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WARTI~ AND R'~C01,1V3RSI0h~ 0BJZCTIVES 

30 November 1948 

COLONEL McKENZIZ: General Holman, gentlemen: In our studies 
at the College to determine the feasibility of requirements, you 
must have been impressed that one of the solutions which is possible-- 
perhaps not most desirable, but at least possible--is a further cur- 
tailment Of the civilian requirements. ~henwe get into curtailment 
of t~ civilian requirements, we are impressed immediately with the 
fact that there may be shortages and that the 0nlyway we can overcome 
serious morale conditions, both amongst the civilian population and 
the military forces, is to insure an equal allocation of those supplies 

which do remain~ 

I do not believe that it requires any Stretch0f the imagina- 
tion for this class, having0progressed this far in our studlss, to 
appreciate the impoztance of this entire subject of economic controls 
and reconversion in doing abetter procurement job. This subject falls 
directly into the area of responsibility and intareSt of the proCure- 

ment officer. " 

We are fortunate this morning in having as our lecturer a gentle- 
man who was a price economist during ~he war, is a member of that 
distinguished institute, namely, the Brooklngs Institution, and, through 
his serious studies and practical applications in this fiold, is 
eminently . qualified to discuss the problems of ~oonomic controls and 

reconversion. 

I tak~ pleasure in prosonting to the College Dr. Richard B. Heflobower, 

DR. HEFLEBOgIER: Gentlemen, because ofth~ short time wo have 
and the size of the topic, I will have to speak largely in outline, 
hoglngthat th~ question p~riod will bring Out the points that arc 
of most interest to you. Fortunately, I can build on th~ excellent 
address which Dr. Johnson of the National Security Resources Board 
delivered b~foro you some time ago, and I start by endorsing ~v6rything 

he said. 

In connection with the conditions that give riso t0 inflstion and 
the problem of contr01, i shall stress only a few points." They are 
points which may have boon loss Obvious to you from Dr. Johnson's dis- 
cussion or from your own studios. 
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in order to understand inflation, it is important to see both 
the demand and 'the cost aspoct of the problem. I emphasize the 
latter bozause there is a stzong tendency, in both popular and pro- 
fessional discussion of the problem of inflation, to deal primazily 
with the demand side . . . .  

A s : D ~ : J O h n s o n  SO, .we l l  brought out, the p~bBlom of economic 
mobilization is a problem of reallocating.~s6Urcoso And if ~Ho 
war starts in conditions comparable to tho~0 n~v oxlst!ng, i~ means 
taking ~esources out of present ~mplo~u~nts and putting th~ in new 
empl0yments, which is :a much more difficult task than takin~ the idla 

...... :"resour~es'bf'l~land putting them to work in directions bhat ~wene 
desired. ~ " 

It is true that we_have to choose bo~veon h~ far we are going 
t? use th3 m~rket and how far wo are going to uso direct authority 
in thi~ jo D of reaiiooating resources, but Ithink it is~important to 
disabuse °urselves earl~/.o~-any-id~a that-~.~e are going to do the job 
§olely By authority. In two very important areas 5t iosst, in m~ 
Judgment, ~t is not possible to bring about the raallocation of 
resources primarily, or at least to any largo degree .by aithori%y. 
First, it is very cl~ar that the job of r~allocating agricultural 
resources has to be done primarily by changing th~ financ~:s~ ~ ...... 

~ . - , '~ ~.~IV~S of the six million American farmers. Secondly, 't~ a vory .consid~ible 
degree, but probably not ~ntiroly, both the. r6a].Iocatfon of our labor 
resDurcos an d the drawing of additional peoplo into t~e :iabbr force,. 
must be done by financial_inco~tivos.. . . . . .  - . ..... 

As a result two groat e!omonts of cost arc going to rise~ (I) food 
prices on the average will mount to reflect higher pric~s~for agri- 
cultural raw materials, l:~hon financial roturns among farmbrs are 
rearranged, it will n0% be. done by ~oducing tho price of som3 ~roducts 
and raising others, stead, pric~.s~[of pr~oduct's of wkichyou wa.n~'] 
~ n l a r g o d  Output will ~ . r a i s o d  a:nd of those " ~ ' ~  . . . . . . .  ~ -  : "  ~'~ ..... 

will b J hold Constah%, but n otlrod~cod~ (2).In a similar fashi0h, 5ht 
pgfhaps to a lessor degre e in.the field of labor," you will-not ~ttract 
people into~war industries by reducing wagos in other industries.` In- 
~stoad it will b0 a question of financial incentive to move a~ against 
remaining in peacetime jobs. 

[ .  " , .  , . , .  . . . .  ' .  ! . ;  

" ' 1 ~  
If industry is.to pay n~gn~r wages, and higho r prlcos for raw 

mat Orialls, and to c&~ry mor~ . . . . . . . .  
. . . . . .  OXpensivo invontories~ it must~avo more -wOrking capit~l. SUCh funds ma~ o ~ . . . . .  " ~ 

people, but the idle pool of " Y omo from th~ Idle savin~s o ~ th,~ " 
savings at this t~me,  for ' x ~ m - l o  ~V quite low. Consequently, by ~ " , - ~ ~ ~ , ~s 
on~ dev~co or another th~ govormnont's 
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credit will be turned into cash by th~ Banks. This happens oven when 
individuals borrow money at the banks and buy. corporation stocks or 
.corporations borrow from insurance companies that sell government 
bonds which arc bought by ba~cs, as v~cll as when tho banks buy the 

bonds directly. 

Tho total of the modium of exchange in the country Till increase. 
as bank loans and investments oxpand. YOU Will have to aco~pt on 
faith my ;statement that banks' deposits arc not the result of how much 
you and I deposit with them. Instead those deposits ar~ th.~ r~snlt 
of the volume of loans and investments made By the banks. Tho~ create 
th011dcposits in th~ process of bonding money. 

' R~turning to th~ main thomo,.you see that I have tied in the 
increase of costs to the increase of demand. At the same tim~ that 
farmers got ~ighor prices on the average as a result of the process 
Of roalloca~ing resources or that labor's pay increases not only arc 
hiEher but also inoomos a~o,Qnlarg~d..:'So that each phaso of this 
infiationary problem has a cost p~aso and a dciand or income phase, 
~nd thos~ phases develop togother~ ~t so~ms that:inevitably in a 
war we work thingsout so that mu~h of thJ increases of income bocom~ 
increases of cost and mos~ increases of cost b~come increases of 

income. 

The one place whore you might think tha& circle would be broken 
is at th~ point whore prices for consumer goods have increased. How 
does that in turn become a cost? It is bccaus~ the largest olom~nt 
of Cost, wages, is related to th~ movement of the pricqs paid by 
consdmors. ~o followed this policy during the last war and I strongly 
suspect we will in another war, whether from a sense of ju~;tic~, or 

because of political necessity. 

Here we find a ma~or reason why the expenditures in the military 
sphere arc very much a par~ of the general infiationary prob!om and 
W~lho amount, that you will have to spend for military goods is 
dop0ndont upon our succ,Jss in stabilizing the general economy, if we 
do not:succeed in minimizing this process of increases of costs bo- 
coming~Tncr~a~os of income, ~vhich in time bo.c'om,~ incroasos in cost, 
and so on~ progressively the ingredients of cost which go into'military 
goods arc going to rise. And remember that moh~y Costs in a modorn 
war economy ~ill never restrain.what is done, because the money will 
always be available, M6dorn banking systems ~an create ~n unlimitQd 
amount of money if the laws arc adjusted sufficiently, So there ms no 
such thing as money 90sts acting as a r~straining influence by th0m- 

S~VOS, 
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Iwant to build on the pdint thqt I have mada about ~h~ inter- 
relationship between the cost aspect and the demand a.§peot of;wartime 
mobilization and th~ contribution they :wake to rising'orioos,by " 
~iv~ingoor~0diti~s into"t,~0'groups.. ~o have a-lar~"ar~a ~"., . 
prices"inan iv ~ • " ,. ' " , ' " • .,. ,_' ~ . . . ~ro • . ,~ ..Y g ~ncircumstanc~ ma~.b.-look~ ........ , ~ " tha -" .o '~.. ..~ . . . . . .  Y ~ ~d..upon as d~m.~md..'d~tor,uin.~ 

t l S ,  t h u  o r ! ~ u  ~,~ ' ~ .  ~ , . . ~  . . . . .  ,.,:. ~ d  
, ~ii b~ tna~ at ~hicn ~ho ox~st~ng, quanti~y ~ill 

move. "The largest single ~--~ • 
c,,b~gory of this. ,sort.:is. agricultmral., r~w,i, 

m~toriais. ,T~.,a considerable dogroo, mineral raw"materi~ls such.~s 
the nonferrous metals tend to conform to this pattern, .At.t~ othqr 
extreme, we have orices which at any given time maybeoallo ~Os~t 
dot~rminodb6.causo the P~%CO~iss~t,by,administrators of, l~rgg-onter_ 
prises according:to fairlywell-defined policies, nnd in thoso~policies 
t~oy aro governed primarils~ bymovom.ents of coszs.. ~![o have an. 
excellent, i:llustration in tho~.morning-~apor.s of.~e'~conll~ct, b o ~ v o o n "  ' ~ '" " 
the: h~o d0ctrinos as shown by tho c~rre~t.in~ea~iga~ion.of.tho.retail 
ss~ing 'ogautomobiles.. Th:o ma.nufdctur.ors ba~o attompte~ ~0 pric,e 
automobiles'on ~ cost.ba-sis. It appears that some of the doalsrS,. 
havo~bo6"h':t~y~ng to pric0 them-on a d~mand basi.s. 

~ ~ ,. ., . ,~- .. 

In the process of inflation th0ss prices which are demand-: . " 
determined will promptly rofloct the movements of d~mand, So'youcan 
always say t~a.t meat "prices, inthe absence of.control b~r the:Govern- 
mont,-.are tH~sb reflecting the l~vel of consumer demand for the. ox- 
isting suppl~. THere isno oth~r explanation for what meat. pric~s. 

-.. hay0 done since c?ntrol.9,wore r.omov~d"sftor th~ la.st war, 

On the other, hand~ .'sO~o other prices will thrdil~ z¢f!oc~-.tho. 
movements of cost and of demand, and ~h,~n:thoy do cha..ngo..thoy.~i~l~ 
first and foremost reflect the movements of cost. The larg3st in- 
gredients circe.st are labor COsts both directly, and indirectly as 
an ingredient in what the :in~ustr.y.has to"p~y for materials.. Thus 
in.the st~l"indus'try the pr.icos of the ~ • 

~ad~ng m~nufaoturQrs willi-~ 
advance in goneral conformity"~,the~ir oo~ experience in the;absence 
of contro.l. HOwever, their oo'st~~azper:iono~ is in cart rol-at.od, tO.. 
domand,bocauso stool, scrap has :~ ,  hi'gh~y .comp~'titive ~rkot.inv~ich 
the price tends to be domand:-d~t&~m~nod. So 'you;see, i.ndiroctly,:%ho 
domand-det~rmination Of cor~ai;n ~ng~odionts,of-c,ost get into, the . -  

~.costs in the stool.., indus.t~ a nd,!tand to ~a.i,s:~thoi~r pric~.s~. 

": ~ ~ith those 't%go pS~nts as. baekg,ro~nd,".lit us turn to-moans: 09 
-contrdllirfg the i~lations. 'P4rsenS,~ho'havo not thought~ery much 
about what modern war involves or who s~om to have a nosto~ ,=-~ 
s~mple solution which ovorwoighs their judgment often assert that 
the problem of wartime inflation can b~ solved by proper ~ ~  ........ 
of the tax and expenditure program of the Federal @over,ont. ~o~hing 
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can bo more. doooptivo than-to tako a viow Of thnt sort. As ono 
English oconomisthas vory well putit, such Droceduros might do 
very well for.the little wars of theliberal age~ but ono point. 
alone is enough to de~astat~ tho suggestion that fiscal moans arc 

,sufficient to restraln tnoznflatlon ry t~ndency during modern wqr. 
:The lag.which occurs betweon the r~ooipt Of the incr~aso in ~ax 
r~venuos, oven if wo setup the most idoal, drastic tax structuro, 
and tho Oxpenditure rato of the Govor~m~nt would be enough to start 

tho wholo procoss wo w~ro. talking, about a momont ago. But boyond 
that, we:~avo to faco:tho fact that in a d~mocracy wo will not havo 
that kind of tax systom, and, furthormoro, that if ~ had tha%kind 
.Of tax s~stom, it might so undermin~ th~ motivations of important 
groups in tho oconomy that we would not h~v~ maximum productive 

effort £orthcoming, 

I mako that argnmont vigorously b~caus 9 w~ must faco to tho fact 
that if we g~t into ~ar, wo must rely to a very C onsid~r~bl~ extont 
on diroct controls in order tc accomplish stabilization, That do~s 
not mean to dony that wo c~n do a substantially bottorljob, of financing 
oursslvos out of current receipts than~o did in th~ last w~r. Furthor- 
more} we must frankly plan to. aim the-tax struCtur~ %o an incrsasing 
d~grco at the groups of which ~xponditur~s cause:the ihfldtionary 
mqytmont. A war is not tho ideal tim~ to carry out social;rs£orms. 

In spite of th~ b~st that can be dons, tho reldtiV~ positions of 
tho various groups in th~ country will be r~arrang~d and some ~conomic 
institutionswill bo str~ngthonod and othors woakonod, B:ut, in m[ 
-iudgm~ntj wo must do a bettor job of taxing tho raPJ{ hnd filo of 
consumers than w~ did in the last war. Then ws must do a bott~r job 
of supplomontinE that {ax structur~--youcannot go all tho way in tax~s-- 
by aro~lly off~ctiv~ means of immobilizin~ additional par~s of 
purchasing:power in th~ form of savings. Tho ideal thin~:w'~uld be to 
thkc it all by tax~s~ Politically, and from tho point of vi@w of 
moralo, it cannot b~ done. So savings programs must bo'dovoiopod to 
absorb a portion of thJ incomos of consumors over and abovo:'taxos and 
.tho•mvailablo supply of goods at tho oxisting pricos~ :Sjch m~ans 
minimiz~ tho prassuro undor th~ boiler, on top of ~hzch raJmon~ng 
and prico~controls will sit as an unsteady safety valvo~ 

You aronot intorost~d in d~tails of particular diroct control 
programs~ Much moro basic is tho dogroo of int~gr/tion among the 
various pro grnms. Dr. Johnson hit-that point and h:~t it hard. It is 
fundamontal to undorstan~ that pric~ control is not suparato from 
rationing:, that price control and rationing arc not Soparato from. 
w~go control~ and that thoso throo, in turn, arc not soparato from 
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the program for reallocating the use of agricultural resources and 
of that part of industrial ~eSourc:es l&ft tb make civilian go[~ds. In 
other words, all of ~he.se controls form, an inte.~rated program. 

That means, first and foremost, that ,theorganization must be 
built on an:%n,tegrated basis and that the~t~p group, WhiCh, for our 
purposes, w~. ~will refer to here as the 0ffic~.~Of ~,"ar ~[obilization, 
must not be-a-~peacemaking, adjudicating body among conflicting func- 
tional groups .organized for price control;, food Control, or-what not. 
It must be the fundamental policy.formin~ ~, suo~rvising a~ency to see 
that those who are assigned particular oo~mQdi.t:/ or functional re- 
sponsibilities do their job in harmony with an:over-all: plan. Frankly, 
~e~ did not do that in the last wa~. ~ 

Now I will turn to a few phases of prio~, coh~rbl ' ~vhi~h~ may not 
have been obvious to you. There is a very strong attraction for the 
busines~man,~ , ~to. th~ ..... idea._ , that price ceilin~ bhg~t ~to>Sebased on costs. 
He. r.~ferg ~o c,,osts&by products and cost changes a~ the two driteria for 
p . r ~ c e  c o n t z o l ~  .::: . - . . f . - .  

want to emphasize a.s st ron~!y as I can that it is administrativel~ 
impossible to engage.., in price control,by relating prices to Co.s~s. 
That is true for two ,rea. s~ns, Fir,st, the task would be ~ multiplied 
s ev.~ral times if an attempt were made• to relate pbices,tb costs of 
particular items or to changes in costs of particular items. T ~ 

• : l o r e  
are millions of products and prices in this country. ' The'adminis- 
trative job is simply impessible.~ Secondly, it i S':an~hnnecessary 
and an impro.per basis fQ~ ¢,ontrolling prices. , i . - :  

~< ,  . . [ . ~  : 

(I could have stated .be£o~e that the businessmen d0tt~:k:n6w 
,what their own costs are, but we will pass that. ;Th:is {,s:~6~S~i~sus 
~t~q any of you who have :e,:nGaged in Droourement.: I:t ~ is 'oni.y '~ the :~ 
pblitician who think~ the businessmen know wha:t .their costs a're. ) 

:( V.fhen a war get.s.~going , theAmerican businessman dsmoustratos his 
unl,que capacities-in a number of ways, and one Of them is his enormous 
adaptability, - to the eondi.tions under which he operates. If war 
starts in:.a period::eemPar~,bl~i qb~ .v{hat we :had in 1941 and Oontrol is 
instituteldi:by..means-.of~ .freezing,,-prioes as they are~ t~ien by one 
blanket act millions of ceilings are fixed--a task which would be 
insuperable if.d@~.e.,~product by prodhct. Then businessmen are very 
adroit inlet@arranging what they produce according to ,cost-p~i6~;margins 
Of Variou~ prQdhc.ts,...~:[They s.how ~n :enormous "capacity tO {abs0rb in- 
creases in direct costs without having tc hs1~e"a formal adjustment in 
maximtwa prices. .... . , .... .:. 

. / , ~ !  . . . . . .  , . . .  ~ , ; . . . . . .  : , - • 
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. If we omit the a~re~s using agricultural raw mater&sis, wewill 
.find thata~ery surprisi.ng part of the products of American industry 
did not have ~their ceiling prices adjusted until shortly'before the 
end of the ~ar; This was true in spite of the very large i~cre~ses 
in~ge rates which occurred and ~h6 g~neral do~nv~a:r-d trend in 
efficiency after the middle of th~ war'period. The reasons for this 
abillty to absorb cost increases lie largely in adjustments made by 
businessmen. They simpllfied their lines. They cut down on their 
overhead. They moved to simpler sales procedures. They did all kinds 
of things, most of which were' in the diraction of m~king better use 
o£: our resources than ~ve could ever have: .d:ons by overhead direction, 
most of the steps ~aken did not undermine B~sic prise ooatrol, except " 
in textiles and apparel, In a sense, businessmen helpe.d themselves 
to certain forms of cost reduction or of price relief without imposing 
upon th~ pric~-control agency the impossibI~ jdo of f~mally adjust- 

ing those prices indUstry by industry, 
• . ,'. 

I do not mean to say that there are 'mot enormous technical prob, 
lems in. price control. Actually, we did not solv~ a large number 
Of th~ most difficult technical pro~ldms. ~e never learned hm~ to 
put pric8 control on gray-iron castings, ~o example, nor did v:e 

establish effective pri'ce control on texti-&es and apparel, ~cept on 
items of a standard sort. I could go on and illustrate this point 

endlessly, 

i hope that the National S~curity Resources Board, after it 
has thought ~hrough the mor~ fundamental ~robl~ms of mobilization 
policy and organization, will have tim~ to address itself to thos~ 
tasks, At the samo tim~, it will b~ desirabl~ for tha Board to 
antiCipat~ that the solution to r~any of th~ most diff4:cult price,control 
problems may not be to ~;ork out more meticulous techniques for controll- 
ing a~field but preferably to take some rather bold, b~oad aporoaches 
to the problem. One of th~se aporoaches, for e~ampl~,might b~, in 
th~ apparel ar~a, to t~ll each American consumer,, "You may have only 
so man~ dollars p~r y~ar to S~nd for ao~ar~l. If that were done,• 
the probl,ms of price and production control in the c~vilian part of 
the t~xtile and ~p~0nrel industry ~ould b~ greatly simplified bacause 
total d~mandwould have been cut drastically, During ~he last.war we 
wasted an enormous ~mount of r~sources making cloth~s for p~apl.e who 
didnlt need ~hem but ~ho wan~ed them. just b~caus~ .their incom.3s w~r~ 

larger than th.~y had ~v~r b~n b~fore. 

I have not touched onwags control and i have time tc make only 
one or two ooints on that sub~uct. 7~o must not be deludad i~nto think- 
ing that we can real~ocate ~ho use of our labor resourcc s without 
bringing about a general increase in ~ago rates. E~ually erroneous 

7 



9 i 4  

' X \  | r' 'a d , ~ g ;e" I , , " @  '" , ' ~  ~ | ' 

% 

would be the idea that such task.can be done principally, by telling 
people where they are to. work. We should ,be able, however, to thin~ 
up bett~r ways of ~d ~ 4  , ~ ' ~  * - -  

raw_ng, people Into ~mplo~ents needed for war than 
by~aking some of the wage.adjustments we made during t!....-~ ~ war. 
That is ba "^ ..... ~ 

~sl~ wages are related to the over.all 9table m of. stabilization 
in two ways: ~ges are both costs and thGy are income; .thus they 
work both ways to~ard inflation. 

Any program which is worked"out for d~aling with the rQalloca~tion 
of labor and controlling the increase of labor income must b~ concerned 
v&th motivation s and morale. This r.~Quires that the controls be used 
in such:a fashion ~ ~ 

~h~.~ workers fe~l th3y arc being treated fairly, 
.. that !ab6r"is not going to get tho sho~t end of th.o wnr, and that the 
war is not being usad as a moans of undormining the substantial progress 
in the socio! and economic position which labor has gained. Telling 
p~ople where thoy are to work clashes with American ideas of long stand- 
ing. But, of co.urse, So does most of get~ing ready for wa~ in the 
modern ~ra. So'we have a'prob!om of understanding, of education, 
and of trying to deal fairly, so that oach one will see that hs .is. makin~ 
a contribution to the over-all, common effort. 

I~0 have a faw moments left in which to'talk abou~ raoonv¢rsiono 
At the ~nd of the war we will find that prices and wage~ will nav~' 
risen substantially, that price r¢lationships among many conmaodity 
areas will have become out of line with their long-term oositions, 
and that business and consumers will have an unusual accumulation of 
liquid assets. These are conditions w ~  must have in mind when w e  
talk about reconversion objectives. 

Then there will be an h . c o u m u ~ t e d ~  shortage of durable, consumer 
andmh the industrial .... ~g°°ds" That shortage will be mo~, only an absolute one 

o~**se that people's automobiles are old and tha~ m nchinory is 
worn out, but also a relative on% which w~ can illustrate very ~ell 
by farm machinery. ~uch of the farm-machinary shortage of recent 
years is not due to ~ 

.armars machinery being worn out but to the fact 
that farmers have a let of money; and when farmers haw~ a lot of money, 
the first thing they thi~< abou~ is farm machinery. The same principle 
holds, to a considerable extent, ~ of th~ demands of both industry and 
consunDrs for durable goods. They ~vo a large backlog of liquid assets 
and, therefore, are in the ma ~k~t. not only to replace their durable 
goods but to enlarge their stoo~s of durablo goods. 

Next, at the end of the war pipe !inos generally <~re dry, That 
not only moans that rotailors~ and wholesalers' inventories are lowa 
but it also moans that manufacturers' stocks of somiorocossed and raw 
materials are low. 



Finally, ~ ~,=-- ,~ . 
vi-~wpoint ~ of 
ba c k "t o : nor-ms n of 

~f getting widely, but r 
The,average A ~r .. 

• _ ....... .u controls. 
control WHich prevents him from.bei~ ice 
line and get a Steak when the 
businessman or the average 
vmge, Control. • ........ .... ~6 alrect price ~ 

• • or 
" ' ' " ° :l " 

These are conditions of which we must be aware when we talk about reconversion. 

in the. sense of wh"at we wa.nt ~ to end • :"." - i , .. ,I doubt• whether there is any problem of recon.varsi0n objectives 

g~t ba~k ..... , up when war fs or.or. We wa 
to a soclal order that iSessent~al~--_ 4j ~ne~ 'same" as we hadnt to 

before. B[e do not look upon ~he period, of wartime ,.contnol as one 
step more in the direczion of state capitalism or state soclalism. 

The question then isas to how we move from a period of primary 
militarx production and inc:idental 
merit contro! chiefly, t~o on~:0f pri production under govern. 
free market.. :t s .! '~. ~ nd~ ~ ! :, i', ~ , 

~a l~uVOlles v~o ctli2nrp~oduc t:~n£n~eana ! .. evaluation of !i " ' . ': 
during the transition c s 
controls, period.',~ The second isOneend of thewar a n d t h e  program, for removing 

Of th~ various aspects of the war,end isituation which ! summarized 
a moment ago, the one that I Wish to stress is the underlying ~n- 
£1ationary .tendency.• . Thereis ~no doubt that at the end ~of the last war 
t:he fundamental error made in the th 
to do with formulating the transltio who had something 
h . , • . 

ave a deflation during t . . . .  fear that We.might 
• ne transition Period which would be disastrous 

~o workers, buSine~s~sm~n, and"~ons.~mers'. Added to that v~ss a fail:d~e 
to ap~raise th@ fact that in certain arose, such as in food ,, .the peak 

-.,Of demand, oomes after ~he war, In spite Of such generalities as a 
strong inflationary tends,nc and 
what i's goinJ t ~ ~L_- Y a food :shortage, we neve~ know ~xactly 

• . ~ ~ ~ o ~ - ~  ~ - .  . . . . . . .  ~S .o  ~ V e  h a v ~  ~B•make u p  
our mind now w~i'O'. 

th~direction of .~ Are we going to err in 
• .. --. - ...... ~ direction-of" flation? It seems ~o me" that is the basic decision Whic}i fearing de, 

made. I. regret to,report that a ~ has tb be 
last~.war~indic.ate.W ~, ~i ..... ctual plans ,made at ,~ ' 

. . . . . . . .  i s ,  . . . . . .  - . .  th~ end 
d i d  n o  " . • . ~ o n - t n a . ~ . w e  w . . . . . . . . .  ' . o f  ~ 3 h e  

• t e r r  i ' ~ . . . . . .  a n t e d  t o  . . . . . . . . . . .  . n th~..d!rectio ..... . . . .  be .certain t, ~ " , ,  " so a " ' n of de-fla " . , hat ~e 
frald that we mi hi ha= . _ tlon. In".other words w ~, " 

g v~ a deflatlonary te d~#.V'+ " e v~ere 
plans were prepared for fighting a do~rnward trend. ~,;~ie~ did not keep ,~ n ...... ~ ~hat our basic 
our guard up against the infl~tionary movements, 
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I want to argue two things: First, inflationary tendencies must 

. . . .  are emery an~ the men hired to fill them. . .will 
be strong when pmpe !xnes = ~ ~ ~ oir roductiQn actlv~tmes 
be reeeiving wages weeks or ~onths b~for- th P 
put goods on the retail shelves; when consumers at3 on waiting lists 

• i • - ~ -  - e o l a c o m e h t o ~ ~ c o n s u m e r  d e m a n d ,  

for durables, ~nd when ~ ~ : , __i~ (n~"~f we,are devastated 
d to rebuild devas~a ~°a u ~  "-U-" .i~__~ On .too export demon _ .,~__ 4~ ~n~bhr own couno~J. 

• edlate reouiAa~ O~w ~ . . . . . . .  next t~mo, the imm • .... '~s and bus ~nesh~ave accumulated cash 
" e influences, ~namv~aua'~ ' ~, , T' ro is no really of.thes , . -.- .... ~ ~re the war. no ,, ' , 

and bot tor_tr   L  fK /    ous  ef ationary t ndeno  
sound argument for an~fi~pa~ns ~*~ 

the end of '~a war. 

But more than that, let us look atthe technical PrO blems of 
control in a war-end atmosphere. If the program for pro~enting in, 
flat ion is once ~Sakened, it cannot be rebuilt at the ~nd of a war. 
Rationing, for example, has been ~ithdrawn, it canbo reimposod only 

with great dSfficulty and with dotStful success. 

The same can be said of wage control and only in a lesser degree 
of the allocation controls in scarce mat8rials. Even taxes once cut 
can be raised only over strong opposition. The ~hol~ psycho!ogy is 

" the other way. The instruments to fight inflation- canner b~ mustered 

again if you once diSchargod them at the end of a war. 

- On the other hand, if, by remote chance, there should develop: 
a deflationary tendency, it is very easy to implement the various do- 

of p~lic works because a considerable 
vices. There is a backlog ~ e Govsrnm~nt has dozens 
fraction of %he population has been relocated. Th 
of ways in whioh it can changO its financial arrangements by cutting 
taxes and increasing expenditures. It is very easy in those circum- 
stances to implement any-devices necessary to orevdnt a deflationary 
tendency after it has developed and proved robe sor$ous. But the 

. . . . . . . . . .  i monetary or 
devices to fight inflation, whether thoy ar~.f~sc~ and 
whether they are direct controls, cannot be reinstituted. 

Next, in the process Of romoving controls, we must think in terms 
of groups of controls; not simply by commodities, but also. by phases: 
of control. It do~s fie good in a co~nodity like moat, for example, 
for which the d~mand is highiy elastic, to withdra~ rationing, and 
say,.-!'W~ will stabilizo jrby pric3 control." If there is ~ marked 
shortage at ceiling prices, prices cannot be hold. Nor if there is a 
s~rong upsurge Of cost~% including wages, it dooslno good in the 
majority of industries to Say, "~o can continue to prevent inflation 
by price control if we withdraw our materials allocations and ~age 
controls." We must realize that, if anything, tab, so controls which 

lO: 
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~ore used"to-.b~tress each o t  
e "" " . . hem dur~ , " ':: ~ ach other st~llmn~~ ~_ , ~ng the war are e 

- - . . . . . . . . . .  - n.-ed 
• . . . . .  . - . . . . . .  ~ ena Of w . , - ed t o .  buttress that,the volu .... ' .......... -, ar. -The will ~ • . - • ntar c ~ • . - .... , to.~b . Y ooperatlon which is r~ ]iv"+u~ ~ I~P bY controls_. 

control of, almost .... 
+ ~ , , , ~  . . . .  any sort--is.w~n~oA ~ ~ gs.s~ of e~f~CtlVo 

A ~ 

F2n~lly,.:the most difficult r e  ~ 
agonciOs ati%h e ~ i ..... .P blem faced b~ the ~ ; ~nd. oft ~ . . . . . . . . . . . . .  controll . . . . . . .  h war is t ~ , , ., ,. . in ob3ectxve du ........ h~t what ~as a " . g r!n the ........ • simole , , .~ - g war,.namol th~ .... " ~ s!ng~o 
for theprosecution ~ ~,~± Y' maximum use. of ou~ ~ ..... -- 

o r .some unprofi~g~le ~ ~O. wv re n °~ pro4ucing enough 
source:s canalways, b~ ~c°mm°ditz, beCaus.e {dle re~ ~ 

situations can no {on-or ~ -. ~ . effort, But such bothersome 
then fhce the t~s u :t~5~i oe ~isr~gurded at the end of ~ - " 
a ...... ,,, " ~ oz ~ae'rc~urn .of ,~.', . ~...^,_ . t n ~  war for w~ P ttern,~ • .,, . ., O~r rosou -- , ~. 

m O  ~. - . " .  . ,  , .  ~ o  ~ S  a S  ~ " - . . . . .  • • ~ - ' ~  ~ * ~  

P euoed , ~ ~ &e o~ . . . . . . . .  • ~ n  , ...... ...... F lud ~n ~ • ÷_.± .... peacotlmo l~t alone ~-~.~ ~..~ g. g~ha% should be 
~ u  ~na~ oatter~. , w ^  L ~. ~ ,. . : ~  y~. uxroc~ng the r~-~ , " ~  

peacetime r~lati~--~- z _ the usa. of our re~, .... . -  
P b e C W o o n  costs and-m ~ ~ .. ~_ . ~ n e .  

decisions of bu " . ~-r~o~s is t~ough the 
wha .... slnessmen,.workinEmen, and 

u ~ z n e y .  . . . .  experienO~fn.tho mark~%, consumers in response to 

": shouldnot~ thorof6re, undor~., . . . .  

guiding by authority the process of- 
of'.~r~nsi~ion controls.are simpler t} 

ses o f  resourcas which arc fundamon 
our social well~being~ ge~ the properat~entiOnforca, sdUring the inevitably 
~beya~cehe°tic days of tr nsition when the ~qrke% 

ddring:tne wetare not abl~ t°~~!unotfon~ withwhiChfullhavebe°neff~ot 
ivenoss., Secondl~, we have to see 

in 

awhllo to ease dSover.,,~+i~ ...- . that c~rtamn controls ar wo~ ~_ 
g ~~ndustry..reconve ~%~ ~k ~u_~" z$ o~t the p~pe lin~s i]~;-,~"~q~ 
minimized,, Fortunatel . . . . . . . . .  ozonar~ threat will b e  

Y, in such times it is not necessary to tailor >~°ur~°°ntr°Is___~., so. precisolythat we :~ .... ,~.~ ....... 

bo%hthe~Thepr°bldm of wartima mobilization and stabilizationis enormous. But 

principlesinVolved.and their • oxoCu,tion is a Simple task 
compared to that of ~ffeCting a graceful transition to peacewith a 

il 



. . . . . . . . . . . . . . .  . ~ ,  ~ : - ~  . ~ . ~ . { . 7 ~  1"-~'+~'!~ ' i. ~ i j~ .~  i f" . ' : :  

l :(C: -~ :~ --~t 11 ' V't ~i, ,4 I S  t!iL4; :L.".d 
• i ~ ' ~ ; i = . . ~ - ~  • , i  ~ \  '1 ; ~  "< ~!,  . i~  ~,~ ~J~, "<~- ~" ~ .  ~ ' ~  

minimum of inflstionary developments. ~e shall never'be able to govern 
either type. Of p@riod porfoctly, but the chances at0 that we w!!l'oar j 
out the SecOnd.. °ne''tha~ 0f'trar[sition to p~ace, the loss oarfectl~ 

; - "c " 

o f  t h e .  % ~ v o .  . .). . . . . .  

I shall b4 glad to answer ~uestions .on 0,ithor wartimc.,0r, poacetlmo. 
f 

controls. 

QUESTION:. Sir, in or.do.r bq. r?movo :th.~ i?xoess purchaslngpowor 
..& - A  f labor, ~ould It be poss~biS.0r accopta~lo:p01i,ti- 

of the gr~at m?ss o . ~  ~aVe.a. very large income tax~ a-. tax on .... 
callyana ~o ~ne.puo~u ..... -- wa~es, With some of that ro%hgned . ~n '  the form d f  bonds?.~. ~hat I have 

b .  " ~ ' ' . ' " ' '~ ' a "  Windov~ a~d d r a w i n g - 6 0  p~ro~n~ . 

• ~ - ~  = -  ~ man ~o~n~ up to th~<p, y 15 perd~nt inb0nds, with 'the. 
of hispay in dollars, another I0 Or 
remainder deducted as income tax~ to dry up.thc..PUFqb asing power, 
ratherthan having a voTuntarY> invostmoht in bonds. • 

DR. HEFLEBOV,~R: This quostion goes ~o tho'ioart of the fiscal 
management, of the war. There is no question b dt~ that th~ more:we 
can dry up purcha.si.ng power.during war by a~q0mbination of the tax 
and sa~Zngs:de~iO~S the better, You arc obviousiy pr0posing the 
savings device ~s h moans of keeping incgDtiv °s, active a% a ~ime When _ " " h~ have spendabl~ 
the people ar9 D 9  t allowed to buy as much.gO.OdS, aS.~ y ' 

income above us'ua! savings. " • : 

~ e  d o ,  o f  c o u r s e ,  f a c e  a o o s t v T a r  p r 6 b l o m i =  p r o ' p o r t i o n  a s  o u r .  

controls build up more and more liquid assets-in the hands Of con- 
sumors..,~:! ~hink tha~ at the end 0f..th o next wa~, if it is one of 
great d{m~nsions, we are going to iavo"to face frankly the question. 
as to what extent and how-rapidly we ~ill allow people to cash thd ' 
liquid assets they, have accumulated during the vmr. That is another 
part of the rbconvors.ion problem which we have dovol~pod.•. 

I would shy that the issue ralisod here Calls f0ra fin9 judgment 
about'~hat affects morale. Lot us go as far as we can .in taxes 
politically, and Y~t keep uo m ora.lo and then g0 as fa~additi°na.YlY 
as w~can by savingdevices. At~ost. w~ ~ill not b.o.,ab I~ to.do . 
enough by the combination of taxes and savJ.ngs. But the Go~Jr~mont 
mustb;c honest wi%h the poopio all the time. I think]/o are going. 
to have to toll b0ndh old°Ts frankly that, because we have t~o; job: Of 
getting back toa peagotime economy with the minimum of~inf.1 gti°n'. 
we may have to r~strain somewhat the rate at which %hey may bhsh 
their liquid assets at ~tho end of war, Certainlyit is of ndd~van- 
rage. to the.bondholders if we let everybody cash their bonds~, an¢ as 

' ' o lose. hal.f their purchasing ~owor .thlr.ough a rise .in, 
a result th y . . . .  .. " . . . . . .  . . 

priCOSo< . . . . . . .  

1 2  

Jc 



" ~ " QUESTION:- Dootor,..,.-on~, of my',most::distinct rocollections as 
rly,days~ ~. the. ~,,var is. tha.t there w 

to the oa .... ~i~ ~no "labor .U~i, ons and.against %he laboring 
among the. dr~"ftO~as ~---~ ±, . -- , ' . as.~ rab.fd.roscntment 

,. , . • ° ! wonder if wo ought, to 
country, du~ing ' g p cple to wor~. for their 

War, they must have a large increase in wages. 

DR. B2FLEB@~iF~R.:, It seems to me Lthat in all questions of, this 
kind we ha~e .~o combine the best of principle with the. pra~m, atic. Now, 
~p~aking as. an"individua! .who. was. :too ,young for ~;iorld ~,ar I and too 
old to fight. ~i'n L"orld ~:~ar-Ii--unlsss you call working for OPA fighting-, 
,.it se~ms to me that we must get over .the nrincip!e that in a war 

• ,everybody's obligat!o.n is'to his .country,that the most limited ,resource 
the countr~ has, is manpower, and that we must put peoole ~",~here they 
are most. useful.. That means that, we may have a 21-year-o~'d man running 

• "~ machine in a factory rather' %han fi,~ 
We mush at~ ~ • ~ ..~hting!:in a front- " • ~ g~....~ ople to .understand t~ ,~,~ ..... ,~, ..,~ l~ne trench. 

-- ...... ~n~s w~ll raise questions as to how fat.we shouId, underpay the man w~o 
the civilian .wh0 remains .a{ home, r' *Bezohd is~ .drafted as compared to 

~ha~-there is the question of how far, we can go, as a oraCtical administrat've ,. 
means of.keepin~ eeoc ~ _.." ~ . ' . ~ ~de~!6e and as a 

cetime, civilian employment~s to ~war brod~ctio~:without considerable 
pea " ~ ~ =le ...... =~, ~n .nlov~ng then% physically from 
financial incentive. " ~ .. 

• ., :'~* " 

For example7 .@f a man ha.s to'move 
much better to a ~ "  '"  - . . .  geographically, i ' t  ~ . i g h t  be  

P y n~s moving, expenses than to a~tract him bya big 
boost in his-wage rate. The.n, rather than raise wages generally :be- 

.;. cause Costs of living are rising in war center,s, I think 'i~ is. much 
better to use the incr-~ase of the cost of living in war centers as 
a basis for judging wages in these localities. There late ~xi.n~ .things 
have~e canute dOgivetO toCU~labor.d°~'°~n the amount of financial incentive we v~0,~ld 

I have no~ answe.re-d~ yo~rquesZYon as to an2t sing~e oo-i~]--7ouz 
these are some observations. 

QUESTION: Doctor, could you give me the limits of the law of 
supply and demand during war and right after a wa~? 

" R. H~LEB0~,~ER: Durln~ a ~,~ar.~hat ,, ~. . 
the law of suoolv, and ~-~'-; -.- - We reaIl~ do is te s'a " 
1 ' ' ~: ~" ~ ~ n u  ~n ~ar~e D , . , spend 
.a~ of dema.nd~ for examole ~,_~ ~ , ar~.. When we' sllsps'nd the 
Joe (price' is our nOr~-i ~[~.?_u ~on.ger,le z price~, do its ratio " g 
I ~'i ~ • ' ' • ~ ,. ~'~ ~=~un~ng ~eW_ce inasmuch as it limits ~o ~n 
much you and Z *~lll buy-of each commodity~ we then hove to ~bstitute 
some other kind of rationing device. 'In the industria% aTea "::go ~se 
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allocations and priorities to a large extent, plus the voluntary 
allocations which big business will effect. But inth~ consumer-goods 
area, on commodities that are important and for which the de •~ " ~ a~(~ IS 

• • ~ formal rationing., For co~modi~ios 
elastmc, ~e have to !nst~tU~ ~ ....... ~nh the demand is of a dlfferent 
which ore not very impor~anD or ±u~ ....... 
sort, we can get by v;ith, havfng price ceilings o~ly; you and ! ~ill 
not upset the applecart just because we cannot find that it3m in 

the first store we go to or cannot find it at all. 

So what we do by our program of controls is suSpend a consider- 

able portion of the law of demand., That also applies~to Qertain 
phases of the law of supply, because W~nUndertake to allocate, oy 
authority, where goods will be used. the agricultural are~, 
however, we permit market forces to continue to dominate supply~ ~ 

At the end of the war we are faced with the oroblem of ~ 
a gracef~l transition from suspended to reinstituted market foroe.s. 

" " ~! b "  • About ~0 yea;s ago a/ook called "The Road to Serfdom,,-~ Z 
Frederic Augustu.s=von Hayel~, an inglish economist, bade a ~remen~eus 
appeal to the conservative elements in this cohntry..In thaibook 
Haye~ warned .that ma.ny other people~ wer e• going to follow mostof 

Continental. Europe down the road to serfdom. Thaiwas a;very ~effectiv~~. ~ readers 
attack on government controls. But in a footnot~ ~hioh n~.s 
usually forget Hayek said that he was not arguing for the immediate 

reinstitution of free markets at the end of the wars~ bocaus~ tha~: 
imposed on the market, that is on the.law of supply and demand, the 
task of quickly reconverting the economy, a task which it is net 
capable of doing. He feared that if controls were dr oppSd too quickly, 
chaos would follo~ and confidence in the market system would bO 

undermined. ~ 

~-~d discussion of the national d~bt~ and 
QUESTION: We have n~ a 

some of us did not quite understand what we were told. I wonder if- 
you would explain the economic r~lations of the national debt to 

t~.n~ fn servicing 
inflation and ~hethor inflation is a d,~sirablo ~" ~ • 

that huge• sum. 

DR. HEFLEB@VER: The key to undorstanding th~ first Tart of 
your question is the relationshio of the banks..to thee nationalitself otherdebt° 
Whenever industry or government undertakes to ~nane~ 
than out of curr~nt receipts, that i,s, it undertakes to-sell stock 
or to borrow and it makes no difference which, for our purposes, 
these fundsmay come from the curr~nt savings or the idle savings 
of tho people. That we understand as an ordinary process. But in 



anything h~s - large as the war or, I might add, the job of financing 
t~ i~.r~e~a~s~d capi.tal requirements of industry after the 
there is~noit onough'in those sources. So. • rec~nt war, 
... . securltles are bought bY the. ba~_ks," ~'~" 

Now, .som~ People look upon a bank.deposit'i~n this way: ."I took" 
some.mon'Oy.-to the bdnk, and it has the me 
I know that ~ , n~y dov~ t~ero." You and 

~h~ bank does not have the mdney d0~m there. Th~ bank 
has only a small amount of cash. I~;hat happens is that th~ amount 

-~f%~aiin~e~St~.~ts~.depo:sitSmad~. banks h~ve is a result of the amo~ut of loans and 

-Let us take aneasy cas~. Su ~ ~ 
from the~Governm~nt.~ How ~ ~ do'~t' ~ ppos~ they buy th~ bonds diroc+~]v~__ 
giving a dooos~*~ A41' ..... n~y pay ~or the bonds? They an ~+ ~ 

...... un~o ~o ~ne t~overnm.~nt Tu .... ~ .... wy 
• ~e or.~3c~ is to in- ~h~ ~cr~ease thobegins totalt0 deposit ~ . 

draw on, oa ancs O~As!theeGo_orthe baruks, ,vhich the. Governm 
' - .' nm~nt pays for machinery or ~nt m~ets its pay rolls, thee0 a~ 

medlum~of the P Ym~nts be gome cart of th~ total circulating 
civilian economy, thereby inc~eosin~ th~ t~+~ ~ ..... 

~orm of.bank deposits, ~ ~-a.~na casn prmmarily but in the 

~-:: T:hat is how, when the Government spends more than its income and 
bo zPows the difference, with part of the di #~ ...... 
banks":~that th0 total mone$,--~.J$- f~e~o~ Suppiio'd by the 

~upp±y ms increased. 'As the total money 
supply is:~i~ncreased, everybody has more money to spend, ~herefere, 
you . . . .  have "that demand aspect of ir~lat~on.' " 

.... =' Is that part 61ear? 

QUESTIOneR:. yes. 

DR. HEFLE~OWER: The second point has to do with ~ " • 
ability of using inflation as a means of wi " ~he deslr- 
judgment, to do +.~.~+ ~-. ~ ..... - plng Out a debt. In my 
It ~a.q.~_'~__ ----~ ~"~S ~nac the society "s ~ o 

.... ~ ~ne, more than once - .... - ~ m ...... pitiful state. 
- ~n nls~ory, although not usually 

by design. In Germany after the first World War, the people who had 
bought German government bonds during the war were paid five cents 
on the d'ollar in the new German Reichsmarks issued after inflation. 
If they ~had been paid the real value, they would have got only a 
fraction of one cent on the dollar. Why did that happen? Almost 
complete social disintegration had occurred in Germany and only, under 
such~a circumstance can a wild inflation occur. In my judgm<~nt, 
the raising of the price level, consciously, as a means of easing 
the'burden of-th~ national debt would be reprehensible. 

15 
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Inevitably warqdobtburdsns will be e~sed by-risins:pric°s. This 

ooSurs because despite'the best oft/tromp tS at control, prices will 
move up, and those people who .b6ught bonds ~xring the ,vmr will no t 
have a. corrasponding amount" of m~rchasing~,; po~er at-the: ~nd of th4 
war. The burden of debt, you so% at any giwBn time, is nob a burden 
on the total" 4conomy, eXCept im so far as the trhnsfe~ring of funds 

from one group in thefa r as,the presence of ~h~ ~a,g~ supplyof 
difficultieS* In so • 
liquid'funds-'~nd .there is nothing iore liquid Zhan'a:g0 ver~eDt~°nd'- 
it tends to give an instability to the total economy. ~?hen taxes 
are levied to retire a debt, money is taken from one n~n and~handed 
to .the 0ha who owns the bond~, in that s~ns@, there is no burden on 

,~.. - of-~r~nsoiringfunds 
tn~ .~otal-cconomy. ~herD remains the ?robl0m.. 
by taxation and that prq0ess m~y have advers~ ~ffec~s on the o co~tmY. 

QUESTION: Ybu halo spokanab0ut price .cOntrols.hero.-I wonder 
if you would mention's0mething about price controls on real Qstat~, 
that is, as a method of. preventing. . . . .PUttinganpmoneY,. . into in#latSd 

real "estat~ v~l.i'es . . . .  :. 

.. DR. KEFLEBOV~R: We have to decide how ~uchwe are..~oingtP 
tab~l~. I spoke of suspending the law of supply and demand in Certain 
commodity areas, but if we elect to suspend it e~erpvhero.we would 
• take On an :impossibly l~rge administrative~J Oh° And, I mi~ht.add~ 
the jbb of con~rolling real estate valdes is a v~ry diffio~l~.one 
unless the device of imptsing a special tax is applidd '~er$ real 
estate is sold for mere than it was bought for. 

The second point I would make is that. when one pays. more for 
real estate no additional ~ealth is created in the process; neither 
is any used in that orocess; nor any consumer goo~s diverted. Money 
is transferred to somebody else, who now has mor~ of it, 

• . ~ .  ~ ~ < . ~ "  - . ,  ~ 

. So, aslde from our foe!ing.uncomf0rtable about mounting rta!- 
e~tate pric~s and.being embarrassed by whdt is>go:ing on~ . - . I  a ~  ~ o t '  
certaintha~ ~o. oughtto undertake that area of..oontrql..: Frankly, 

. I have not thought very much.about.that., pa.~ticular isaueo: .k 

QUESTION: I believe you mentioned that once a control has been 
. " . lifted, it is virtu~llv iipossibleto put ii back i.nto.effoot, - 

'- 'DR@ HEF.~BOV/ZR: After the oid.of a war. < : ... ..... 

QUE~T'!ON: Yes. And that p ~ I c $  D0nt~ol, rationin~,}.and vmge 
stabilization all ran together. There i:s' }some :~alk of 9utti~g:.,Prioe; 
control into effect now wmtnoxt the other ~vo running m~tes. ~That 

chance of success does it hmv~? 

16 
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'DR. HEFLEBOWER: If we want to get over into the current 

situation, I would say theft price, control on meat ~-~ the pro -~ would be 
~" s ~  time one of the biggest fiascoes imaginable; that is, unless 

the prices .were put at the level that the market has ~Iroady ostab. 
fished, and then thor'e would be no price control at all. If you 
mean pri0e control on steel, that is a different matter', b.~oause, 
as Mr. Galbraith once said~ it is 0asy to control prices in an ar~a 
where they are alreadyo6ntroll~ed. By that I ~ moan that the industry 

I think therz are some very important questions of principle 
as to whether you would want to do it, whether you could do a much 
bettor job than the steel industry is doing itself, and whether it 
might interfere with the steel industryts dsslre bynew devices to 
mak3 a more effoctiv~ use, perhaps, of its existing capacity. There 
are a series of questions that might be ra:isod about imposing price 
control in that area. But in:the consumer-goods 

• ", " • rea, particularly commodities of znelast~_c demand and :necessities, a .... 
if price control- wore to impase as was proposed, s~omo time ago, to for o the prices 

:down or hold them b~low the Clear-the-mar~ot love.l, 
one of the biggest e would have 

• fiasco~s in American history. 

QUESTION: In that connection, ~cho one control we have left is 
rent control, on which w~ havo heard m~n~z pros and cons. ~qqat would 
be your Opinion as to the results if that w~re removed? 

-V. 

DR. HEFLEBOW~R: It seems to fi:e there are two issues with respect 
to rent control.. There is no doubt but that in a number of 

• - i, based on current costs~ zncQmes, and so on. At the ~same time we must realize that we are 
dealing with a facility in respect to;which, in any short perlod~ the 
supply is inelastic. V~o have to "each a judgment as to when we have 
zncr~ased the supply of this facility sufficiently so that we can 
afford to let prices move ups_ pooh 

aps sQmewhat above their lone-term level bu.t .not to a phenomenally hlgh point? At the same ~-'r ~ ~ • 
reaiizo that when w e  hold a c " . .  ' ' ~.ne we must 
level, p oop.le use more of it. onmlodzty price wel! below its long'term 

~iy guess i-s the availal~fe rental housing 
would go a lot further if rents ware at ~Hb clear-the,mdrkot level or 
at ~thoir long-term l~vol. 
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Th~ second issue is whether there is a serious chance of. rent 
control becoming a :6~rmanont inStitUtion, Th'.~t is what ha~ happened 
in EranO~ after ~var I. I .oo ntOnd that anTthing iiko iha~ 'is ~oroign 

to our soaial S~stdm. 

QUESTION: You n/ei~tionod, si:r, th9 ~intordopondonco of the 
v~rious typos of contfoi during war ~nd than th] problem of chocml~ 
inflation a~t {he end of war. How caD. wu gradudlI[ slac'ken off 

i~itordope~idont, in ordo'r to s'~et, we will say, 
controls if ahoy arc so 
a deflationary trend? . . . .  

DR. I HEFLEBOWE~: /Y:ou .didn't m~an "doflationar.v trend, did you? 

QUESTIONER: ,Y~s, :sir, I had two questions. The first one was 
as I gav~ it to you. The second thought camo in as to how we can 
get a deflationary trend -~ith all of the conditions ~x~ustin~ at tho 

end of a war. 

DR. HEFLEBOWER: I want to answer the second first. J O  do not 
want • a deflationhry trend. In other words, any idea that at th~ end 
Of the. war we Would want to m0ve, back to our prewar !~vel' of prices 
is Wrong. ~hat we ~o~]ld want to do is prevent a further inflationary 

trend of subseantial importance. 

QUESTT_ONER: In view of the fact, sir, that deflation can be 
controlled by capital exp~ndituro'~~.nd so on, why isn't that better 

• ~': • trend could not be oh<Joked? 
inasmuch as you state'd that an ~nf~.,~mo],ary 

DR. HEFLEBOWER: I thirA:, then, we aro in agreement; that is, 
if we hav~ to err in either diraction, l,~t us run %h~ risk of s~tting 
up some d~flatiOD.ary elephants, b~caus~ w~J can check tn~m fairly 

easily. We arc agreed on that . . . . .  

Nov~, as id '  th@ practical- probi~m of how w~ ara" going to remove 
these controls by "pac]~dges," remember ! warned that doing S good 
Job of removing these eontro!s is"infinitely more diffiou!t, inboth 
principle and ekgcut[on, than in§ta!ling them or operating them 
du~i~g the ?~ag; But i am thin/~JJlnG ~ in torms of this sort for, Say 
the building-materials area. It does not do any g6od to maintain 
price controls if w@ have taken off t h u  a~locations cohtrol or use 
prieritieS. It,may bs b~tter in a'.cas~ like that; as a practical 
matter, if %here are certain kinds of h6uSi~ that w~ want, to take 
off price c6ntrols and give use priori~iqs to certain typ~s of con- 
struction. We had such poor exp~rionc~ ~i~h t~is chase of on9 jo b 

,.l~.V~ . .  a t  t h e  o n d " o f ' t h ~ " ! a s t  war  t i~a t  we do n o t  ~"~'-~. any  r ~ a t ! y  v~o l t -  
thought-through set of principl~s to enunciate. 
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I fear my an~ver has not been very satisfactor3r. The ~ broad 
principle Can be stc~ted very easily, you know~ but when we got dov~q 
to cases, ~it is vary different. 

• ~ ~. 

QUesTiON: In view of the present situation, why do wo still 
have to have farm subsidies? 

DR. HEFLEBO?~R: I am glad to answer that question. First, I 
want to make it very clear that up until recent months the so-called 
support programs for agricultural commodities have had no important 
influence on the prices we have paid. I think we supportcd potatoes 
and wool-~-the inevitablewool.-and that's about all. 

C OLONEL ~KENZIE: T~hat~s right. 

DR. HEFLEB~gER: The second point is that we learned during the 
war that support prices w~re the most important device we had for 
redirecting the use of agricultural resourceS, l~y guess is that our 
total agricultural production today is larger because these supoort 
prices are there; we have minimized the farmer's risk. 

Then the promise was made to the farmers in the early days of 
the war that in the event they submitted to price contro!.-and this 
was. written into law--these supports would exist for ~o ~v-a~o~ ~ after 
the first of January following the official declaration theft the 
war was over. President Tru~uan hurriedly dec!ared~that it was over 
in December a year or so ago~ That was both a moral commitment and 
a legal commitment~ 

Now we go on to the next point; Looking ahead a year or two] 
when that commitment has run out, we ask, "~y do we have a minimum 
support on agricultural prices?" I fear that is too large a question 
for us to discuss here. I just want to make on9 point, that we must 
not confuse the general principle as to whether Congress should try 
to provide some floors under agricultural prices with the peculiar 
kinds or levels of floors that it provides. And, as you know, there 
is a tendency for every floor to be pushed up against the ceiling. 
That is the basic difficult~ in the agricultural support program. 

GENEP~L HOL~N: Dr~ Heflebower, this has certainly been a very 
fine morning for us. Your contributions this morning to our under- 
standing of wartime economic controls have been very important. For 
the ~aculty and the students, I wish to say that we are very aoprecia- rive, 

DR. Id~LEBO~___~ : Thank you~ 

(17 January 19A9--~50)S. 
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