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~LATIOI~ OF !..'ILIT/uRY _"ND vl~ILl. ~.~ PRICE ?CLiCIES 
TO PROCDF~.~NT IN ~' -"~ 

20 Jan~ar~j 1948 

C/~TAIN STOVf~: Gentlemen~ prices and that general area of 
economic ohenomenon are discussed, daily in the press and on the radio° 
There is probably more information~ misinformation~ good and bad prin- 
ciples expounded than in any other subject. }.~any of our current oricing 
headaches may be traced to o~r pricing policies in times of war, 

Our speaker today has a distinguished career os a public servant 
in the cap~.city of economist and adviser in the ~iational Defense Advisory 
Com mission~ Office of Price .idministration~ -und~ more recently~ in the 
Council of Economic Ld~%sers to the President of the United Statel, Hc 
is a distinguished economist~ scho!~ end author. His subjoct~ 
"}~elation of i,,~].it.~y .~nd Civilian Price Policies to Procurament in 
Wartime," ~.ptly fits the unusual background experience of on" speaker~ 
Dr. Donald ~,;allace, 

DR, ,JLL~CE: !..k'. Chairman and gentlemen, I must say ~.t the out- 
set that it has been some years since I h~.'.vc thought about the kind of 
problems wc are going to be :~.scussing here this mor~ing. I assum~ that 
you arc way ahc~,d of me since 7~-ou mr~ s+~udying thes~ things cm-rently 
and intensively. Hence I must apologize in advance if~ ~.t tim~s~ i repc~t 
things that you haw~ .~irc-.dy been over, 

I shall divide my talk into t!~rcc" p.~-~rts : First~ th~ system of 
controls which is nccoss~y in .~. fu!l-~var economy v.~th total~ or nc~ly 
total, industrial mobilization andall~ b.~at goes ~.~ith it. Second, some 
p~_rticulcr things which seem to mc~ at Ic~st~ essential if the economic 
stabilization controls~ which arc u D.mrt of the f~l! set of contr'ols~ 
ere to work effectively. The third p,~rt of ~:V talk concerns the. oues- 
tion of di~%sion of labor bet~:.¢cn civilian pricing authorities and the 
proc'~rcment ~.uthoritics of the 2treed Services and th~ir rel~tions to one 
ano the r, 

First~ the system of controls,--The psrticu!-r syst<~m of economic 
contro.].@ nocdcd for ~ p~rticulcr defense or .vat orogro~m 5 ~,p~:nds on the 
size nnd nature of the progr~.m ~nd on the cxistin~ cconon%c situr.tione 
For cx~mmp!m~ a relatively sm~.l! pro~r.~m v..~th ~ plnnn~dj gr~.du~'t increase, 
which is put into effect ~.t a tim~ --~hcn thc..c is a lot of slock in the 
economy--that is~ when r~e h.~v.~., sew~r~l million unemployed ~nd ~u"n.V of 
o~m factories .~r~ not ne.orly fully utilize~--is one ki(:.~ of thing, That 
v~oul~ r.~quire~ for a time :~t i~zst~ oi~ly selective; controls in the 
fi~-~Ids of ,prices~ wages~ :~:tcrials flo'.,v~ production~ manpov;or~ tr2.nspor- 
t~tion~ and so on, It ~.~ould rcquirm controls or~ly v.~hcrc, there -~verc 
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bottleneck situations. That was about the situ~.tion we had in 1940 
when the defense progrs~n was originr:lly l~.unched. That situation con- 
tinued for at least a year. "We could deb,ute ~.bout the precise time 
~,t which it turned into the other situation 1 9m going to describe in a 
moment. Certainly it would be sor.~e time in 1942; some v~o~d say some 

tim~ l~,te in 1941. 

Going to the other .extreme, there is th.~ situation of !roaching a 
great-scale, program of industrial mobi!iz..:tion~ ~rith .?. pl?.nned rapid 
increase to brin~ it up ~o a very high peak as soon as possib!e, in a 
situation in which ~,~e a!resdy hs.ve ft~ll~ normal use of the economic 
resources of the com~try and hence little slack. That is an economic 
situation such as w~ have nt present~ when unemployment is about the 
bore min~u~n for normal pe~,cetime conditions. 

If we were to try to ~xoand production greatly right at this ooint, 
for a wc~ program, the addition to total production would have to coma 
principally from drav<ing peopl~ who nre not nov~' a oart of the labor 
force into the labor force and from ~.:xtending hour's of work, (Rapid 
,~xpansion of ~[i!itary product±on would o£ course r~q~ire drnstic con- 
w)rsion .?,nd a]_loc~{tion controls~ 

What I h,'~ve to say today rcl~vhcs to economic sto.biliz:,.ticn~ milit,s, ry 
. _ . ' s~tu.:.,.~lon of full 3 -rod civilian uricin~ oolicies~ -.na orocurement in a " "~" 

normal use of man,oower ~,nd equipm~nt~ and. thereafter I shall not talk 
,~o~uro~s ,~.I. .,,~n~:n "~ ", sufficicrrb t o  d.o th,~ ~.t s, ll about the period ..... selective ~ ~ 

job. I ,~m thinking of a situation in w~ich the need for industrial 
mobilization is at least as ~ ...... . .~ ~r~:,~ in terms: of proportions ~? the economy 

devoted to war uses~ aS it was in.:~orid Jar 1..7; and a situation ~.ftcr 
we have passed the point of .full~ normaL.use cf resources iP, the country, 

,~ <~. -..:uided.missi!~s~ end m~:ny other A future v¢o~r ~dth atomic b~mO..~ . 
things which I h~ve not c~ven hesrd ,:.f~ might present a radicslly differ- 
ent kind of program in terms of the n~ture .nnd dcgreu of industri,~ 
mobilization that W~s neccss?.ry. If so~ of course, the objectives 0~nd 
i.h~, programs of industrial mobilization ~.nd economic stabilizs.tion might 

- ~ c , ~ "  " 7 - ~ + ' ~  ' " r~ be v e r y  d i f f e r , - - n t .  Of such  p .... o~b~ ...... ~ s  I know nothing= and c~,,,~et 
s o e u k .  Presumr, , .b!y~ ~ n o t h e r  w a r  v, ' . tl"~ i n  ~ n y  ev~unt ,  o r e s , a n t  a s u b s t s . n -  
ti~.!].y d~.f.~..enb ~et aS ccnditior~s -'rid or-,b1~ . ~ ..... .~ .fr,.-.;~ th:>~ tha~ :','ere 
faced in ~,.(orld. %:~-,.':~.r I!. You are 4,W7,, .,. qhend of n.c on this. I hwc aone 
.~!most no thinking nbout it. H.-uuco I must soeak on somethin~ I perhs.ps 

• *"~ ::.itu.~,tion of total mobilizr:t.i:,n such i~_now something r,.bout~ t}.,at zs~ ~.~ 
• ~,,s wc had in the late oar. 

In that kind of situation full controls ,ere nc,:~ded. The only 
pr.tm~ry objective is~ of course~ winnin?7 the vmr; maximizing industrial 
mobilization t.o that ~snd. This plainly requires priority and allocation 
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controls~ production directives~ the use (sometimes at least) of man- 
datory orders, manpower ,controls~ tr~nsport.n~tion c,~ntrols~ export- 
~aport 'contr01s.~ .~nd .all the other direct controls-over the use of the 
resources~ p~sical and manpower~ oi' the country, all ges~edto the 
achievement of-the m~_xim~a possible c~ount of war goods .th~,t ..can.be used 
effectively ~ or at least that csn bc produced after meeting the basic 
min~um essential :livin~ stand~rds of the people; and also g~ared, to- 
getti~~h~ ~ proper • proportions of all of these various war goods:. 

• ' i,~ny persons would say that economic stabilization~ on the other 
hand~ is a second.~y objective; that controls on orices~ v,,ages~ profits~ 
and so on~ which ar,-~ needed to achieve this~ a.r~, of second,~ry importance. 
I ~uld s~.y~ categorically~ that hhls is not true. A maximum w~-r effort 
is~ I think~ impossible vrithout the effective stabilization of prices, 
wagcs~ ~.nd profits~ including f~rm income. In the kind of situation vce 
~mre talking about~ this m~ans univcrsal~ or almo,'~t univ-crs~l~ orice 
control~ wage control~ ~.nd limitations on profits. There .~re sev~ral 
re~sons-why this is so. 

In the first olace~ a gyrating i~L~lation~spiraling prices, wages~ 
and profits--would obviously plea havoc with the planning o£ production 
by the .producing f~rms~ by the civilian production authorities~ and 
by the production and .procurement authoriti~.s it. the Services, A spiral- 
ing~ gyrsting inflation "~'o~Id also seriously imoair the effectiveness of 
allocation e~d prio~,ity controls and procurement .objectives° - 

The inducements to viol".tc the direCt controls on oroduction and 
the flow o£ material:s~ ,.~nd to ,~.void many of the orocur~,,ont .olarm are just 
too strong when all prices ,cmd wages are rising ~:~pidly~ Chasing ~,~ach 
other~ s.nd rising very un~venlyo No one .~nows whs,t is going to h~ppcn 
to hi,s costs m~xt ' w~.k, n~xt month~ or n~}x5 qus, rter. Re ,one knows 
~,h,::tn~r he c~n be sirra he c.o,n get certain kinds of m~,terials when he 
needs them. Efficient pl_~:r~ing ~nd c.~ntroll~d production and procure- 
ment -,vould be impossible• 

Moreover~ I .think if we have a r~_pid~ price inflation ~,nd inflation 
of the, cost of living~ We. Could not hav-~ ,~ successful no-strike agrce~ 
ment -on the part of labor. ~e ~;,~iu!d probably h',ve ~, l~z.~:c nur.bcr of 
strikes. Oth@r disturbing f.eat~res wou~¢: b..:~ th~ multJp!ication of middle- 
men see~ing.•tO pr¢cu_r~, o ~ " ~,c<..rc~ mo.terial~ for pcop]c .~ho w'~re desperate for 
them~ or just taking ~.dvahtage of the situo~tion by .buyJ.&3 goods~ holding 
them while .the price goes 'u.o~ ;~:n¢~ then o'' .._ _ m~-~cm~ ~ cles.nup~ Not ,or~y.~vculd 
such middlemen • exist in much l~@.r::~cr numbe.rs than usual~ but e'vc~bedy who 
co~18, geC'-his hands • on goods ~o~]_d haw~ -~ ~,~on;, incentive t'.~ hnard them 
as th~ prices .rose rather th,~mu t.',. ,direct them into th(~ char~cls of pro- 
duction ,_~qd dist~"ibution as ra~i(~ly as possiblco - In oth,~.r ,v~,rds~ it 
would be simply Lmpossiblc to m~.imize the w,-~r effort, not because the 
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Government would be unable to get its hands on enough money to buy all 
the war goods it needed--that, of course, it would do~ by one resort or 
another--but merely because a spiraling, gyrating inflation completely 
upsets morale~ production, procurement~ and everything else. 

I think it is worth emphasizing specifically that such an inflation 
would seriously impair civilian morale because of the unequal distri- 
bution of the burdens of war. We never have an inflation that hits 
everybody evenly, We never have an inflation in which wages and the cost 
of living fer everybody in the community move at just exactly t~e same 
pace. Many get left behind in the race and~ obviously~ they do not feel 
very good about it. 

For high civilian morale in a war situationj the controls must 
operate in such a Way that the various groups in the country feel~ in 
general~ that they ~re being fairly trePted; that one group is not get- 
ging any worse treatment than another. I wont to come back to that point 
a little later. 

There are other reasons why economic stabilization is desirable. 
One is to minimize the dolLmr cost of the war and hence the increase in 
the public debt. Another is to keep the price structure and price level 
in what will be a tolerably good balance or adjustment for entering the 
postwar transition period, These two reasons, however~ are not necessary 
in order to justify the use of effective, economic stabilization controls. 
My main point is that such controls and effective use of them ~_re necessary 
simply in order to run the w~-r as effectively as possible and to maximize 
the effort to win the war, 

If I have labored the justification of economic stabilization here 
to this audience~ it is not because I think you gentlemen need to be con- 
vinced of that. You have been studying these matters, But I do want to 
emphasize that you will need to convince your subordinate officers of thi's 
point. You will have a procurement Operotion in which many~ probably. 
most~ of the members will be fresh out of business~ recruited for the 
gigantic procurement activitiQs which are nGcesss~y in the kind of total 
mobilization I am assuming here for our discussion this morning. A great 
meny of these new officers just out of business probably won:t understsnd 
the need for economic stabilization--exceptj perhaps, wage control. They 
will think~ I am afraid 3 that the best way to get more production is to 
raise ~rices, And, even worse~ they will thir~ that an increase in prices 
will always result in an increase in production, even when all labor~ all 
equipmentj and all materi~Is s~r~ being fully used; even if all production 
and procurement officers in a ~.umber of fields ere raising prices at the 
same time in order to getj or to try to get~ an increase in production out 
of the system--an increase which is not forthcoming because we are already 
in a full-use situation. 
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Now~ of course, these views which I ascribe to some of your future 
subordinates are not true. I make the point because. I speak from a long 
andrather frustrating experience with many of the production authorities 
in WPB, and, to be quite candid~ I must say also with a number Of procure- 
ment officers, although by rio means all, w~io apparently held the views 
-¢~hich I have just described. In other words, it is a herd point to get 
across to the average businessman who thinks unconsiously in.terms of 
a normal business situation inwhich you can get an increase in the pro- 
duction and supply of a particul?~ commodity if the price of that 
commodity moves up and most other prices remain fairly stable. That is 
the normal business situation to which he is accustomed. 

I hasten to add that I am not saying that in a full-war economy, 
with full use~of our resources~ a price incrs:~.se on a p~ticul~.~ commodity 
will never stimulate production. Plainly, it will do so if most other 
orices are held stable. In other words~ in order to use prices as an 
incentive, in order to use price increases as a means of supplementing 
and helping the direct controls, production directives, allocation and 
priorities systems, and the iike~ it is necess~_ry to have prices in 
general held stable so that you can create the incentive you vd.sh by 
moving a few prices up while the oth~rs are stable. If they are all going 
up at the same time~ you do not getmuch~ if any, incentive out of rais- 
ing any psrticular one. You have to try to keep ahead of all the others 
and that is a fruitless race, 

I v?lsh to point out also that in the kind of situation we are speak- 
ing of there are many instances where a price increase on a ps~'ticular 
commodity will have no apprecisble effect on its production. The diffi- 
culty is not that the price is not high enough to give adequate returns; 
it is, rather that the producers s~ply cannot get additional labor supply 
or additional material supply. This illustrates the great importance, 
in order to make the whole system work satisfactorilY ~ of close coop- 
eration between those in charge of pricing and those in charge of prodaction 
and controls on materials. 

Now I turn to the second part of l~ V t~Ik--somc principal things 
which are needed to make stabilizatibn controls work effectively. 

Firstj there are some who soy that economic stabilization" can be 
assured si~ply by having lcrge encugh taxation, in other words~ a balanced 
budget and effective control of the money supply. According to this 
view the whole aoo~mr~tus~ ~ of oricc, control and --~.g~. control is ~bso].utcly 
unnecessary. It is surprising to me what a l~rg..~ number of peoplethere 
are who believe this, particul~rly aj~ong my economist brethren. There 
are several reasons why this is ur~vorkablc ~.s a single stabilization 

.~ ~ inflation occur as a scheme. In the first olacc, the way price and w~g 
war progr~mm sweeps ahead i, by l~ge price increases ~t particular 
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points in the economy. It is the basic mate~ials and semifinished pro~ 
ducts that are hit most and hit first by the large spending in a war 
program. You cannot control the.t sort of thin'~ by ~.n over-all control 
of fiscal and monetary policies. 

Secondly~ it is politically impossible~ under or.~sent circmustances 
and any foreseeable circ~i~stances~ to secure an increase in t~es ledge 
enough to bring to ~he Government~ out of t~ntion, enough money to 
balance the budget when the Goverrm~ent is spending at the rote of a 
hundred or a hundred and fifty or two h~idrod billion dollars a ye~ on 
a war progrean. Neither the ordinary citizen nor the ordinary Congressman 
understands these things -~ell enough to accept any such thing. 

Finally, some excess of the total money demsnd for goods o.nd ser- 
vices--the total of the ~. Govcrrment demnnd for v,'~.r goods and the demand 
of all civilians for civilian goods that arc availeble--over the total 
available supply is, in fact, desirable, provided, it is not so gr~at the.t 
it tDmeatens the breakdown of the direct controls. ~,~. J. K. Galbraith~ 
a Deputy Price Administr~tor~ h'.<s pointed out in a brilliant smticle in 
the "American Economic Review" for June 1947 theft som.~ excess of tote/ 
demand is desirable because it gives .~ strong incentive to produce more 
goods of any sort. Hence, there is a strong incentive to draw labor out 
of those portions • of the population which formerly have not been in the 
lsbor force and to pc.y fairly high wages, to do it~higher -~vages thegn 
they would get under normal circumstunces. This ~4raws in many women~ 
the older men, the !sme, the infirm, ~nd so on, as long ~s they can add 
anything at all to production. 

This excess of totzl demand over supply, -~ith orices held down so 
that it c~.nn6t express itself by pushing all orices up and eliminating 
the excess of demand, acts as ~. forced draft to dre:,v in as much of tile 
resources of the country- as we possibly can. If you can get them into 
pr6duction somev~uhere, you have a better chance to move them ~round in 
accordance :¢ith the needs of the -;;,?x program. 

A second thing I want to emphasize is ths.t in many cases controls 
on the flow of mat~risls and parts~ production directives, limitation 
orders, and the like~ arc needed in order to make stabilizs.tion controls 
work. There -is an interrelationship here--one is needed for the other, 
and the other is needed for the one. During the l~te war, in.the c-~se 
of basic materials for w s~ goods~ the direct controls ,,,~ere in general 
quite effective as we moved into the period of the ms, imam war effort. 
The difficulties on the "side of price control~ which showed up clsewhcre~ 
did not appearo In some fields of ci~,~i]_isn goods~ ho-~rever~ vehcre the 
War Production Board @as ~cry loath to use ,ollocatioms or production 
directives, price control was exceedingly difficult and~ in fact, did not 
work very well because of the lack of direct controls on the use of 
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materials. The most outstanding exmmple' of that scmifailurc w<~s in the 
field of clothing. 

A third po.int ! want to make here is that in order to have effect~- 
ive~ economic stabilizotion there must be worked out and wut into effect 
some kind of balanco of prices~ wages, profits~ and farm incom~s~ a 
balance that will be acc,spt~d by ~ll of th~ groups involv.~d ~s tolsro.blo~ 
at .least~ if not entirely s.~tisf.~ctory to any one group. This balanc~ 
must~ of course~ be effective'in terms of incom{~s over the whole field 
of operations in the economy~ incl~ding the fields of wor production and 
the r<~Sources d~voted to ~ar pDod~ction, 

H~nce I s ay~ that procurement officers, if they are to do the maxi- 
° ° o ° mum that they can for the wo.r offort~ must supoort ths sts.om]mz ~tmon 

program, both whera they haw~ r~spolmibility for pricing or plseing 
limitations on orofits--this sho~Lld probably be a considerable area; I 
will come to that in a few minutos--and where c~mtrnl stabilization 
agencies s~e doing the job of s~ttir~7 prices ~md ~agos. 

It is extremely difficult to control wages if the cost of living or 
profits are continuously increasing, it is highly difficult to control 
prices if you cannot control wages .~n(~ hold theism r,~lative!y stable. 
Farmers will not accept strict controls if wa~s s.nd/or profits are con- 
tinuously rising. Hence some sort of bcl~nce of rcturns~ or at least 
standards for pric~s o.nd incomes used by the gover~uent authorities~ is 
~moer~tive; a bo.l~nce which is generally considered toler~.ble by the 
various groups so theft'they "~~ill~ in g~.neral~ acc~pt the controls ~nd 
not spend too much of th~ir t~m,~ trying to change th~m~ either by force- 
ful methods~ such as strikes~ or by the fatal!jar technique of bringing 
pressure .to bes~ on the agencies and on ths, Congress. 

think this balance is so imports.at because the American people 
~.~ accustomed to many individual liberties~ .~ r,~latively free markct~ 
and democratic prodedures in ma~ing had a@.~inistcring laws~ pe~rticula~ly 
le:~vs that affect such things as pric~s~ ~aes~ profits, ~.ond jobs. Broad 
~nd ~tringent economic controls won% work unless they haw~ the general 
acceptance of the people., 

P01icing~ of course~ is %mport~.nt. But you c~o~ot dep~~nd on the 
wholesale use of police methods u@th th,~ .&~cric?.n pedplc ~ven in a very 
gr~.t emergency. I stress this beet.use I think busin<~ss man ?,n~ military 
men sometimes tend to forget it~ or un@.~r-cmphasize it, prob.~bly because 
they work in and ~re used to org0,niz~tions ~-hich~ for w~ry good r~asons~ 
ore organized on authorit~'ian Principles rath<~r than of princiolcs of a 
democr ~tic society. 
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Now I come to .o_ point alli<~d to the on~ just ~.~de.. .Nothing dis- 
credits n s t~-bilizs.tion .program so much p.s ,~. fe<~li~7 on the o.~.rt of a 
lot of ~ ~ ~ ~ ~ "  ' " O~op.~ that t!ley ~_r:~ bc~ing unfairly discrim.in~qted ._,g...mn,~t, that 
the other fel]ow is getting ?. b,~-~tter br,.-~k on the price h -~. rec.~ives from 
the price-control agency or from procurement..officer$. 

Also, nothing discredits a stabilization orogr:.m so much ,q s several 
inst:nces of bad f-~il.ure~ ~here the thing plainly is not working... ~nd the 
pemple who try to cooperate with the Government arc getting hurt thereby. 
For this reason subst~-qntial uniformity .of pricing sto.ndcrds ~nd profit 
controls over th,~: :,,'hole field of bu~iness~ both thu w.~r-goods ewea e.nd 
the civilian-goods ~rea~ is noccss,:qry so that, in gcncral~ Oc.ople feel 
that vehatever they or~: aomno ,*,hey are being tree, ted according to the 
same standards ~.nd :-we not vict~ns oi' unf~qir discriminution. 

I would like to trophy.size this whole point on h~m~an rele.tions by 
quoting to you a remark oncc made by Leon Henderson. I w~.nt to s~:c ]~,~. 
H~nd~rson l~te on~ u, ftcrnoon ..'-.Yt.-r hd had had .~ very rugged day ~~ith a 
number of peep!c: from business, le.bor~ and some ).,'embers of .Congress. He 
was plainly worn out. He greeted mc ~'~ith ,~ v~y smile and s~..id~ "Don~ 
this is the g----t~ most complex econom~ ever inv~mte8~ .~.nd them they 
h.-qve to go an< ~, out p~ople in it." (Laughter) 

The considerations I have mentioned make it plain that procurement 
authorities and production au%horities need to support the stabilization 
progr:mu~ven where they have ~ direct resoonsibility for it~ in order 
to help make it work so that the war program itself can,re~ch and main- 
tain maximum effectiveness. 

The consider,~.tions %h~.t I haw-. ~ noted shove sugg~st that prim.~.ry 
responsibility for most price control~ although not necessa~rily a3_l~ 
should be lodged in one separate price-control ~gency. The s,~mc thing~ 
I think~ holds tru~ for wa~e control.. W,--~ 6o not ne,~d to go into the 
question of whether the s.~.m~ ~,..,~ ~ ~,~nc~,~ should control both prices, and wa.geso 
If there are sew~r,~.l different agenci<es controlling prices~and the seaue 
thing would hold true for w~.ge control--the problem of overl.apoing ~ould 
become exceedingly <~;ifficulto ~ had c. chzrt once on the ma1zkfold uses 
of corn~ which x=,;c~ pres<.mbed on th~ Hill wh~n th~ fpxm" bloc was interested-- 
as it always •was--in trying to get prica control on form products given 
over entirely to the Secretary of Agriculture, Yo~ cs.n~t _imag~ms the 
tremendous number of uses of. corn. It is not just a food. It go~.s into 
innt~..erable industrial uses. A little ime.ginubion ~i.].l show the diffi- 
culties that ~ov~d exist if ,,'~e had onu price-control agency tr}~ng to con- 
trol prices in th~ ir,dustri~l arc~s, and another trying to control prices 
in the f.~mm .-area. 
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Also~ I have emphasized the importance of uniformity of standards 
and treatment. The only way to be sure to get thst is to get ~s chose as 
possible to one agency doing the job, 

In introducing my third topic~ the scope ~nd relation of price con- 
trol smd procurem@-nt, let me make two general points about procurement 
agencies as instrumants of price control. 

Procurement authorities, in the job of procurement as such~" touch 
only a part a even though ~ large part, of the whole economy. Hence it is 
obvious that in their procurement activities ~lone they cannot do the 
job of price control for the whole economy. They can, however, ~ake 
primary responsibility for the control of prices and profits in oarticul,~m 
-~-reas, as we will see in a moment. 

In general, I ~ould thirst it unwise, however, for the Armed Services 
to take on the task of price control outside the area where, by virtue 
of their procurement activities, they ~%ve a close relation to problems 
of the production and supply of war goods and the companies producing 
them. For the best civilian moro.le in the country and for the. maxi- 
mization of the whole wcm offort~ the •Army, the Navy~ and the Air Force 
ought to be the org?.nizations for which everybody stands up and cheers. 
It is obvious that a group of men who are ~ngagcd in price control or 
wzge control do not get many cheers. ' 

On the topic of the acope and rcl~tion of price control and procure- 
ment, let us start ,,~rith an old question: ShouldnVt the procuz'ement 
authorities be rcsponsiblc for the stabilization of prices on evcr~hing 
they buya at least, and perh~@s for most or all of the psrts, sub- 
assemblies, semifinished materials and basic materials? Let me take you 
back to June and July of 19&2~ when this question arose in acute form, 
and devote a few minutes to description of the problem 9~s it then apoeemed 
and how it was settled. 

In the middle of 1942 the economy was in process of rapid conversion 
to full mobilization for war. For sever~i months prices and wages in 
nearly all fields had 'been rising at an al.~_rming rate. In Aprila OPA 
issued General ~4aximum Price Regulation which froze at the M~'ch level 
nearly all prices that had not hitherto been controlled by the selective 
price-control schcdu!cs r.lr~edy issued. 

~he G.',.~R slowed up but did not stop price inflzt~on. W~ in OPA 
were very mt.ch concerned about th6 situation, particularly in the wage 
fiald. There wasa as yet, no effective wage control~ no statute making 
direct provision for wage control. Also there was no control of a nunlber 
of farm prices because the st?.ndards for ceilings on f~_rm prices in the 
original statute v~cre so liberal that army of them had not ye~ risen to 
the point wh~re w e  could set ceilings. 
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In this situation~ two things happened: 0ne~ a so-called ~age 
Stabilization Conference was called .in~ Los Angeles with respect to air- 
craft wages; two s the Under Secretaries of ~'ar and Navy addressed to ~.~. 
Henderson a very strong memorandum requesting complete exemption from 
8ontrol by 0PA of all military goods~ parts and subassemblies with minor 
exceptions, We had just issued a regulation (},~R136) coverirg a number 
of part~ and subassemblies of military equipment. Wc had been ~,~rking 
on a regulation.for ceiling price control of airframes and another one 
for tanks° We believed that we could write the kind of regulation on 
these items which would not impede production. If I cou].d show its 
terms to you I think you would, agree that s in general s this type of 
regulation would not impede production because it was so loose that one 
could get almost any price that was needed. Th~ orinci~s& restr~,~ining 
feature .~:as a. provision that cost c~Icula~tions could not include increases 
in wage r£tes after a base data which~ as I recall it~ was some time in 
April. Thus whatever wage incr.aase might come out of this Stabilization 
Conference w,_~s not to be included in costs. 

Our major purpose in designing these two ~e~ul~,tions was to use 
them as a lever to prevent the impending wage incrue.sg which otherwise 
would~ I ~ sur% have gone through, They were s~ccessful in doing this~ 
although we never ~ctua].ly put them into effec$~ The whole ,-~pisode 
dramatized the great need for effectiye wage control and. helped greatly 
in the driw~ d~ring the summer for a St~bilization Act which was passed 
Sn October s giving effective control over farm prices ,and w,~.gcs and 
setting up the '~ar "Labor Boand~ 

As I have said the Services requested late in July 1942 that OPA 
refrain from any control in the area of strictly ~ilitary goods~ their 
part% and subassemblies. We discussed it with the Services over e, 
period of weeks~ during the su~m~er~ while this ~hole business of wage 
stabilization was very hot. The outcome was a settlc~ment in September 
by which OPA agreed to rafr?.in from extonding ceiling price control~ 
beyond the coverage of regulations already effectiv% ~ny further into 
the area of strictly military goods and those parts and subassemblies 
of milite~y goods which were st a, st?,ge where they could be identified 
as plainly intended for th,.~ production of military goods rather than 
civilian goods, This want a long way toward meriting the request of the 
Scrvices, 

The Arme, d Services agreed on their pert to undertake effective 
stabilization of prices and profits in the exempt c, rea thyough their 
procurement methods ?,nd Price Adjustment Board oper~,tions. OPA sig- 
nified its intention s because of its statutory obligatio% of w~.tching 
the resultso As it turned out~ we never felt theresft~r thnt it was 
necessary for us to go into that exempt area to .~ny considers, ble extento 
In other wordsj we thought that the .Services were doing~ on the whole~ a 
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good job in {~roving 'tHe closeness ofpricing and improving the eper- 
atiOns of t~e-.P~ice Adjustment Boar-ds,--,". - . ........ . ........ . 

Moreover~ the~impos!~ion of ~age control went ~I'sm to remove .any need 
for OPA control in ~:He: area Of military gobds, parts, ~nd subassen~blies 
in the absence of wag@ control ceili~ price contr~l seemed necessary. 
in'this area ifi order to damp dovm the wage increaa~<~s there which would .- 
sprcad'to-the Clvilian-goods s~ea and thus impcir stabilization of the- 
cost of living. Th@ result would be a vicious spiral of prices and wages. 
That was what worried us. 

We Come nowto the division of labor in stabilization betw'~-n the 
price ~control agency and the Scrviees. I think the, solution worked out 
in 1942 was a good on.~ and I think it points the way toward general 
prin.ciples for ~olUtion of~thc same problem if it should, ever arise again. 
Plair[ly~ :the procurement authorities should b~ responsible for pricing 
military, goods'which are bought on prime contract~ ass~.~ing that there • is 
effective control of •wages and prices of materials and supToliesj and that 
there is efficient~ noncompetitive procurement by the Services. This 
arrangement ifibludes finished combat items and their parts andsub- 
assemblies in any form such that they are clearly destine~ for military 
USC. 

!, 

• -Notice that I mentioned prO_me contracts only. ~The question ~:rises 
whether the Armbd Services~| procurement authorities can else control 
effectively the pricing:on subcontracts, in this some category of goods. 
I shouD.d think that" they could. I should certainly think that it would 
be desirable for them to undertake that, if they can do it, rsther than 
to have the price-control agency do it~ for-reasons which I think are 
obvibus~ Th'~ s~me: types of product are often orocurcd on both prime and 
subcontraets ~ ~ , 

". 

Coming down, however, to articles like food~ clothing~ drugs~ and the 
liko~ those shoUld be controlled by the price-control agency. I mean 
the whole .~ray oT them, including those bought, by the Armed Services. I 
thiEk the s~e conclusion holds with r~soect to basic materials~ such as 
coal~ metals~ lumber, and heavy chemicals, which go~ in substantial degree~ 
into all kinds of civilian products as well as i~to w~r goods, In both 
cases we will get the best results v~th one control agency~ one set of 
people to deal Vfith the firms and industries, and one set of standards. 

Noreover, the price-control agency can do industry wide pricing and 
make industry wide price adjustments. It can set up a price schedule and 
structure for the whole .steel industry~ In procurement act~ties~ as 
such, the Armed S~r~ices can not d~ that becaus~ they newer deal v,~th .~.ll 
of the produc~s made by ell of the comparA~s. Obviously~ procurement 
methods ~e~ in the main~ m,~thods suite4 for dealing v.~th pPrt:Lcu].~m com- 
panies on p~rticular products. 

I I  
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It might be decided duringanother war to h~ve a central groct~rement 
agency procure all of the supplies of a basic material~ perhapsseveral 
~f them~tee!~ copper~ or what n~t--on the best terms it c~uldj that is~ 
to buy from each company, not at a flat uniform price for -~II~ but at a 
price worked out on the basis of that o~n company's cost-profit 
situation, That was done to a very limited degree during the war, It 
was done in the case of ~Icohel where a lot of the supply came from new 
?lants, The RFC bought it .up at many different prices and. s~id it out to 
further processors at ~ne price, If such a scheme should be adopted, it 
seema to me that it should be operated by a civilian procurement agency 
rather than by the Armed Services, 

i have just one or two remarks~ if I may have a f~w minutes more~ 
on pricing s.tand.~ds. 

A price--control agency which is trying to do:the enormously difficult 
task of really st'~bilizing prices, p~ticularly the cost of living~ an~ 
preventing a spiraling increase~ must use stand~rds.vfnich~ t, a reasonable 
de~ree, require absorption of cost increas6s in one way or another as 
l~ng as there, is any adequate morgin in the existing priccs for absorption. 

That~ also~ is a hard point to get across to people who have not 
thought much about the job of price control and who take it for granted 
that the only f~ir way, in fact the only satisfactory and .~dequate w~y~ 
of controlling prices would be to use a pure cost-~plus formula--that is~ 
to start with prices as they arc at a given time~ freeze theme and then 
increase the price of every product~ for ew~ry firm~ and every industryj 
whcnever there is an increase in its cost, Th~.t will not work, There 
are always cost increases occurring here. -~.nd there in the system, .As we 
strain the resources of the country in trying to m~x~nize the war effort# 
scraping the bottom of the barrel on manpower; and forcing materials 
substit~tions~ the creeping cost increases here ~.nd there tend to become 
greater, 

If you have a price system which alv~ays adds on all cost increases~ 
you will.~ in this situation~ h?,ve a price system which is always in 
motion; the whole thing is moving up~ I do not believe you can effect- 
ively operate a system in which your prices ar~ always in upward movement~ 
here and thcre~ ever~j~/herc. So .a r,~asonabl~ ~nount of absorption~ wherever 
cost increases, can be absorbed v~thout doing ~ny harm to the financial 
and profit situation of the industry or firm in question~ is a c~rdinal 
principle! of effective price control.. 

When ib comes to procurement authorities in the field where they 
have the responsibility for pri~illg~ they need not~ it seems to ~.cj use 
~xactly th~ s~2e standards ~s the, price-control agency. Indced~ their 
type of operation~ dealing individnally v~th individual firms .~.s to 
pe~ticular products~ is~ of itsclf# a kind of operation which would make 
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it .difficult to ~.pply exactly the s&me sort of Dricing stand~rds~ 
particul~mly on an industry~de basis~ that the orice-control agency 
could and should use. 

But the procurement authorities, where they hsvo .the responsi- 
bility-for pricing, must, it seems to me, v~rk out oricing stand~mds 
and operate pricing standards which come to substantially the s~ne 
results, " in terms of.effect on profits and other .things, as the pricing 
standards used by the civilian authorities in the other fields. Other- 
"wise, the claim of unfair discrimination between different parts of the 
system will arise. The man who is producing very essential, civilian 
goods controlled by the civilian price-control ag.mcy ~,will say, "Well~ 
I~m producing something just as ~nportant as ~_ircre/.t and 3~.t I~m being 
t2eated much" mor<~ harshly," 

In fields where the price-control agency has responsibility, the 
procuz'ement c.uthorities, it scums to me, should %ccept the si.andoirds of 
the price-control ag~ncy and support that agency publicly. If they do 
not agr~.ge with the stand?ads it is perfectly proper to argue their case 
in private ~',ith the price-control agency. But a public squabble in 
industry meetings, as occasionally !iappened, or in the press d~ma~es 
the stabilization effort and may ~mpair procurement. And I would say 
that they should help to sell the orice controls to their clicnts~ as it 
were, They should also help to get the production authorities to use 
the 9/nount of direct controls needed to assist in effective stabilization. 

Finally, v&at sho~d the price-control agency do to help procurement? 
First~. it should, tailor its ceiling price regulations on goods bought 
by the Armed Services to the p~rticu!ar circumstances, so as to be' sure 
that there v,~ll be no impediment to production or procurem.-~nt ~mising 
from any ef the terms of the r.egulations. 

- -  The regulations should be flek~ible with respect to adjustments-so 
that adjustment-s~ either industry~de or individual compsJny adjustments, 
will be provided wherever they are really needed in order not to h~.per 
supoly or procurement. Th~ .~. price agency should give the most promot 
attention to industr~<ide or individual adjustment caseso 

The price-control agency should, so far as it can in its contacts 
i 

with producers ~nd suppliers to the Armed Services , help to s<~ll to 
them the procurement programs of the Armed Service's. 

Ny last point is that the price-control agency must maintain 
sufficient price control on nonessentials to help prev.~mt az\y diversion 
of labbr, o~r materials •from the production of essentials for bh~ w~m 
progTsm, or for civilian consumption~ into nonessenti.~l ~sas~, 
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CI~TAIN STOVER: Any questions, gent!croon ? 
_. " : . . . . • 

" ~ ~" foreign trade have on prices? QUESTION: ~'{nat effect or ~mp~ct ~oes 

DR. Vff'~LL~CE: Just in general~ let us take the present situation. 
There is an abnormally large ~xport surpius, as you know, going out of 
this country for very good reasons~ with wl~ich you are familism. In that 
situation, there must~ of necessity, be some effect on price s . In other 
words, prices of some goods would be lower at the pr~.sent t~e if it 
was not necessary to send such a sizeable amount of those goods abroad. 

The extent to which foreigh tr?.de~ in the pnrticul~%r circumstances 
we are considering here, affects prices depends on a whole lot of things~ 
It depends on how large a p~rt of the supply is going out. It depends on 
the "elasticity of demands" to use the economists V term, for the pro- 
ducts in question~ and a n~mb~r of other things which make quite a 
long story~ 

The general snswer is~ of course, that foreign tra~ ~..~, like any 
other kind of trade affects oriccs to Some extent. Foreign .~c:..and is -~ 
pert of demand just ~he sm~e as an~? &e~ut of domestic demand is a 
part of demand. 

In the present situation there has been a lot of ~id talk ~bout 
our l~rge foreign export surplus being the principal factor for the con- 
tinuing inflation. I do not thir]~ th:.'t is true at all. it tends to bc 
a factor, but less ~portant, I should think~ than some others. 

DR. HUNT~: Dr~ '7~s~llace~ during the recent ws~r there w~s a great 
dca! of, one might a~uost say~ continuous friction between the oroduction 
agency, represented by the V~.~r Production Bocrd, and the price-control 
agency, represented b:r O.P.A. 

DR. W~%I~L!CE: Unfortunately~ that is a correct statement. 

DR. HTI~TER: To whet extent~ in your opinion~ did thot interfere 
with the maximum production effort? And, second, do you see any .~ay of 
handling t!~at so as to olLmin0.te subst~ntially the imp0.irmcnt of w-~m 

*' O production cf._ort. 

DR. ~:;ALL~CE: 7~'ell~ of course, the field covered is so vast and the 
o_~t of it %:hat any one individu~l in the picture secs~not alone 
throug h his o~mn eyes, but ~~%~-~Z hc he~rs from other peopl.~ v~ho se~: other 
p~ts of it--is still such a small part of the totol that I suppose any 
one person ~ould reelT, y be incompetent to ans~cr your question. I donVt 
think I can. 
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Ny'impression, however~ is that the friction batween the production 
and orice authorities during the late war did not impair, in any sub- 
stantial degree~ the production of ~ny of the essential goods--essential 
for ~r, that is,'I think when we go to some essential civilian co~nodi- 
ties~ such as clothing, it is plain that the friction which existed~ the 
inability to get together on a common program~ich would have real 
results~ did result until relatively late in the game in an unsatisfac- 
tory situation. 

ConceiVably that could happen in the field of essential war goods. 
But it is not likely. The need is so obvious. The Army, tke Navy, and 
the Air Force stand there in back of the production authorities to say, 
"We have got to have this stuff. If you fellows can't get together on 
it then we .will have to have the Pr~sident, or som~-one else~ coordinate 
you or replace you." 

I would not think that the chances of friction seriously interfering 
w i t h  w a r  production w o u l d  b~a very gr~at. As to how to minimize that, 
it seems to me the best We can do is to get together continuously~ to set 
up machincry forcing the opposite numbers in the . price and production 
agencies to see each other frequently~ to know each other's probl:cms~ 
then try to get together on them. 

The othcr solution of having price control ~nd prodUction control 
in the same agcncyj under the same head~ is not) I think~ ie, good solution. 
That represents a change'over from ~ my original position in 19&O when I 
first began to have something to do ~th these matters. At that time I 
took it for granted that we would get bett~-r results if the ~me group 
of men were controlling prices and production. But i think that is 
asking almost too much of any man because there is~ to some extent~ an 
element of conflicting objectives there. It is wn'y difficult for a 
man~ I think, to do ~ good job both ~[th respect to production and pricing 
at the same time. If you try to do it in one agency~ I am afraid one 
objective ~[ll be distorted out of all proportion and the other ~ll be 
greatly sacrificed; and I have a hunch v~nich one will be sacrificed. 

CO~.2,~NT FROM THE FLOOR: I understood you to say, sir, that there 
was no reason for price-fixing and wage-fixing to be under th~ same head. 

DR. WALLACE: I donlt think I actually s~id that. I really ducked 
the question. 

CO~]~NT FROM THE FLOOR: Well would you discuss it now, sir? 

DR. WALLACE: I solid there is no reason why we-need to discuss it 
hers this morning. Perhaps I was v~ong on that. 

COI~,~.~,NT FROM THE FLOOR: ~,~@ould you discuss the relstionship that is 
necessary between those two. so that when wages are lowered prices will 
be held down, 
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.DR. WKLI~.CE: I am not sure in my own mind whether one would get 
~etter results if wage control an{) price control were in the same agency. 
I am sure that they need to be coordinated by somebody who stands over 
both of them. 

However~ the two operations are basically quite diff~-;rent. One 
obvious difference is that in th.~; case of wage control, you are dealing 
in a very direct fashion with men, ~,~i.th personalities; much more so~ 
I third<, than in the case of fixing prices on commodities even though:' 
those commodities are oroduced a~ sold by men. 

I think the. kind of approach, the methods used, the stand&r6s used, 
all of that~ are quite different in the two cases° H~;nce. you'need men 
with somewhat different sorts o£ training for each of "the tv~5 jobs. In 
any case~ what each of them is doing v,,ill be quit.,; different from what 
the other is doing} so the.re is no particular advantage in h?~ving the 
same group of men right in one cg~;ncy trying to do both of those @hings 
together, provide@ there is a good integrating officer over them~ 

As a practical matter~ to get ,~ffcctive w.~ge control, you m:uy h_~ve 
to have the trip.ertite bored arrangement which .~-e had during the late 
w...&r in the Ws~ Labor Board~ If you h.3ve a bo,~rd of th~.t sort for wages 
you do not want that board fixing pr'iceso 

: QUESTION: In a war economy~ ¢~hen there is an increased dgmand~ you 
gensrally bring in ms.rginal produc(;rs. Their costs are going to be 
higher; necessarily~ prices have to be higher. The prices of the last 
producer ~'~uld be excessive~ How do. Fou handle that situation? 

DR. WALLACE: From tile standpoint of an effective stabilization 
hanol~ that situation is by soeci~l program, th~ best ~ay of course to ~" .~ 

premit~ prices for the inefficient or abnorm~1 part of the; production 
as was dene in the case of pre/mi~m price s on m._~rgina.l incr~m~snts of 
copper~ lead, and zinc during, %he war:. %hos9 pr~mium prices were fin- 
anced by a subsidy vJ~.ich paid~ for its~if many times over, ~f you count 
the savings by measuri~g whnt~ t~ total, supp]@ o J: copper would hav~ 
cost if you had a flat uniform pr~c~!~ of 17 csnts a pound ~s comparQd vrith 
what it cost v;h~n 17-.cents was 9aid for only 25 percent of the total 
supply, the rest being obtained at 12 c4~nts. Those .figures as I:reca]_l~ 
-~e not tOO far away from.the actu~l situation as o.f 1945. We did that 

• ' u ,: " ":, - 

in a lilait~d number of cases dur±ng the-¢;ar..~nd -;~&th wi.ry effective 
results ~in large savings. 9nd holding price s down. 

It c{m also be.done without subsidizing by buying up various p~,rtS 
of the supply at different prices~ related to the differences in cost 
situotion, and the nsel.lin ~ an l of that out at .a uniform price v~ich~ as I 

th. case of alcohol. mentioned in the coarse of ~y talk, wa:.~ done in • c .. 
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QO~STION: In a wan c.conomy why is it necesssry to continue the 
operation of ~. commoSity mxchange°with r~g2rd to the fixing of prices? 
~at part did it play in the national economy that ~-;ms so important? 

DR. WALL4CE: I do not believe it ~ns necessary gocontinue the 
operation of commodity ~xchanges. },~ memory is s litt].e ~ vague on v,,hs.t 
happened last time. I think th,~ metal exchang~s~ for ex~nple, simply 
closed down fairly e~riy in the game, I do not remember whether the 
grain ~xchanges completely closed down • or whether their operations were 
just very greatly limited. But~ in "any case~ there isntt much reason for 
dealing in futures in a full war economy. There isntt much reason as 
compared to what thor~ is in normal times.. ~ 

QUESTION: I h~ve he~_rd it said ths.t it is nmcess~_.~ry, for prosperity 
in this count~y~ to export ten percent of our m~x~num ~.~,roduction every 
ye~cc~ Could you comment on the veracity of that statement along vaith 
the effect that our expanding economy will have on that~ if true. 

DR. W;~LLACE: Well, thatls a pretty l~ge order. 

I Suppose you aret.alklr~ about th~ present situation. Exports~ I 
think~ have been running roughly ten percent or a little less. I have 
:net been int'emsi~ely stud3~ing the present economic situation and the 
whelm international •situation in the last ~ ~w months~ so I ~ r ea!ly 
not compctent to answer your question. 

The amount of our total production that we have to export in the 
Present situation depends very largmly on the whol~: situs.tion~ which 
is bound up ~.ith the Marshall Plan~ of course. That is the basic 
factor in the situation. I s:p. just not familiar enough with all of 
that to have an i~ormed judgment to give here today. \ 

I v¢ould say one thing~ howevmr: I do not beli.7~ve anybody would 
say it is necessary to export~ ye-~r, after' yea~ any p.~rticul~r propor- 
tion of the total supply of '~. countryts output, i:ne figure might vary 
quite a lot. Pr,:~s~mably~ as Europe r~covers ~nd ~<ets on its feint-again, 
our exports to Europe may d~op off very greatly and bec.-,me :~ much smaller 
proportion of our total supply than at present or~ apparently~ in the 
next fe;;- years. 

But if you ~',re thinking of :~nothmr angl.:-, of the thing, tl:,e con- 
tention that we will always hav,,~ to export a consider,.~ble part,be it 
fi~ej or ten, or whatever percmnt~ of our total output in ordmr to 
main~,ain maxim~mn employment and production in this countryj that is ~, 
some~-~-hat debatable question. ~-should thiDJ~ probahly v;e v..'i!l h;~ve to 
export a c0nsidere.ble pert. I would not dare guess what the fig,a~m 
~,'~ould be."~C6nceivably it might be less than I0 percent. It certainly 
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would be much less for us than for a country like Great Britain or 
~any other countries of which thewhole ~conomy is geared to a large 
exportation of goods and services and a very large importation of many 
basic essentialS, such as food, 

COLONEL ~]~IS:: Do you think it is feasible to administer price 
Control and rationing in two s- ~ . epar,.~. ~e agencies ~ 

DR. WALLACE: Yes, I think it is feasible. I think you would get 
better results, probably, if they are in the same agency. But I think 
if they ~e in the same agency you would probably get even better results 
if they were separated into different divisions or departments as was, 
in fact~ the case with OPA." 

There, 'again, my present position represents a change of mind from 
what it was way back in the beginning when I felt very strongly that 
price control and rationing should be in the ssme division inside OPA. 
That'was simply because I really did not understand what was involved 
in rationing. 

The whole rationing operation is a very different ~ind of operation, 
with much more of the purely mechanical arrangemc~nts for control of~ 
flow~ from the control of prices. There is no particular advantage in 
having the two t'hings done b 3 the same group of men; say~ having food 
rationed by the same group of men ~vho are controlling the ceiling prices 
of food. If you had them in one division, I think that division would 
pretty soon be subdivided ~/ its operating head into a rationing branch 
and a price-control branch. 

How~:ver, I think it is much better to hsve them in th~ ~. seine s.gency 
under the same responsibl~ head, because they supplement eahh other; 
they must do so in order to be effective. 

DR. YOSHPE: Dr. Wallace~ it.-your discussion you laid considerable 
emphasis on the intimate interr~lationship between economic stabilization 
and production~ material~ transportation, and other vital controls in a 
war e cono~ly, 

I Would iik~ to follow up one point which you raised in ~nswer to 
Dr. Hunturls question. You brought out the fact that your preference 
might be for keeping p~ice control in one agency and production control 
in another. Now it is obvio~s~ of course, that somewhere in your mobi- 
lization progrs~ you must have some a~ency that sees to it that these two 
agencies get together end do ~xerci-se their responsibilities in the best 
interest So of the war economy. 

My question is, during World War II we did develop a certain e~nount 
of coordination wkich seeme4 to me to be r~ther improvised. Tile Office 
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of Economic StabilizaZiom and the Office of War Mobilization did not 
appes~ to me to be doing an effective job of coordinating these basic, 
interrelated progr~mms in the warperiod. 

I wonder if you would give us the benefit of your views as to the 
best kind of agency that might achieve such effective coordination~ 

DR. WALLACE: Well, I have not thought very much mbout that~ actually. 
I think that the Office of Ws~ Mobilization and the Office of Economic 
Stabilization during most of the period in which they operated were not 
really planning agencies. They vJere mainly umpiring agencies~ waiting 
for @±sputes~ differences, or problems to come up to be resolved rather 
than looking at the development of the various programs and policies of 
the various ~gcncies under them all the time and trying to plan ahead 
for a better integrated set of policies and pr6grams. If that was whRt 
you meant~ I think I would agree with you that those agencies did not 
live up to the maximum of what might • have been oossible# judging from 
the way they actually operated during the war. 

Perhaps one, over-all agency instead of two, such as the office of 
war ~obilization and OES~ would work better. Perhaps a more effective 
use could have been made of a board or committeo~ composed of the heads 
of ell of the agencies basically concerned with the major regulatory 
functions. The ~ War Production Board was not a board that had to do with 
t~e whole field of war regulations. The Office of Price Admi~istration 
was represented on it~ to be sure# but the WPB paid rather little attention 
to the economic stabilization side of the thing. 

Possibly you could got better r msults by a board composed of the 
agency heads that cover the whole waterfront on major controls--pro- 
duction, stabilization, and everything else; a board which, perhaps, 
had a functioning secretariat and which really was a top-policy committee 
in a real and effective sense. To be that, it ¥~ould have to have a 
functioning secretariat which would ~rk up material for decisions on 
particul<~r cases 3 or changes in policyj or new progrs~ns, and so on. 
i do not know whether that would be better or not. 

CAPTAIN STOVER: Dr. ~allace~ in behslf of the students and faculty 
I wish to thank you for the very scholarly,presentation on economic 
stabilization. Thank you~ siri 

(13 February 19~8--450)So 
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