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C.PTAIN STOVZR: Gentlemen, prices and that genersl area of
eccnomic phenomencn are discussed daily in the press and on the radio,
There is probably more information, misinformation, good and bad osrin-
ciples expounded than in any other subject, Many of our current oricing
headaches may be traced to our pricing policies in times of war,

Our spesker today has a distinguished carecr =s a public servant
in the czpacity of gconomist =nd adviser in the National Defensc idvisery
Comnission, Office of Price Administration, and, more rwceﬁtly, in the
Couwncil of Eeoncomic dvisers to ine Prasident of tqe United Stateg, He -
is a distinguished cconomist, scholar, and author, IHis subjact,
"ielation of Lilitary =2nd Civilian Prico Policios to Procurement in
wartime, " nptly fits the unusuel background cxperience of our spesker,
Dre Donald Lellaco,

DR « LLA&CE: e Chairman and gentlemen, I must say ~t the out-—
sut that it has bbCH some years since I hrve thought about the kind of
problems wo are going to be discussing herc this morning, I assumc that
you are way chend of me since you sro ;tudying these things currently
and intensively, Hence I must ~pologize in advance if, ot timus, I ropaen
things that you have alrcady bein over,

[‘J

I ghall divide my talk into throc partss First, the system of
controls which is ncecasary in o fullewar ecconomy with total, or no-rly
totnl, industrinl mobilization ardall bhct gocs with it, Sccond, come
pzrulculzr things which secm to me, ~t leo~st, essentinl if the sconomic
stobilization controls, which arc = part of the full set of controls,
2re to work cffactively, The tihird part of v talk concerng ths aues—
tion of division of labor betwezon civili-n nricing suthoritics ~nd the
procuramant authoritics of the Jrmed Scrviecs and thoir relotions to one
ancthor, '

First, the systom of controls.—-~The perticul-r syetom of cconomic
contrelé ncoded for o prrticulrr defensc or wer srogram ¢ svends on the
size and naturs of the orogr-m -md on the uxisting cconoric situstion,
For exempls, 2 rcelatively smnll orogrem with o nlannad, srodutl increase
which is put inte effect =t 2 tiaw whon thess is n lot of slnek in the
econony=-thot 1s, when we hove soveral willion wnemsloysd ~nd w-ny of
our factories ~re not nerrly fully utilizode-is onc kicd of thing, That
would roguire, ror o time ot li-st, only solective controls in tho
ficlds of prices, wnges, nmatorinls flow, p;odhctlon, NINDOWIr, tronspore
totion, ond so on, It would rcquire controls ornly whure thore were




bottlencck situstions, That was zbout the situztion we had in 1940
when the defense progrﬁm was crizin~ily launched, That situation con-
tinued for at least o year.  We could debnzte 2bout the precise time

ot which it turned lnto the other situation I sm going to deceribe in
moment, Certainly it would be sone time in 19423 some would say some
time 1ate in 1941, ' '

Going to the other extreme, there ie ths situstion of launching a
preat=ccole program of industrial mebiliz:tion, with = plonned rapid
increase to bring it up to a very high peak as soon ns possible, in a2
situation in which we alrzsdy have full, normal use of the economic
resourcas of the country and hence little slack, That is =n cconomic
situation such as we have ot present, when unomployment iz zbout the
bare minimum for normsl pescelime condltlun

If we were to try to wxpand production greatly right at this point,
for o~ wor progremy the addition to total production would have o come
principally from drawing neople who aro cot now a nart of tas labor
foree inte the laber force and from cxtending hours of work, (Hopid
cxpansion of military production would of cours. reguire drastic cone
vorsion and allocntion controlg)y

What I hove to say today ru l toe to economic stabilizeticn, military
~nd civiliszn pricing policies, :nd osrocuroment in a situstisn of full,
normal use of manpower ~nd cqulprent, ond therceafter I shnall not talk
2t 2ll about thz puriod when soleetive eontrols are sufficiont to do tho
Jobe I ~m thinking of - situation in which the nsed for industrin
mobilizaotion is at least 23 grono u’ in terms ol nrOportlons of ths cconomy
devoted to war uses, o5 it wag in-Torld War II; ond 2 situzticn =ftor
we have pass:d the point of full, navlul UseG c? resources in tho country.

& Fature wor witin atomic bombs, "uldﬂd miss 1, 5, ond meny other
things which I hsve not ¢von herrd of, might present a radically diffcre
cnt kind of program in terms of the asture and degree of industrial
mobilization thot wos necoss rye If 5o, of courss, the objnctivas and
the progrons of industrizl mobilization =nd sconomic stabilizztion might
be very diffvrmnt. Cf such pogsibiiitiss I know nothing =nd cumnoet
spoak,  Prusumably, enother war will, in =ny 2vont, odracant = substane
tinlly different set of cornditinns ond probl: from thnse that Wers
faced in World Vier IT, You oo #oy ~hesd of me on this, I heve done
almost no thinking sbout it, Honeo I must znssk on something I perhaps
know comething nbout, that is, ths situation of total mobilizaticn such
ag we had in thoe late wor,

.
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In that kind of situzstisor full controls ore ncondeds Thae only
primaxry objective is, of course, winning the wor; maximizing incdustrinl
mobilization to that end, This plainly requxres prinrity =nd ~llccaticn
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controls, production directives, the use (somectimes at 1east) of mane
datory orders, manpower controls, transportntion controls, export- _
import ‘controls, and -all the other dircet controls-over the usé of the
resources, physical and manpower, of the country, 211 geared to the
achicvement of «the maximun possible acmount of war goodsz -that .can be used
bffcctlvcly, or at lsast that cen be produced ~fter mecting the bzasic
mirdimum essential Jiving standards of the people; and nlso geared to:
vottlnn th@ proper propeortions of all of these various war goods,

'“Maﬁy‘persons would say that <conomic stabilization, on the other
hand, is a secondary objective; that controls on prices, wages, profits,
and so on, which ars necded to achieve this, arc of secondrry importance,
I would sry, categorically, that khis is not true, & maximum wor effort
is, I think, impossibtle without the effcctive stabilization of prices,
wagcs, and profits, including farm incoms, In the kind of situstion we
are talking sbout, this means universal, or almost universal, price
eontrol, wago control, and limitations on proflts. There are several
ressons why this is so,.

In the first place, 2 gyrating inflatione-upiraling prices, wages,
and profits-~-would obviously plzy havoec with the plapning of production
by the producing firms, by the civilinn production authoritiss, and
by the production and procurcment authoritics ir the Scrvices, 4 spirale
ing, gyrating inflation would also sariously impair the LfffCthynLSS of
allccation and prlorlty controls and procurcment ObJLCblVLS.' Lo

The inducermcnts to violﬂte thc direct corntrols on“groduction and:
the flow of matcrialﬁ, and to avedld many of the procurement wlans-are- just
too strong when 211 pricec and wagos are rising papidly, chasing dach
other, snd rising very unevenly, DNo one xnows what is going to h~ppen
to hils costs pext weok, next: month, Or next quarter, No one kicws
whither he cén bs surc he cin'get cert-in kinds of msterials whon he
nceds them, Efficicent plﬁnning and controlled production and procuree= |
ment would be 1mooo51ble. : ' : e C

tloreover, I ‘think if we hove 2 rapidy price inflation and inflation

of the cost of living, we ¢culd not have o successful no-striks sgrece
rnent on the part of labcr, We woeuld probably howe a largc number of
strikes, Othér disturbing featurcs woul@ bo the multiplication of middle-
men Subﬁlng £d procurs scarce materials for puopl. who ware desparate for
them, or just tzking =dvantagze of the situntion by - bqunﬁ ?h dsy holding’
then while the orice zoes 'vp, ~nd thun making o cleanups Not .only would
such middlemzn exist in mush larscr numbor"-tkﬂn usuzl, aut ovurybody who
conld get “hig hands- on zsods would have o sirons incentive to hoard them: -
25 the prieés rose rather than to direot them into the chamcls of pro-
duction 2nd distribution as rapidly ns possible, - In other words, it
would be simply impossible to moximize the war effort, not because the




Government would be unable to get its hands on enough money to buy all

the war goods it needed~-that, of course, it would doy by one resort or
another~=but merely because a spiraling, gyrating inflation completely

upsets merale, production, procurement, and everything else,

T think it is worth emphasizing specifically that such an inflation
would seriously impair civilian morale becsuse ¢f the unsqual distri-
bution of the burdens of war, We never have an inflation that hits
everybody ‘evenly, We never have an inflation in which wages sand the cost
of living for everybody in the community move at just cxactly the same
pace, Many get left behind in the race and, obviously, they do not fecl
very good about it,

- For high civilian morale in a war situation, the controls must
operate in such a way that the varieus groups in the country feel, in
general, that they are being fairly treeted; that one group is not get-—
ging any worse treatment than another, I want to come back to that point
a little later,

There are other rcasons why cconomic stabilization is desirable,
One is to minimize the dollar cost of the war and hence the increnase in
the public debt, Ancther is to kesp the nrice structure and prics 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 offective, economic stabilization controls,
My main point is that such controls and effcetive use of them are necessary
simply in order to run the war as effectively as possible and to maximize
the effort to win the war,

If I have labored the justification of economic stabilization hers
to this audience, it is not because I think you gentlemen need to be con—
vinced of that, You have been studying thesz matters, But I do want to
cmphasize that you will need to convince your subordinate officers of this
point, You will hzve a procurement opernstion in which many, probably.
most, of the members will be fresh out of business, recruited for the
gigantic procurement activities which arc necessary in the kind of total
mobilization I am assuming here for our discussicn this morning, A great
meny of these new officers just out of business probably won!t understand
the need for econeomic stabilizatione—cxcept, perhaps, wage controls. They
will think, I am afraid, that the best way to get more production is to
raise prices, And, even worse, they will think that an increass in prices
will always result in an inerease in production, even when all 1labor, all
equipment, and all materials are being fully used; even if all production
and procurement officers in a number of fields =re ralsing prices st the
seme time in order to get, 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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Nowy of course, these views which I ascribe to somc of your future
subordinates are not true, I make the point because. I speak from a long
and rather frustrating experience with many of ths production-authorities
in WPB, and, to be quite candid, I must say also with a nugber of procure-~
ment officers, although by no means all, who apparcntly held the views
which I have just described., In other words, it is = hard point to get
scross to the average businessman who thinks unconsicusly in.terms of
2 normal business situation in -which you cen get an ineresse in the pro-
duction and supply of a particulsr commedity if the price of that
commodity moves up and most other prices remain fairly stable. That ie
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 incrensc on a particular commedity
will never stimulate production, Plainly, it will do so if most other
pricés are held stable, In other words, in order to use prices as an
incentive, in order to use price increases as a msans of supplementing -
and helpine the direct controls, production dircctives, allocation and
priorities systems, and the like, it is neccssary to have prices in
general held stable so that you can create the jncentive you wish by
moving 2 fow prices up while the others are stable, If they are all going
up at the same time, you do not get much, if any, incentive out of rais—
ing any particular one. You have to try to keep ahead of 211 the others
and that is a fruitless race, o ' : '

I wish to point out nlso that in the kind of situation we are spoake
ing of there are many instances whére a orice inereasc on a particular
commodity will have no appreeisble effuct on its productions, The diffi-
culty is not that the price is not high enough to give adequatc returns;
it is, rather thot the producers simply cannot get additional Zabor supply
or additional materinl supplye. This illustrates the great importance, '
in order to meke the whole systom work satisfactorily, of closc coop=
cration between tiiose in charge of priecing and those in charge of prodacticn
and controls on materials, .

Now I turn to the second part of my talkeesom: principal things
which ar: needed to make stabilizatien controls work effectivelys’

First, there are somc who say that cconomic stabilization can be
assured simply by having lorge encugh taxation, in other words, a balanced
budzet and effective conbrol of the money supply, According to this
view the wholc apparstus of price control sand woge control is sbsolutely
unnecessary. It is surprising tc me what a largs number of people there
are who believe this, particulerly =rong oy cconomist brethron, There
are sevoral reasons why this &s unworkable as a single stabilization
scheme, In the first place, the way price and wage inflation sccur as a
war program sweeps ashead i by Llarge price incresses ot particalar '




points in thes cconomy. It is the basic materials ond semifinished proe
ducts that zre hit mest and hit first by the large spending in a war
program, You cannot contrel that sort of thinyg by sn over-all control
of fiscal and monstary wvolicies, '

Secondly, it is politically impessibls, under proscnt circumstances
and any foresceable circumﬂtancas, to securz an incroease in taxes large
enough to bring to the Govermmont, out of tl&“tlon’ gnough moncy to
balance the budget when the Govermment is spending 2t the rote of a
hundred or 2 hundred and £ifty or two hundred billion dollars z year on
a war program, MNeithor the ordinary c¢itizen nor the ordinary Congressman
understands thesc things well enough to accept any such thing.

Finally, some cxcess of the total monsy demand for goods 2nd scr=-
vices—=the total of tha Goverrment demand for war goods and thoe demand
of all civilians for civilion geeods that are svailsblo—~—over the total
available supply is, in fact, desirable, provided it is mot so pr:at that
it threatens the breakdown of the direct controls. Mr. Jo Ke Galbraith,

Deputy Price Administrator, hzs pointed out in a brilliant article in
the "Amcrican Economic Review" for Juns 1947 that som: excoss of totzl
demand is desirable because it gives 3 strong inecntive to préduce morc
goods of any sort. Honce, therc is a strong incentive to draw lzbor out
of those portions of the popudation which formerly have not been in the
labor force znd to poy fﬂlrly high whges to do it==highur wages tha
they would get under ncrmal circumstonces, This draws in many women,
the older men, the leme, the infirm, ~nd so on, 25 long =s thsy can add
armbhing at all to production,

This oxcess of tot~l demand over supply, with priccs held down so
that it connot express itsslf by pushing 21l orices up and eliminsting
the excess of demand, ascts as 2 forced draft to draw in as much of the
resources of the couniry es we pebsibly can, If you can get them into
production somcwhers, you have a better chance to move them mround in
accordance with the ncods of the war progrom, .

A secceond thing I want to cmphasize is th=at in many casaes controls
on the flow of materisls and parts, production cirsctives, iimitation
orders, and the like, arc necded in order to make stabilization controls
work, Therc is an 1nturr 1atienship here—--one is necded for the other,
and the other is nceded for the once During the late wer, in.the csse
of basic materials for war zoods, the direct contrels wers in general
quite effective as we movud into the pocriod of the maximun war effort,
The difficultics on the side of pricc control, which showed upn clsewhere,
did not appear, In some fields of civilian goods, however, whore the
War Productlon Board was vory lozth to use allocations or producticn
directives, price control was cxccedingly difficult and, in fact, did not
work very well because of the lack of direct controls on the usc of
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materislse The most outstanding cxaomple of that semifailurc was in the.
ficld of clothing,

A third point I want to make here is that in order to nave effecte
ive, economic stabilizntion there must be worked out and put into cffect
some kind .of balance of prices, wagos, profits, and farm incomzs, 2
brlance that will be accepted by 211 of the groups 1nvolv,d 15 toler-ble,
at least, if not entirely s=tisfactory to any one group., This balance
must, of course, be effective’in terms of incomus over the whole field
of operations in the economy, including the {ields of wor production and
th: resources devoted to war proddction,

Hence I say that procuromsnt officers, if they arce to do the maxie
mum that thoy ean for the war offort, must supoort the stabilization
program, both where they h=ve responsibility for nricing or plocing
limitaticns on profits—~this should probably bz 2 considerzble zreag I
will come to that in a few minutase—and where centrnl stabilization
zgeneles are doing the job of sctting prices =nd.wrges,

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 camnot control wages ﬁnc nold thum ro lﬁtl?plf stable.
Farmers will not accept strict controls if wagss and/or profits are cone
timously risings. Hence some sort of balznce of roturns, or at lcast
standards for prices and ipcomes used by the govermmsnt authorities, is
imper~tive; » balance waich is genernlly considersd tolerables by the
vzrious groups so that they will, in g nhrnl, accopt tho controls and
not spend teo much of their time trying fo change them, either by force—
ful methods, such as strikes, or by the familisr technique of bringing
pressure -to besr on the ~gencies and on ths Congress,

T think this balance is so luportant becruse the American people
ar: accustomed to many individunl liberties, 2 rulatively frec market,

and democratic prododurcs in making and sdministering laws, particularly
laws that affect such things =2s prices, wrges, profits, -nd jobse Broad
snd stringent economic controls won't work unluss thfy neave tho generzl
acecptance of the peoonle,: :

AN

Policing, of coursz, is important, Bubt you cannot depuznd on the
wholeszle use of police methods wwrith the Ascricen peaplc cven in 2 very
gront emergencye I stross this becaouse I think business men ond military
‘men sometimes tend to forget it, or undyr=crphasize it, nrobably because
thoy work in and sre used to orgaonizotions which, for‘vury g00C TuASCNS,
ars organized on authoritarian principlss rothor than of princicles of a
democratic society,




Now I come To 2 point allied te the ong just made., DNothing dise
erodits a st-bilization program o much s ~ fesling on the nart of a
lot of pcoplz that they are boeing unfairly discriminsated 2gninsts that
the other fellow is getting 2 belter brosk on the price he reccives from
the price~control agency or from procurement. officersa

Also, nothing discredits o stabilization orogrom so much ns seversl
instances of bad frilure, where the thing plainly is not working and the
peaple who try to cooperate with the Goverrment arc sctting hurt thereby,
For this resson substantial uniformity of pricing stondards snd profit
controls over Lne whole field of bubiness, both the war-goods area and
the civilian-goods srea, is neccessry so that, in general, pcopls fecl
that whatever they sre doing they are being tre-~ted cccording to the
same standords and src not victims of unfasir discrimination.

I would like Lo cmphasime this whole peint on humen rclations by
auoting to you a remsrk once made Dy Leon Henderson, I went to seu Mr,
Hindorsen lztc oné afternoon ~FXtsr hé had had » vory rugged day with 2
numher of peopls from business, labor, and some umbors of Congress. He
wes plainly worn out, He greeted me with n wry smile and s2id, "Don,
this is the g—=t, most comploex cconomy ever invenied, and thon they
havs to zo and oub veonle in it." (Laughter)

The considerations I have menticned make it plein thal procurcment
ruthorities and production zutheritiss necd to support the stabilizaticn
orogram, cven where they have no direct responsibility for it, in order
to help make it work so that the war program itself can-reach and maine
tain maximum cffectivencss,

The considerstions thrt I have notegd 2bove suggest that orimsry
responsibility for mest price control, althouzh not necessarily =1l,
should be lodged in one scparrcte price-control ngencv, The same thing,

I think, helds true for wage contrel, . We do not noud to go into the
question of whether the sme agency should control beth prices and wages.
If therc sre severnl diffcrent cgencics controiling prices——and the same
thing would hold truec for wage controle-the problem of overlapping would
bacoms exceedingly difficult, Ve hod o chart once en the manifcld uses

of corn, which ws presented on the Hill whon the farm bloc was intercsted--
as it alwoys was—-in trying to get price cortrol on farm products given
over entirely to the Seeretary of Apriculture, Yow czntt imagino the
tremendous number of uses cf® corne It 18 not just = food, It goes into
innumerable industrinl uses, 4 litile imaginttion will show tho diffie
culties that wonld cxist if we had one price-control sgency trying to con-
trol prices in the industrisl arca andé onother trying to control prices

in ths farm arca,
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Also, I have emphasized the importance of uniformity of stand-~rds
and treatment, The only way to be sure to get that is to get 23 close as
possible to one agency doing the job,

In 1ntrodu01ng my third toplc, the scope .ond relation of price con-
trol and procurement, let me moke two gencrzl points about nrocur:ment
agencies as 1nstrumants of price control,

Procurcment authoritics, in the job of procurement as suchy’ touch |
only a part, even though = large part, of the whole cconomy, Hence it is
cbvious that in their procurement activitics slons they cannot do the
job of price control for the whole sconomy. They can, how;vbr, take
primary ru¢00n51b111ty'for the control of prices and profits in nartlcular
areas, as we w111 see in a moment,

In general, I would think it urmwise, however, for the Armcd Services
to tzke on the task of price coentrol outside the arca where, by virtue
of their procurcment sctivities, they have a close relation to problems
of the production and supply of wor goods and the companices producing
them, For the best ecivilian mornlc in the country and for the maxie
mizstion of tha whols war c¢ffort, the Army, the Navy, and the Alr Force
ought to be the organizations for which evorybedy stands up and cheers,
It is obvious that 2 group of men who arg engagod in price control cor
wage control do not get meny cheerse

On the topic of the scope and rolnation of price control ond procure~’
ment, let us start with an old quostion: Shouldn't the procuremcnt
authorltlps be rcsponsible for tho steobilization of prices on evorything
they buy, st least, and perhaps for most or 211 of the parts, sube
assemblies, semifinished materials and hasic materisls? Let me take you
back to June and July of 1942, whon this question asrose in acute form,
and devote 2 few minutes to QpSCPlDtlon of the Droblen ns it then apoeared
ané how it was settlaed,

In the middle of 1942 the cconomy was in process of rapid conversion
to full mobilizstion for ware For several menths prices and weges in
nearly all fields had been rising a2t an alerming rate, In April, OPA
issued General Maximum Price Regulation which froze at the March level
nearly all orices thrt had not hitherto been controllsd by tho szlective
price=¢control scheduloes rflready issucds

The GYPR slowed up but did not stop price inflatione. We in CPA
were very much concerned about the situstion, particularly in the wage
fizlde There was, as yot, no cifective wage control, no statute making
direct provision for woge cortrol, Also there was no control of a number
of farm prices beczuse the stondards for ceilings on farm priccs in the
original statute were so liheral that nany ¢f them had not yst rlspn to
the point where we could set ceilings.




In this situstion, two things hapoened: COne, a so=called Wage
Stabilization Conference was called in Los Angeles with respect to air-
craft wages; two, the Under Secretaries of War snd Navy addressed to ¥r,
Henderson a very strong memorandum requesting complete exemption from
gontrol by CPA of 211 military goods, parts and subassemblies with minor
exceptions. We had just issued a regulation (MPR136) covering a number
of parts and subassemblies of military equipment, Wc had been working
on a regulation for ceiling price control of airframes and znother one
for tanks, Ve believed that we could write the kind of regulaticn on
these items which would not impede oroduction, If I could show its
terms to you I think you would agrze that, in gencral, this type of
regulation would not impede production because it was so loose that ono
could get almost any price that was neazded, The principal restraining
feature was o provision that cost caleulations could not include increanses
in wage rates after a base date which, as I reczll it, was seme time in
April, Thus whatever wage incr.ase might comz out of this Stabilization
Confercnce wis not to be included in costs.

Our major purpose in designing thesc two regulations was te use
them as a lever to prevent the impending wage increcse which otherwise
would, I am sure, have gonc through, They were successful in doing this,
although we never ~ctually put them into c¢ffect. The whols spisode
dramatized the great nesd for effective wage control and helped grently
in the drive during the swmmer for o Stabilization Act which wes passad
in October, giving effective control over form prices and wages and
setting up the War Labor Bsand,

As I hsve s2id the Sorvices requested late in July 1942 that OPA
refrain from zny control in the area of strictly military goods, their
parts, and submssemblics, We discussed it with the Services over 2

- period of woeeks, during the summer, while this whole business of wage

stabilization was very hot., The outcomc was o settlement in September
by which OPA egreed to rafrein from extending ceiling price control,
beyond the coverage of regulations alrendy effective, 2ny further into
the 2rea of strictly militery goods and those ports and subassemblies
of militery goods which were =t a stnge where thoy could be identified
as plainly intended for the proeduction of military goods rather than
civilian goods, This went a long way towsrd mecting the raquest of the
Scrvices, '

The Armed Scrvices agreed on their pert to undertake effcctive
stsbilization of prices and profits in the oxempt area thromgh their
procursement methods ~nd Price Adjustment Boaord operetions, OPA sig-
nifiad its intention, because of its statutory obligation, of watching
the results. As it turned out, we never felt thercaftor thet it was
nceessary for us to go into that cxempt sres to any considorable extent,
In other words, ws thought that the Scrvices werc doing, on the wholes, a
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good job in improv1np the closeness of " orl01ng and 1mprov1ng thb eper—
ations of the- Pflce AdJustman Boards.v-f‘ N v
horeover, the“lmpo=1tlon of wage control went far to remove any need
for OPA control in fHe area of military govds, perts, and subassemblies
in the absence of wagé control ceiling price contrel secmed necessary.
in thls arez ifi order to damp down the wage incroasszs there which would
spread-to -the bivilian—good ‘area and thus impair stabilization of the -
cost of living, Thé result would be a VlClOuu spiral of prices and wages.
That was what worried us, .

We come now to the division of laber in stabilization betwzen the
price ‘contrel zgenecy and the Serviees, I think the solution worked out
in 1942 was a good one and I think it points uhe1nwy toward general
principies for Solution ofsthc same problem i it should cver arise again,
Plainly, -the procurement authorities should be rzs pon51ble for pricing
militery goods which are bought on prime contract, assuming that there is
effective control of wages and prices of matsrials and supplies, and that
there is efficient, noncompetitive procurement by the Services, This,
arrangement includés finished combat itoems and their parts and sube
asscvblibs in ey form such that they are cleorly destined for military
use, :

Notice”thdt I mentioned prime contracts only, ° The question arises
whether the Armcd Services! procurement authorities can salso- control
effectively thée pricing.on subcontracts.in this samc category of goods,
I should think that’ they could, I should certainly think that it would
be desirablc fer them to undertake that, if they can do it, rather than
to hove the prlce-control agency do it, for-reasons which T think are _
obvious, The same: types of product 3rb oftbn Drocurcd on both prime and
subcontreotge - - .

Coming down, however, to articles like food, clothing, drugs, nnd the
like, these should be controlled by the price-control agencye I mean
the whole array of them, including those bought. by the Armed Servicess T
think the same conelusion holds witi respect to basic materials, such as
cogl, metsls, lumber, and heavy chemiecals, which go, in substantial degree,
imte 211 kinds of civilian produtts as wall as into war goods, 1In both
cases we will geb the best results with one control agency, one set of
people to deal with the firms and industries, and one set of standards,

Morecver, the price-control agenCy can do industry wide pricing and
make industry wide price adjustmentse. It can set up 2 price schedule and
structure for the whole.stesl industiry. In procurcment activitics, as
such, the Armed Scrvices can not do that beecause thay nover deal with 211
of the products made by 011 of the companiss, Obvicusly, procurement
methods arcy, in the main, methods suited for dealing with particular com-
panies on particular producta,




It might bz decided during another war to havc a central procurement
agency procure all of the supplies of a basic material, perhaps several
af them——eteel, copper, or what notewon the best torms it ceuldy that is,
te buy from each company, not at a flat uniferm price fer 2ll, but at a
rrice worked out on the basis of thst own companyts costeprefit

situation., That was done to a very limited degree during the war. It
was done in the case of alcohol wherc a lot of the supply came from new
nlants, The RFC bought it up abt many different prices and seld it out te
further processors at nne price, If such 2 scheme should be adopted, it
secms to me that it should be operated by 2 civilian precurement agesncy
rather than by the Armed Servicese '

I have Jjust one or two remarks, if I may have a few minutes more,
on pricing stand~rds, .

A prico=contral 2gency which is trying to de the cnormously difficult
task of reslly stabilizing prices, particularly the cost of living, =2nd
preventing 2 spiraling increase, must use standards which, tm a reasona ble
degreey, require absorption of cost increascs in one way or anothsr as
lnng as there. is amy adequate morgin in the existing prices fer absorpticn,

That, also, is a hard point to get ocross to pzople who have not
thought much zbout th: job of price control and who take it for granted
that the only f2ir way, in fact the only satisfactory znd ~deguatc way,
of controlling prices would be to use n purs costeplus formulswmethat is,
to start with prices as they arc at 2 given time, froeze them, 2nd then
increase the price of cvary nrocuct, for every firm, nnd every industry,
whonever there is an incrcase in its cost, That will not work, There
are zlways cost increases occurring here and thore in the system, As we-
strain the resources of the country in tryihg to maximize the war effort,
scraping the bettom of the barrel on manpower, and forcing materiols
substitublons, the creeping cost incregses hure and thare tend to becone

greater

If you have a pricc system which slways adds on 2ll cest increases,
you will, in this situation, hzve 2 price system which is always in
motions the whole thing is moving up, I do not bulicve you can effccte
ively operate 2 system in which yowr pricss ore slways in upward movement,
here and thore, cverywherce So . roasonable amount of absorption, wheorever
cost increises can be absorbed without doing any harm to the financial
and profit situation of the industry or firm in guestion, is n cardinzl
principle of effective pricce controle .

When it comes to procurement suthoritiss in the field whore they
have the responsibility for pricing, thoy need not, it ssems to ma, use
gxactly the same standards as the price-contrel agency. Indced, their
type of operation, dealing individuxlly with individual firms as ta
particular products, is, of itsclf, o kind of operation which would make
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it difficult to 2pply exactly the same sort of oricing standards,
particularly on an industrywide basis, that the price-control ogency
could and should use, ' <

‘But the procurement zuthorities, where they heve-the responsi-
bility for pricing, must, it seems to me, work out nricing standards
and opérate pricing standsrds which come to substsantially the same
results, in terms of .effect on profits and other things, as the pricing
standards used by the civilian authorities in the other fieldss Other-
“wise, the claoim of unfair discrimination between differcnt parts of the
system will arise, The msn who is producing very essential civilian
goods conbrolled by the civilian pricc-control agency will say, Miell,
I'm producing something just as important as =ircraft and yot I'm being
treated much mors harshlye" ' .
‘ _ In ficlds where the pricc-control agency has responsibility, the
procurement cuthoritics, it scems to me, should accept the standards of
the price-control agincy and support that agency publicly, If they do
not agrss with the standards it is perfectly proper to arguc thelr case
in private with the pricce-control agency. But n public squabble in
industry meetings, as eccasionally Heppensd, or in the press damabes
the stabilization cffort znd may impair procurement. And T would say
. that they should help to sell the prics controls to their clivnts, as it
were, They should also help to get thoe production authorities to usec
the amount of direct controls nzeded to assist in effective stabilization,

Finally, what should ths priccecontrol agency do to help procutrement?
First, it should tailor its ceiling price regulations on goods bought
by the Armed Services to the particular circumstances, so as to bs sure
that there %ill be no impediment to production or procuremont arising
from any of the terms of the regulstionse :

The regulations should be flexible with respsct to mdjnetmenta-so
that adjustments, either industrywide or individucl company ndjustments,
will be provided wherever they are really needed in order not to hnmper
supply or procurement, The price agency shoutd give the most prompt
attention to industrywide or individual adjustment cases.

‘ The pricc—control zguency should, so far as it can in its contacts ‘
‘with producers ~nd suppliers to the Armed Services, help to scell to
them the procurement progrems of the Armad Services, . =

My last point is that the price-contrel agency must maintain .
sufficient price control on nonsssentials te help prevent any diversion
of labbr, or materials from the production of essentizls for tho war
progrem, or for civilian consumption, intc nonegssentinl arcas,
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CaPTAIN STOVER: Any questlons, gentlbmen°
QUESTION: What effect or 1rp obes foreign trﬂd “have on prices?

DR. WALLACE: Just in generaly let us take the present situstion,
Ther:e is an abnormelly large cxport surplus, as you know, going out of
this country for very good reasons, with which you are familiar, In that
situation, there must, of neccssity, be some effect on prices. In othor
words, priccs of some goods would be lower a2t the present time 1f 1t
wns not necessary to send such a sizeable smount of those goods abroad,

The extent to which foreign trade, in the oﬂrtmculqr circumstances
we are considering hore, affccts prices depends on a whole lot of thingsa
It depends on how large a part of the supply is going cut. It depends on
the "elasticity of demand," to use the economists! term, for the pro-
ducts in question, and o number of other things which make quite a
long storys

The general angwer is, of course, that foreign trade, like : wy
other kind of trade affccts pricos to some extent, Forulgn demand 1o a
part of demond just the same as any segrent of domestic demond is a
part of demangd,

In the prcsynb Sltuatwon there has beon 2 Lot of wild talk sbout
our large foreign cexport surplus bblng the prineipal factor for tho con-—
tinuing inflation, I do not think thot is true at all, 1t tends to be
a factor, but less dmportant, I should think, than some others,

Dk. HUNTERs Dr, Wallace, during the recont war therc was = great
doal of, cne might alrost say, cortimuous friction betwszen the producticn
agency, represented by the War Production Boerd, snd the price-control
agency, represcented by OuPaie

TR, WKLLXCE: Unfortunately, that is =z correct statement.

TR, HUNTER: To whot extent, in yowr opinicn, «id theat interfore
with the maximum procduction .cffort? ind, second, do you sec any way of
handline that so as to climinate substantially the impairment of war
production ¢ffort?

DR, WALLICE: Well, of coursc, the ficld coverad is so vast and the
part of it that sny one individusl in the picturs sses--not slone
through his own 2yes, but what hoe hesrs from other poopls who sco other
parts of it--is still such 2 small part of the total that I suppose any
one nerson would reslly Lo incompetent to answer your questione I ddenlt
think I can
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My impression, however, is that the friction between the production
and price authorities during the late war did not impair, in any sub-
stantial degree, the production of any of the essential goodg--zssential
for war, that is, ~ I think when we go to some essentizl eivilian commo Qi
‘ties, such as clothing, it is plain that the friction which existedj the
inability to get together on a common program which would have real
results, did result until relatively latc in the game in an unsatisfac~
tory situation,

Conceivably that could happen in the field of sssential war goods,
But it is not likely. The need is so obvious, The Army, the Nevy, and
the Air Force stand there in back of the production authoritiss to say,
"Ws have got te have this stuff, If you fellows can't get together on
it then we will have to have the Prosident, or someonc clse, coordinate
you or replace you."

I would not think that the chznces of friction scriously interfering
with war production would b= very groat. AS to how to minimize that,
it seems to me the best we can do is to get together contimuously, to 83t
up machincry forcing the opposite numbers in ‘the price 2nd production
agencies to se¢ sach other frequently, to know cach othgr’s probloms,
then try to get together on,them.‘

The other solution of having price control ~nd production control .
in the same agency, under the same head, 1s not, 1 thlnk,,h good solution,
That represents a change-over from my original position im 1940 when I
first began to have something to do with these matters, At thet time T
tock it for granted that we would get better results if the ssme group
of men were controlling prices and production, But I think thet is
asking almost tco much of any man becruse there is, to some extent, an
glement of conflicting objsctives there. Tt is vory difficult for a
man, I think, to do 2 good job both with raspect to production and pricing
at the same tims. If you try to do it in one agency, T -m z2fraid one
objective will be distorted out of all proportion and the other will be
graatly sacrificed; and I have a hunch which one will be sacrificed,

COMMENT FROM THE FLOOR: I understood you te s=2y, sir, that there
was no reason for price-fixing and wage-fixing teo be under the same head.

DR, WALLACE: I don't think I actually sald that. I rc2lly ducked
the question,

_ COM@ENT FROM THE FLOOR: Well would you discuss 1t now, sir?

DR. WALLACE: T snid there is no reason why we nced to discuss it
hers this morning, Perhaps I was wrong on that,

COMMENT FROM THE FLOOR: V%ould you discuss the rclationship that is
necessary botween those two.so that when wages are lowered prices will
be held down,




DR, WALLACE: I am not sure in my own nind whether one would get
Better recsults if wage control and price control were in the same a gency.
T sm sure that they need to be coordinsted by somebody who stands over
both of thesn,

However, the two operations arc basically quite different. One
obvious difference is that in the case of wage control you are desling
in a very direct fashion with men, with personslities; much mere so,

I think, than in the case of fixing prices on commodities ¢ven though™
those commoditiecs arc produced and sold by men,

T think the king of approach, the methcds used, the standards used,
all of that, are quite differont in the two casse.  Hence you ‘nesd men
with somcwhat dlff”runt sorts of training fer cHCh of the twd jobs., In
any czse, what each of them is deoing will be gquite different from what
the other is doing, sc thers is no particular advantgge in hoving the
same group of men right in onc cgency trying to do both of those things
together, previded there is a good integrating officer over bLhem.

As 2 practicel matter, to got offective woge control, you may hav
to hove the tripertite board asrrangement which we had during the 1.to
war in the War TLabor Beard, I{ you have a board of that sort for wagoes
you do not wani that board fixing prices. ‘

QUESTIOP- In a war economy, when thcr is an inecroascd demand, you
generally bring in merginel producers, Their costs are golng ©o be
higher; necessarily, priczs have to be higher. The prices of the last
producer would be excessive, How do. you handle that situation? '

Dk, WALLACE: From the standpoint of an e¢ffective stabilization
rrogram, the best way of cours: to handle that sitnation is by special
premium prices for the inefficient or abnormal part of the production:
a5 was dene in the case of premiug prices cn mﬁrglnul inersmants of
copper, lead, and zipc. durlnb the war, - These premiwn prices were fin-
anced by a sub31dy which pald for itself mnny times over, if you count
the s2wings by messuring what.tihe total: supply ol copper would ha
cost if you had a flat uniform price. of 17 cents 2 pound sas comper d.with
what 1t cost when 17 cents was paid for only 25 percent of the total
supply,- the roest heing obt ined at 12 cents, Those figures 2s I racall,
are not too far away fron. the actual oltuatlLP ng of 1945._ We did that
in 2 limitsd number of cases during the war and with v Ty qfoCthb
results in lerge savings, ond holding prices down,

It can nlse be done without subsidizing by buying up varions ports
of the supply at different prices, relnted to the differences 'in cost
situction, and thenselling 271 of that out at = uniform pricc which, as I
mentioned in the courseof my talk, was donz in the case of alcohol,
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QUESTION: In a war cconomy why is it necossary to continuz the

operation of =~ commodity exchange®with regard to the fixing of prices?

What part did it play in the national economy that was so important?

DR, WALLACE: I do not belleve it wns ncecessqry to continue the

operation of cemmedity exchanges, My memory is a little vague on what

happened last times I think the met2l cxzchanges, for oxampls, simply
closed down fairly sordy in the game, I do not remember whether the
grain sxchanges completely closed down or whether their operations were
Just very greatly limited, Bub, in ‘any case, there isn't much reason for
*dealing in futurss in a full war gconony, Thore isn't much reasen as
comparcd to what thore is in normal times,- '

"QUESTION: I have hsard it said that it is necessazry,. for prosperity
in this country, to export ten percent ¢of our maximum oroduction every
"year, Could you comment on the veracity of that statement along with
the effact that our expanding cconomy will have on that, if true,.

-

TR, WALL:ACE: Wéll, thaatts a pretiy largs order.

I supnosz you s are balking about the present situations Exports, I
th:nk, have bzen running roughly tem percent or a little less, I have
“net been intensively studyinz the present economic situation and the
“whole international situztion in the last few months, so I amreally
'net. compcetent to a2nswer your question,

The amount of our total production that we have to export in the
present situaticn depends very largaly on the whel. situation, which
1s bound up with ths Marshall Plon, of courss, That is the basic
factor in the situation, I =i just not familiar conough with 211 of
that to have an informed judgment to give here today, N

I would say one thing, - hOWuV(r' I do not bslisve anybody would
zy it is necessary to ,xoort, yeor after year, ony perticular propore
tlon of the total supply of-a country's output, The Figure might vary
quite a lot, Prusumably, =2s Hurope recovers and gets on its fcwt.again,
our exporis to Europs may drop off very graatly and become s much smaller
proportion of cur total supply thon at prosent or, apparently, in tho
next fow years

But if you sre thinking of another angls of the thing, the cone
tention that we will alwesys have to cxport 2 considerable part,he it
five, or ten, or whatever pcreont, of our total cutpub in order to
- nairvain maximum employment and precduction in this country, that is 2
somewihiat debatable guestion, I-should think probshly we will hove to
export 4 considersble parte I would not dere puess what the figurc
would bee v Conceivably it mightl be lvus than 10 percent. It certainly
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woudd be much less for us than for a country like Grest Britain or
snzany other countries of which the whole 9conomy is geared to a large
expoertation of goods and services and a very large importation of many
basic esseritials, such as food,

COLONEL NEIS::. Do you think it is fcasible to administer price
control and rationing in two separzte agencies?

DR, WALLIACE: Yes, I think it is feasible. I think you would get
better results, probably, if they are in thc same agency, But I think
if they are in the same agency you would probably get even better results
if they were separafed into different divisions or departmunts as was,
in fact, vhe case with OPA, - ’ ‘

' There, 'again, my oresent positicn represents a change of mind from
whot it was way back in the begimning when I felt very strongly that
pricD control and rationing should be in the seme division inside OPA,
That “was simply because I really did not understsnd what was involved
in raticning,

- The whole rstioning operation is a very different #ind of operation,
with much more of the purely mcchanicel arrangements for control of-
flow, from the control of prices. There is no particular advantage in
hoving the two things done by the same group of men; say, hoving food
rationed by the same group of men who are contrelling the ceiling prices
cf foocd, If you had them in one division, I think that division would.
pretty soon be subdivided &y its opurating head into a rationing branch
and a price-control branch,

Howuver, 1 think it is much better to heve them in the seme agency
under the seme responsible head, becouse they supplement eakh othor;
they must do so in order to be effhctlve

DR+ YOSHPE: Dr, Wallace, in your discussion you laid considerable
smphasis on the intimate intcrrelationship between economic stabilizmation
and production, material, tra nspcrtation, and othsr vital controls in a
War economy, : .

I would like to follow up one point wnich you raised in mnswer to
Dr. Hunterl!s question, You brought out the fact that your preference
might be for keeping ppice control in one agency and production control
in znother, Now it is obviocss, of course, thet somcwhere in your mobi-
lization program you must have some agency that sees to it that thesec two
agencles get together and do sxorcisc their responsibilities in the best
interestscdf the war cconemy,

My question is, during Vorld War II we did develop 2 certain amount
of coordinntion which geemed to me to be rother improvised. . The Office
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of Economic Stzbilizatiom 2nd the Qffice of War Mobilization did nct
appenr to me to be doing an effective job of coordinating these basie,
interrelated programs in the war period,

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

DKe WALLACE: Well, I have not thought very much about that; actually,
I think that the Office of War Nobilizatlon and the 0ffice of Eccnomic
Stabilization during most of the period in which they operated wers not
really planning agencies, They were mainly umpiring agencies, waiting
for disputes, differcnces, or problems to come up to be resolved rather
than looking at the develeopment of the various programs and policies of -
the various sgencies under thom all the time and trying to plan ahead
for a better integratsd set of policies and prdgrams, If that was what
you meant, I think I would agrce with you that those agencies did not
live up to the meximum of what might have been possible, judging from
the way they actually operated during the war,

Perhaps one, over-all egency instead of two, such as the Office of
War Mobilization and CES, would work better, Perhaps a more effective
use could have been made ¢f a2 board or committec, composod of the hezads
of 211 of the agencies basically concerned with the msjor regulatory
functions, The War Production Board was not a board that had to do with
the whole figld of war regulations, The Office of Price Administration
was reprosentod on ity to be sure, but the WPB paid rather little attention
to the economic stabilizaticon side of the thing,

Possibly you could get bebter results by 2 board composed of the
agency heads that cover the whele waterfront on major controls—~pro-
duction, stabilization, and everything <lsej; a board which, porhaps,
had a functicning secretariat and which really was a top-policy committiee
in a real and effective sense, To be that, it would have to have a
functioning secretariat which would work up material for decisiocns on
particular cases, or changes in pollcy, or new programs, and SO on,

I do not know whother that would be botter or not.

CAPTAIN STOVik: Dr, Wallace, in behalf of the students and‘facﬁlty

I wish to thank you for the very scholarly.presentstion on cconomic
stebilization, Thank you, sir,

(13 February 1948«-450)S,
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