchestrating American war-time economic production and output. Each had their own purpose, but together they formed a government front that pushed through all opposition, in the interests of allied victory and American ‘freedom from tyranny’. The WPB was created to “distribute strategic materials and to control or suspend production of consumer goods”, the NWLB “sought to balance the interests of business and labor”, while lastly, the WMC “tried to ensure the appropriate distribution of men and women in the military forces, industry and agriculture”.


Regardless of increased government bureaucracy, civilian employment levels rose as the war continued. Both producer of civilian and military commodities, the private sector witnessed an employment increase of “about five million, or almost 12 percent, between 1940 and the 1943 wartime peak”.
 Unemployment across the board fell dramatically, “over the period 1940-43 unemployment declined from over 8 million to about 1 million, even as the civilian labor force held constant at about 56 million”.
 In fact, by 1944, there were “only a quarter million men between the ages of 20 and 64 who were unemployed”
, indicating that the US economy had done a complete reversal from its position less than 5 years prior.


As employment levels rose, wages increased and overall labour conditions improved. Between 1939 and 1944, weekly wages in the US had doubled and time-and-a-half for overtime pay became the norm in commerce and industry. Increasingly, both members of American households were employed, and as union membership soared in tune with the rising employment, the influence of union leaders to affect labour change was consequently improved – despite the adherence to the ‘no-strike’ pledges made to facilitate the war production effort.
 


Indeed, the economic recovery was closely linked to war spending. While pre-war federal expenditures on national defense never rose above 2.5 percent of GNP, they blossomed to an as-of-yet unforeseen level of 11 percent of GNP in 1941, and reached nearly 32 percent of total national income in 1942 with military purchases in excess of $49 billion.
 Though massive injections compared to the pre-war period, the peak of war spending hit home in 1944 with a staggering 42 percent-of-GNP spent on defense. This later tapered off in 1945 as the war in Europe wound to a close and spending fell to 25 percent of Gross National Product, though this percentage represented a far greater amount of funds then the same percentage did some five years earlier, with an obvious and dramatic increase in national income over the course of the war.
 In total, over the five year period of economic growth that can be attributed to the war, “almost 300,000 military and special-purpose aircraft were produced, 72,100 naval ships, 4,900 merchant ships, and 87,000 tanks”
, an incredible achievement in production. 


Clearly, the war drove the US economy into a euphoric state of production, leading not only to huge gains in manufacturing outputs, but also a rise in personal incomes, improved labour conditions, greater civilian involvement in the economy and an assured sense that the dark years of the Depression were gone. And it was dearly hoped that it would remain that way for many years to come.

Post-WAR (1945 and on)


As the war began to wind down, so too did war-related expenditures and production. With this fall in spending, fears mounted that the US economy would slip helplessly back into the despairing trough that the economy had been unable to escape from for the eleven years prior to the war. Indeed, one of the greatest fears was that of the consequences of demobilization – a facet of ending the war that appealed to lonely hearts but little else.

Too rapid a demobilization might flood the job market with returning veterans and weaken the nation’s defenses. A hasty or haphazard reconversion from war to peacetime production could result in massive layoffs. Equally important, since consumer goods would be in high demand and short supply at war’s end, price controls would have to be lifted carefully in order to prevent price gouging and runaway inflation.


It was believed, however incorrectly, that peacetime production and consumption would continue to propel the economy in a somewhat reduced but still adequate fashion, thus preventing an all-out recession or worse, another Depression. John W. Snyder, president of the Office of War Mobilization and Reconversion (OWMR), now charged with the responsibility of demobilization and economic reconversion of another kind, believed firmly that this was the case. Though it was obvious defense spending reductions would result in considerable job losses and lead to some degree of inflation, Snyder believed the potential hardships could be softened, as he “suggested that the president should seek congressional approval to increase unemployment compensation benefits and to raise the minimum wage”.
 And as expected, “within a month following victory over Japan, the government cancelled over $15 billion in military contracts, and large employers such as Boeing Aircraft and Ford Motor Company laid off tens of thousands of workers”.
 While Snyder believed a peacetime economy, without the big-G injections of the war, could sustain itself and continue to grow, it became sorely evident that this was not to be the case. The following years would be marked by sporadic recessions and spiraling inflation, at times exceeding 30 percent monthly, as it did in June of 1946, despite government attempts to stem the effects of “high levels of wartime savings, a pent-up demand for consumer goods, and an expansive economy”.
 With a dwindling military, dropping from a high of twelve to less than three million personnel, the closing of hundreds of bases, and the decommissioning of several ships and aircraft carriers, the United States’ “overall military capability had substantially shrunk” and indicated the ensuing crisis which would follow with drastically lower levels of government spending and millions of veterans returning to the workforce.

President Truman’s approach to economic reconversion included primarily legislative measures targeted at expanding “unemployment compensation, social security, farm supports [and] … the G.I. Bill of Rights, which provided college tuition, home mortgage loans, and other benefits to returning veterans”.
 And in light of the devastating effects high tariffs had on the domestic export-led economy, the post-war goals of the US shifted towards freer trade through greater international trade liberalization efforts; as Kauffman suggests, “critical to [the United States’] international goals were a stable international market system and the promotion of free trade”.


Arguably, the issue of postwar demobilization and economic reconversion did not only reflect the need for the government to execute the process smoothly, effectively and without harming the economy to too great an extent, it also reflected a social and political  situation unlike any other in American history.

For four long years, Americans had put up with color-coded rationing cards, housing and food shortages, price and wage controls, and the painful absence of loved ones serving in the armed forces. When the war ended abruptly in August 1945, so did the spirit of sacrifice. Business clamored for higher prices, workers demanded better wages, and nearly everyone wanted the twelve million men and women in the military – 7.5 million of whom were overseas – to be returned home at once.


While the social and political outcome of the war were not as fundamentally beneficial or lasting, nor as quantitative as the economic outcome overall, the American socio-political dynamic would forever be marked by the events of the war and its impact domestically. 

The postwar economic situation, though tumultuous at times, indicated a new era for the United States – its economic strength, political influence and military prowess, all of which surpassed those of other international world players in the aftermath of the Second World War. Clearly, by the end of the war, the “US economy was the strongest in the world… and was the most technologically advanced nation”; having “suffered no continental destruction”
 it was in a position to outstrip the productive capacity and consumption of all other nations. The United States had emerged from the war virtually unscathed, prepped and ready to tackle the next half century far ahead of the pack; now a superpower in its own right, the US economy, as a result of the war, would flourish with the world’s greatest industrial base and strongest domestic economy.

Conclusion


The impact of the Second World War on the United States economy can readily be credited with the end of the Depression and the incredible economic boom which ensued. Substantiating evidence can be found in the numbers – rising levels of employment, massive government injections into the domestic economy, astronomically higher industrial output – essentially, the epitome of American productive capacity was reached. Indeed, without the war demands for American goods and money beginning already in 1939, surely the US economy would have continued to lag in fiscal obscurity for many more years to come as it was clear that the New Deal initiatives alone would not have been sufficient to ignite the long-dormant economy. Clearly, the United States experienced numerous transformations: 

…from isolationism to international hegemony, from having an invisible and insignificant standing army to having a pervasive military-industrial complex, and from facing popular challenges to the social order from workers and farmers to reveling in the postwar celebration of the United States’ strength and accomplishments.


And it can be said with a great deal of certainty that these changes not only reflected the war’s impact, but also the dynamic consequences of a healthy, thriving and buoyant economy. It is evident that the economic impact of military mobilization and economic reconversion during the period that led to, included and followed the Second World War was, indeed, the key factor in tearing the US economy from the disastrous grips of the Depression.
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