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OPA IN IVORLD !'~ II 

5 Jt~.e 1949  

AD}IIRAL SABIN: Yesterday afternoon i t o o k  occasion to go up on 
the second floor -'and listen to a rabher lively discussion . ~ ..... ~ <,o...,~e r.~._n~ 
certain phases of organization. I r,~ntion "this because just here re we 
c.~me in, our speaker this ~or~'-.=n{~ tel4 me that during the war there was 
a Io-t o? reorganization going on in various agencies. ~,')(r. Hart!man 
mentioned it to him and said, ":l,Vhy dont-~ they get you? Why don~t they 
go after you?" Our speaker replied: "V~e organize and reorganize every 
d~v " So he was not touched. {:~ v" @ 

The problem directive in t h i s  final phase at the CoLlege is 
designed to establish the ir...terrels, tionship and differences in the various 
elements, functions and concrols v..'hich are necessary in economic mobili- 
zation. Our speaker this morning is going to discuss the "Office of 
Price Administration during V.7orld War II. 'r He is partieuh-r!y c~ua!ified 
to do this because he headed u~ that agency during World War II~ and 
therefore will bring to us a wealth oF. knov,,'ledgo and first-.hand exi~eri- 
once® ! know that his lecture will stir...tulate our thinking ~,a~d will give 
us an understanding of the importance of o."ico control in the organi- 
zation and nanagoment of the national economy in a war emergoncy~ 

I third< it would be gratuitous for mc to recite }~lr. Henderson's 
attai~raents and accomp!islt'::en~s. They are all well knovn~ -~o you a~d I 
believe, before you received his biograpb;,J~ you wore thoroughly f~miiiar 
with his outstanding public service, It is a great privilege to have 
him at t h e  College " ~ ' "  " '  ~ "~ ~ba~n and m~ is '~ plc~sur,:, for me to introduce to the 
College and to our distinguished visitors l~r° Loon Hendcrsen~ 

. . . . . . .  , . . . . . . . . . . .  : Thank you, Acimiral. It is ~.~iu.ays t h e  purpose of 
-the introducer to put you on the spot and it is ahvays the privilege of 
the speaker to try to get off it. 

I am going to discuss a little hit more than the strictly confined 
topic of OPA for a ntuuber of reaso:Is. As I think will be e~dent as we 
go along, t h e  ~ ~ .. oo.~ro± not jus~ merely a mechanical qu.s~.on of orice . . . . . .  is 
one. .~,~r, Baruch has said to me and to others ~rcm ~ time to time that one 
of the ,~,ost importart functions th-~t were performed by the price ad~minis- 
trator--then acting as price coi:~uissioner--was the insistence at -,~he very 
beginning of the National Defense Advisory Cozt~ission's work on the 
increase in the supply of goods. The increase ~as to come i're.n the secur- 
ing so far as possible th,'~ largest avail~¢ble raw matsria! reso'drces, such 
as copper, lead, zinc, and the ex?ansion of our ovm facilities for the 
production of raw materials and s.emJ.fabricated goods, in that, of course, 
we had an historic fight ,..'.~th the ~tajor.industr!es producing consumer goods, 
such as automobiles and refrigdraters, as to the curtailment of their 
operations. Part of %hat was related to vfnat I conceive to be the 
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necsssity of an elimination of strain on supply ".n order to maintain a 
v;orkable administration of orices. 

I understand t?at the class has Lad at least available a similar 
a£dress v:hich ! r~m.de here t~vo years ago in vd-~ich I cowered, i believe, 

about 24 main F,0ints--I understa-~d Uou have ove~ ~ ~0--of the e:u.oerience of 
the ~orice control function as i had experienced it~ therefore, i am not 
goin~ to reseat that. I did vra-~~ to sai~, by way of a revievz, that I 
said the prerequisites to a real con%re! first ran %o the pre?araticn far 
co~u?iete ~c~,~er ever tha economy, the authorit3 Co control, and, in .<:y 
opinion, th..~ major outlines of t}~at should be £ebate~] in t]~e particularly 
useful, sometimes slow'-moving Z_~-ericam mechanism that we have, vd=ich is 

the Congress. I don'~t sup?cse anybody in this class has had as much 
difficulty with Congress as a group end as a series of very, very strong 

individuals as I -~..ave had and still ! ¢;ould net for any or_e portion of a 

second reduce th:-~ authority-'~ ~ ~:~n -they kava of in~uiry, and debate, and 

final date rminaticn. 

that " ~ to be ,. T , . u o ±  ~ l q O O C . S  co on the f~_rst oremise, I ~,zou!d say tlnat '~-"~'-~ 
sm ~ce.,ta__oe on the part of--~- " ~o-ao-~-,~ 
derived by the presentation of a ?roposa~ from a proper executive authority 
and ~ debate and determination on a complct~iy legal basis of v£nat is %o 

be bhe ~ovzer -Co be exerted i~ tir~e of ..,me~o~noyo I think ~:~at is par- 

t~culc~ly importalct in cur systc:u ~!,cre the ~ ..... , ~~'~ .... oupr ...... Court is the ~.~..al 

arbiter of ±~o, ll~yo I have a _roo.~ deal of pride in the fact that hho 
emergency .court., v.zhich was a ~:ar'~ of the OPA l~g~sl~.t~ ..... , on no Lm..nortant 
mabter ever decided that the OSA law did not completely fall vcithin ~he 

confines of the ~ ~-='~- ' ": _ uon~um~,]L±~,n. T thizf<, as i said before, that one of 

the real s%rei'iKths that v;ot:id be n ...... a~d in time of emergency, as I shall 

develop later, is that hind of participation and -<rant of pov~er, in my 
. sno~t~c %o war or the threat of v~ar, %he opinion, if an emergency ' " ~ " come 

necessity for control and directi~n of the resources of the econcmy ar-d 

of the [;eople who are direct ~ ~ " " ~ ~'~ _ .t-, or indirectly a~fccte~-will run _.~r and 
beyond any necess~%~ %'_...at has exu.sLea uo to date, either here or in th,~, 
countries ~-hich presumably have an autnor_ta.~lan and dictatorial control. 

In talking about the first prerequisite, I have embraced a p~rt of 

the second point "that I made, and that is public ~.cceptance. In other 
words, if it is to be an all-out effort to which all resources arc to be 
directed, in a democracy such :~-s ours, that nublic acceptance is the 
strongest weapon and the. strongest resource that is available° I used 
in :my last speech as ~an illustration the degree of acquicso:~z~_cs that vre 
had in the 0~-ACS period--the so-called "javzbone': period--vzhcn i had no 
Icga! authority to direct. I dr<:~ on th~ President's reserve po~-crs, 
as well as others, as a means of freezing prices on som~ of the basic 
rav~" .materials, such as scrap' and steel, and contrasting that with the 

latter part of the OPA days. ~zhcn there v;as a complete national, stats, 

and local administrative setup, -cohen there v.ras a lu.~; whiob ~in~ been " 
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tested .as to its legality, and v-hen thorc was money for enforcomcnt. 
Somewhere along the line, ei-hher due to war weariness or tunderestimation, 
there.was not public acceptance. 

The third thing t!~t I stressed at that time was that those 
recponsible for the exercise of direction of resources needed to have a 
complete knowledge of the workings of the economic s3stem, and I think 
one of the great advantages of this school, as asainst the earlier 
experience with which I am fairl~, familiar~ is that the attempt has 
been made assiduously and with considerable organization to understand 
how the economic s~stem, which v:e call our o~J~n United States system, 
works m~der different situations of strains and stresses. 

Another thir..~ o that I ventured as a point was the matter of prior 
selection of capable administrators and, if poss.ibl3, some ~artici.patien 
on a modest scale, at leas-t, of that -type of administrator in the actual 
centre! work ti~at vJas being done. .&t the present time, out of total 
national production ar.proximatelj 14 percent is going for the defense 
effort--I ~.~ talking about pro~ztctien nm% not as to the relation betuveen 
the defense expenditure ~znd bhc gross national product-~and out of that 
gross national product somethinp, ! thirak, like 12 billion dol].ars is 
being sp~:nt with t~erican industry. Hare is a testing place, in my 
opinion, of ideas that might be deveiopod on ~ho matter of oconoz, z[c 
organization fcr cmergencies o 

I also, as a final point, stressed the necessit?/ of being able to 
act very quickl~>~ lest a n~mber of -the ~.~m~.nt~ in the areas :n the economy 
bec~.ue ur~anageable We found, as a matter of exo-~-rie ~. that, wherever 
we had made adequate plar~in~ o £or a possible eventuality~ vr¢.. ~^zere able to 
get the j~mp on the control; that if some"bhing emerged for which we did 
n~ have time for adequate preparaticn, the strengtl~, the very dynamics 
of the economic system; that is, the law of supply and demand, the matter 
of price movement, the matter of •selection of customer--all of ibhose 
things if allo~.ved to function would take you into a period and a condition 
in which you were almost umab!o to obtain a real contrcl o 

You are considering the problem of what would be .a proper and 
workable type of control in the event of s_u emergenc2 ° The remarks 
that I made in May of Ina7 were e~uc~ive in some substa~ntial part~ But 
w!-~t was the economic condition at that time? I would doubt vrb.ether you 
fello[~vs in thinking about a control mechanism could escape thG impact of 
the current situation° 

I would ~ ~l~.~o ..... to talk " ~~ 3u~ for ~ minutc about some of the signifi- 
cant developments since the prior speech. After :1967, therq was a ve~, 
very substantial price rise~ and retail prices nov: are still six ~'~'oc~~~ 
above the May lev~l~ The price !cvcl stands around 155 now~ and it is 
my considered opinion that it still is a thrcat,~ Tb~t it is net a work- 
able level of prices even ass~in& that the prices .are in balance, that 
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is that the relationship between the raw materials, the semifabricated 
• the agricultural com~odities, the finished prices and t}.e final delivered 
prices to cons~mr.ers are in balance, ~,~-hich they are not. Therefore, there 
is still a distinct strain on the economy. Ib is possible to conceive 
that we will be the first, after a ma~or war, to be able to readjust our 
price structure without serious 9£saster. Some of the delay in readjust- 
m~no suggests .thaz, and some of the readjustments that have been ma~e 
suggest it also. i still believe, however, that we have not passed the 
danger point of orices bein~ adjusted, as they have been in the past, by 
the bottom dropping out, ~h@ suspension of a largo amount of business 
activity, b%nkruptcy, tbmough the typical, classical method by which ~ve 
have had economic catharsis. 

The price index is still 60 perc~.,nt above the prewar level, and 
I don~t believe--not only fron jusb a strdy of pricos~ but also from my 
knowledge of prices in individual co~m'aodities as they are today--that it 
is manageable as a workable price levc!, one that could be loft without 
~ither major ~nderpinning or attempting to sway prices one way or the 
other. The rapid decline in the raw material prices suggests, too, that 
there are oth~r readjustments to come along at later stages in the ~Yhole 
process of manufacture a.~_c distribu-~mOno 

So far as industrial oroduction is concerned, it has been in a 
stead~ ~- decline since the fall of 19-@8, and it is now at the level of the 
fall of 194.:6, just prior to the abando~l~ent of controls° The ncndurables 
have slipped much faster than -the durables as the backlogs• have been made 
up~ and textiles, for exa~.~ole, ar~ back to mid-l<3~5 levels v:hioh then 
were rou~;hly comparable to the ~re-~ar levels. A n~Coer of the .const~er 

-~ durable 8oods, such as radios, electric aooliances, .... ~-nd r~_.r~oe_~-~ "~ ~o'-~.uors~ 
things of that type, are finding themselves with some excess inventory. 
The prospect is--judging from the automobile market, the relationship 
bet,,veen used cars and nov:  cars--that the difficulty ex,~e~ ~e~ce@. in o.~tb~n~ 
new cars is ta~dring off and that they -;.;ill he in balance within the next 
several months. 

Now there has b<:cn a lot of attention oaid to t]:Q~ l~.bor force. 
In the first of the readjustments that haw been t~ken up %here has been 
r.~hat to some .people is an a]arming increase of unemp!o~,mlent, it is now 
at about the tlnroc-mi!lion level, bub it is slightly more than one 
million nero than in April 19~7, and about ~our ~,mtllion more than in 
April 1°(=6~ The prospero t, if anything, is for a further decline in 
em@!o~i~.~.~;bo Hiddc~ umcmT'l..)~c.nt is ref!~ctcd in the average hours bhat 
are worked and also i~. the ~'.vcrago viookl~f income, as you can got it from 
statistics of factory emFlo~:~.~nt~ It prcs~n-ts in g~ncrs.l something of the 
same picture as prevailed as the o~rbbreak of World War iI... 

f -'4h!:nk a s  we  s t ' r ) y  t h i n g s  i n  t h e  : : l ic" ,dic o f  I~ :40 ,  w h e n  t h e  

N a t i o n a l  k . s f e n s c  A d w - i s c r ~ /  C o . ~ n ' . s s i o n  f i r s t  b . ~ g a n ,  th~'~t r o u g h l y ;  - b h e r o  w e r e  

nearly eight million uncr,_ployodo By tlno b<-ginning of 1941 there :';ere 



about six to six and a ho.if million, and even tskin~ account of %he 
increase in '.+he labor force, that unemp!oi, ment ~+s dov,:~ at the time of 
Pea+r! }larbor to around three to three a~d a half million. In other words, 
~. , If:~. ~. + 1 Oil the ore sent 4n -':she early days ~^ difference bet:.een ~-'~ht .4-,~. on@ 
situation hn+d been absorbed so that our [;ostrich is relatively the smime 

o+s it vzas in the beginning of ]£&!. 

The profit Ficture, how-~ver~ is certainly much +:.ors stfostantia!. 
Last y~ar profits ;.ere .;~rouud 3'~ biliio> dollars, five time~ greater tb~n 
" ;  O ' z O  ' " ~u~ ~rofits b.~fore taxes i ~ no,~ ~oi~: to get into o d~cussioJ, &s 
to v~he-bhcr or not +:rofits ~,re exorbitantly high or ++h.ether riley are 
clevasting].y io-.,~, You m'~y get an opinion though from the fast tha-b i 
certainlj have the feeling that %he <mount Of fr~ mcne,y available to 
fjr..erioan industry gives it considerably more; {.~imstieit¥ of ~}~ction, mere 

• .:~u v.u~en v~-e b~gs.n o:'~ th~ first room for carrying out decisions than v,o '-~ " " 
defense progrm~o I think whom the, AT~teric~u0. eeonor-y has bi].iions of 
dollars ~,.nd it has choice as to ..~-hct it will do ,~'ith th-~m, tb~-t it has 
a hi@her d~gree of mobility of decision than i% had during the oar!icr 
period. In other :~ords, there has b:,:en an improvement in th-c profit 

position. 

f~.oth the nutional orcduct c!~.d the national income:, are on the 
deciinc. Th~y ar.o still, he-cover, ten percent above 1067. The drop 
reflects something of a droo in trices ~p~!thcu!~h there has boeii in 
numerous segments a real decline in -'he actual production of goods. 

I ~,mve seen recentl] a orivat~ study of per capita oroduction. 
On a per caoita basis at the current level we are probably 15 percent 
higher than we were pre:var, but ,there .are many, many segments of r~nu- 
facturin~ and production vi'mre the per capita Froductien right now is 
less than it was ir: the !OZ~-i0Al F.eriod, which suggGs%s that there are 
~ossibilities of increasing producti:-~n, as:~t~ming that th~ f ir:o+i consumer 
feels that the price is ri~ht+ As a matter of fact, v:i%h all the dis- 
cussion that is going on, the so.vinF~s rate which v:as, of course, enormously 
bi<b oven after "the war oericd ~znd then suffered a dcciine, is still at a 
very, very substantial iew~l. Wages are about double the 19hi level and 

they arc ii p~rcent ~+' .... ' .... .h_on~. una~. in the spring of 1947. But %hey mrs, in 
terms of re<~! re-ages, loss than vicar ~sb+~ purch~sin.~ moveor of <rages was at 
thct time. The public debt is still very, very+ high, <:nd th~r~ has been 
no re.%! effort made to+..v~rds its roduotiOno 

Just one thing c.s to th~ next yc~).r or so, ~. m~tt<~r on vS~ich ! am 
asked m<'~y, many times by clickers, b?/ o.~suc,.i people tha-b you meet in the 
sop!~.stieated b~rrooms-/.,he +.;euld Ii!¢<: to g~t some eccno:.nic advice free-- 
they alv;.:+js want to knov~ rzhat lies ahe%d. I have not ~ndo ~'~ Co%~ilod 
study myself. I }:.ave, hey;over, ms, do it my business to canv=ss the opinions 
of people, p&rticularly economists .£:~o are charged vJith rcsponsibility~ 
as %o what they feel about the days c.nd monbhs ahead, it is their feeling 
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that ,'co are going through ~ ~- o~," of lfleuidati<n and .~ .... ~,- " -.- l.,roc~o = . ~t,~_, ...... : if! ].';:~sinesc 

activitY; that it csn ru~ for another year; that it has cert,<in dar..gers; 
that it is not necessary to have m depression anal a cr-~.sh and a gep.eral 

~...~, ~ts i indicated earlier, there are su~shions that this 

r:~'.:c:~ be the first tir.'_c ::.'~n economy ~.nmch ~.n.=,.~." {' the drastic drain of war on it 
:~-as able t o  m a k e  :~,. ~ e s t w ~ - ~ r  . . . . . .  : ~ . . . . .  " ' ~  ' - " ' -  . . . . .  

recol!ec%icn of things :.-m.b pc,! young f,.~.±ows don,t ]:;~o~-.,- '.~tbeub, ~m.r6 ].s 
~ of - t h e  ,o~a~oau ~ r o s c e r i t v  o f  ]9~9 and ~ . . . . . .  - ~,- certain of the b'.g ar~'~u:tcn.::s 

~nu ]~Tew Deal in the mid-thirties--it;it-there is ".'.n alarm/n.,- s z . m ~ ! : , . r i t y  

between : rh. ' . :"  " .... ~e- %he L....:.z.hS in eoono~.fi.c picture as in ~x n'oz;~ber of 3h~. 

no.rural la,-s. That is~ over~: bi,.ns you fee[[ that you hav<t become a muster 

of certain laws and %hat t]!¢? are rlot so im_mut~%ble %s had b,oan indicated 

in the economic and medic<tl . . . . . .  texts, some%hiD. 6 > ....... pp .... s to tbmow you out of 

soar ~o ~n~ possibi].i%y oi' ~ ~-~'~ • ~ Sv!l~. OKlStS, ,[.t.qC~ p .... I~, C.S I would ceil it, '-"-" 

~r,_m .... o or phrasiz:@~ of ".'our oro~ose.!, ~ha~ "~ -" "~= -" n~s to be 
t ~ i.'e ;~ i n t o  • ~- % O O O'UP. ~,, 

As m matter of fact, if I we:re -bhc m~-.stcr i l:..nnor for an emergency, 
-~ " . L  • - ^, 

I w o u l d  b e  p l . ~ : m _ n  8 t o  a d v o & ~ b a . ~ c  o f  s c m ~  o~ ~ h c  o h ~ n s s  t h a t  c o u l d  

he~ppen in a p:?~nic, which mi~7-.hb be the possible .:,,.'~ys in which you could 

hold dot,n0_ the threat or turn :i.i; around. I am thinking partiouiar!~," of 

the S%Ool,'pi!in@. I have been very, very seriously .disturbed thab :,;e have 

not been %b!e -to .zoquire the kind o-? s"ock piles which i fee! we would 

need~ I feel, as I did two [,,,ea~s .-'~p, that if the level of activity and 

e~nployment is such that :]r..,mediateiy wii.b a threat of trouble., the threat 

of res~.l runav:<~y :inf!atioz~ woui@ be present, ! should like nothing better 

than to know tibet, so far ~ts basic raw materials arc concerned, :the hard- 

to-get strategic items are in fair supu;iy, i should like to see enough 

su?p!~, to take care of the fi:'s% v,-,,,r~s,...._, operc.-tion, -"~..~=- .... defense activity 

~vou!d mo~-,. " ,'.~ certainly from I~-_ ~.oercent_ e~~ Lne ocor_.omy to SO [ysrccn-:s. ~uat 

would .~'iv~ a yo:~r in chich .......... • ........ o- ~ ~ 6 " C t - ' I - O  ~ ' ~ ,  '.:'mergcncy ~ . r r = m o . ~ m ~ . '  ~ : . . . .  ~-~..~o cou!d be 
r ,  a d e .  i om~ sayin~ t h a t  s o p . e  raft o f  ~ n y  pr.;;~ram ought to have t h a t  in 
mind. 

Kow as %o the chc.nges in the s.duinistrs.tivo fron{~, I think_ tberc 

arc _~ ntm~ber o£ new agencies thab h,%v@ to.me into ox_~,~n~_.." ~ ~'~-~ ~ <,.nd some .w~cn'"-' 

nov powers which have to b c  considered° i should not overlook, for 

example, the President's Council of ]~conomie Advisers cad the Joint 

Congressional Co-muittoc on the Ecc:<omJm Reoort, _T~ere ar~ %19o beginnings, 

e~s I see it, of r.::=! don'ocra%ic economic plcnningo I h.~_ve been, after 

-period_ of oessimism as be the c~bi!ity. -5o do it, verst much sr~_~ ....... ~]_f=e,l~ -~ wi-bh 

the establishment of oert'ain :'o~:~t ~ of refcror.ce; at ~c:..~s~ ce-~t,-.-;P 

attack on org~.nizc, tion of i~tfc:muation h:~.s boon re:kit possible by -the 

President's Council sr~d th~ Congressional Co~mTi%tce on the Economic Retort. 

Thon~ of course, now we hr.vc the Natior'al Security Resources Board. 

I m..~ going -5o spet-=k very frcaf.ly o:.~. %h.:-.to I consider th'.:vb we have lost 

some cart of .e, golden cppor%u:,.tity in this i?.nriod in the failure to get 

bhc full potcntin! out of the N~%ionrl Security Resources Board. This is 

@ 



- C ~ ' : - -  - " 

nob the first time that I he.re ventured this opinion, and I dor..~b think 
I ?~-ould have any great dif.'iculty in defending my thesis of disappointment, 
It does net mean that I do not feel that the central idea is other th~'m 

- r i g h t ,  o r  -t.'~.a~ ' ~ d o  n o t  f e e l  t l - . ~ t  so~-~e v e r y  ' ~ r c r t h w h i l e  so..~ . . . .  ............ ~'~,~"o~ h a v e  b e e n  

nO.de. I do feel, however, that, given the sense of crisis -[;].,at is o.iways 
present, we have not found th .-~, .Com~u!a yct by ~..~hich to ..'-.ttr~-ct into that 
group the capable a,i~..inistrators and t.:.~.:[~ economic tl-~inkers as well as -the 
economic doers, There is at least ,':: working basis that ruz~.s far bc~yond 
r.,'b~.t it was in the old H-day plan. i still thi~_~: in comoarin.g, the tv,'o, 
however, that the I,i-day plan represented a more substantial uchievc~u.cnt 
b~-an the Resourc~,~s Board's tentative program, by reason of the fact that 
I always feel that somcbedyv, l~o does somctking vM. tha small ~mount of 
resources, ini'or:mation, and .suidancc is more to b,'~ pr'~ised then somebody 
wi'..o, v-ith ~,~vcrything ~.~t his oor.~.and, fails 'to get the greatest result 
-that is possib!o. 

There has s.lso been some of the new functionir.g of -the ~,~:(unitions 
Board, particularly in the ~;.~or]:< done on stockpiling. I am ~.ware of some 
of the current feeling of overlapping between the ]:~k~nitions Beard and 
other agencies, partic'.:.iarly the }Iat!onal Security Resources Board; I 
thin/: the overlapping should be resolved. I feel t]mt there, is c.l~:ays a 
tender~cy, ::.;hich is inherent in the very no.ture of the military organization, 
for a board :~.~ith certain ".aowcrs to ovsrre~..ch. I would bc v.~ry susnicious 
of a strictly nkilitary organization ±.hat did not at times fc, el i'h could 
do some civilian-bhh:gs b.'~t't,ar than the civilians themselves° On the 
other hand, I would bc more worried if the civili:}.n gover:~m¢:nt ict them 
get a~~-ay v&th it, 

~' - "'-'~ .. ~ "~ ~ ~,~'.a~ ]lave in ~he oto~.o_.l ....... l..~ro~ra:.:, ~s I indicated, Y feel ~" ~ we 
not ~:e-.~ found a v..'orkablc f,~rr..,.ula by ,:/hich there is a steady accrebion to 
our supglie.so There is still a hi3L r, rofit in 17-cent copper and .~.5-cent 
lead and ll-cent zinc, One of the difficulties of an ever-all org~-nization 
such as you are progr~,~_ing -is to find methods and means by :'..qqich ~,ou 
could make this ste-~dy accretion to what is necessary for ~m,erica;s 
defense. 

I want to say that in this particular Fariod one of the reasons 
for reviewing th:~ differences b,.~tv:een i~,~7 and 19A9 was to esbablish a 
basis for this simple statement- I do not feel th~,t the emphasis i 
elated at L~_~at time. on the. necessity for eomoictc power ,~'~nd quick action 
and p~am_~.ng have b:3en e..t all. :,~.itigat.a,i by the changes that have ~ahen 
place, either in cmpiox~.ue.~.t or prod.~ction or prices or problems° There 
is virtually no real slack in qhe economic nq)irc that ':.~e cc.ll the United 
States economy by which any ~ro~,:~p of planners, givs~] ~ serious question 
of preps-ring for an emergency, could ]:,cgih co -:york mi!:~ss tb~~ra ~,v~.s control 

•. o_v~r ~.l! ...... ~,~ elopements ~hat ma][o up that umpire° In other words, consider- 
ing the experie~,ce t>~t book ~.lac,c in !9~!i with the rel~-tlvcly small 
muount of additi~:nal ,'~rms aut]',orizations--it w.~s not until -Lhc fell that 
l[r, Knudsen got his first five billion dollars, as ! recall--but in thab 

.~ 7; ~-" 'T" ~ ,.--7, w,~--:~:~~ ~ ~.-:.~. 
j.?, , _ ... ... ~.. ! i .[.:.~ .: '<~ :;,. L'. ~,..:::~..:..':-." 
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• " I , i 1  ±21 OD. ' .  p e r l o ~ ,  w e  w e n - h  from - ~ ' -  o" . . ~  some~,.in o like six or siY, &ni a hs]f .... ' . . . . . . . .  

m :  l_~or., u~em=~icyed, u_ne;uF, loyed down to about tnree or three and. a half " ~-" " 

as i poi~ted__ out earlier. T h e r e  " i s  " ,nO slack ~vaiiable :or ~ r:obi!iz~ition~ 

The high level o:; industrial activi-ty means, as i pointed out, ..... ~.,':e : u . : ' ISF3  . .  

are acove the !~'4:7 level, w n _ ' . o n  m e a n s  ~.,~ .... there n~ou.!d have to De 

direction over ourtai!mant i n  t a r . m y ,  ma.ny areas if we were to itovc,, as T 

indicated~ ..... ,.'~ -~ ' " • r~.~'. !4 percent ~.o~ na~s.~.onal n:...'oduo-t ~? . . . .  e.ffor% %0 50 

percent -vitllin a :year. I ' -~ - .4  ~ .  • • - ~ .  4 ~ -' . . . .  u ~ = = P 2 . , ,  t]l~b is I A O , : ] . e S 4 ; ,  ?&rbkc~l±ar± 0 ,i '~;.O 

contemplation would be t o ,  m';ve to 50 percent, Again we were able in 194.1 

-~_th the sls.ck to have ~i considerable ~ . . . . . . . . .  - "  _~,u. co.~e in ~ci~e ~oeds ~vaiiab!~ to 

consmners in t~e %o%c.ii8~r, not v.'i'bhin .... "'^ ~'-~ ~.~: ;~ ~--~" i • , .  , ~ e r u ( ~ m ± , _  C_l . . . . . .  O1~ . ; ~ : . I O . !  ! V C . r O  

curtailed, but cert.~i~i:/ ,.re ~vero ~.b!c to supply ~_ greater amo~mnto I don~t 

fee! ~h~.o there is that oxpans'bi] ity in. the cuencmic systc.m -today. The 

possibilities do not ~̂ ~:~: s-'-~, in ot],.er ..,o:ds, of go'.ng far and be,vend the 

h~sL record estab!ishcd last year in the. gross national oroduct so if:at 

you could count on having tl"e abi]_itj to z,~t bet-_ guns ":..nd butbur, i fee! 

that more drastic decisions would have to be made° 

Some of the wrong guessing that was done in 1941 was due to -the 

failure to realize what ,;;ere the dyrm~m~ias inmerent and latent in the 

~nerican system as of the bcsinning of -the -.,:ar u,.nd bb~- possib.i!i-ty of 

doubling production. I vm, s a piker in "b]:~e W,ir Production Board~ I -.~as 

;~E:t m o . ~  ~ " ,  " ' a piker, and .,..,t Z ",~r~.s ~nc te~o:~ thm% ,'~ than ~,yoody e±se that 

S "~  " ' +  ~ ~"~" . ,  th~ economy had more tro.._~ ...... no rest ~r~ro v..'orsG pikers &s you will 

read in She history of the ....... ~-- . .  ~.~t:--5:~<, f'ight tho:5 went on ~~hon Cimrahill 

~qncl Be&vcrbrook ommc hero, the .~4 ~.- -..~ . . . . .  ~ - z - . . . .  ~ A% ~t~'4..Oc[l BOlT[L; Tcklrt O~ %i%<] ~l'Itie,i !~'OrooS 

mad some part o¢ ='she Knuds.ai~ ..... . ...... ~ u4t.~t ~ _ . .  01~,,~i%1~ . . . . .  on, ,= .~  to we s.P.ro~ i:,y out as 
a production -~":,;~ ~ ~ ~." ,, .o~o ~ o+ s,~i,e.~ . . . . . . . .  ~rea% part of-,vht.b ~r.e ~c _~ m~ F£roup s%i'essed 

was the cxpunsibi!it E ~ . . . . . . . .  . . . . . . .  C.=e ~.'nono~q=o i don't fec! that s~u~.e pouen.~a! 

exists ~ " " -  ~ o ~ - ~ j o  Therefore, t h e  necessity to b,s r~a.~j.-" A~- today is ~us% as 

emergent as i-b was when T s~'oke two ye'_l:.rs a~]o, I ~ ~ .  not ~s much worried 

as some F, eO~!~ about t!L~ pos ''~--' ........ • . .  _ " .. o ~ L , ± ~ i ~ , y  o.~_ handling ~. m~biic ~4ebt. W e  

C ~ _ " ~:,.~S S%O~ r, ~ ~:- oo~].d never -,L%vo C~lq w e r e  t ,±d~ and I thi~2; T r @ - t A t o ~ .  "~'"~4 J ~ . . , u  V I e  ' 

all-out ~,articipation of ~ ,7k.~_,~d Stab~s in the war .~= ",-'% ooo~zu.sc our 

de, bt !eve ~ ~ .... non be-t,:~;.e -. =n ~.~nC. S0 billion--was too i,i~'~ or..4 an.}/ ntt~mot 
• .. ,w .. O "  " u~ °,. 

to do it would run Dhe intcrs% up -'so 7, 8, or i0 percent ~_nd o~tusc the 

kind of inflation th-9.,, couldn~ <, be m a n a g e d  by a-o~'~ kind of Dr.ice.. comur I .  

You knew what the resulb WaSo '~ho to "~ " . - .  • debt wer.t up 270 bl~llon dollars; 

the interest rate was the lowest ab "~/!ioh a war -,'.:as ever financed. The 

interest ra'to hardly [ . . a i d  for bh.~ book_<e~oirv: ° 

I say _ ~ am not ~.,un~<,~ .... ..... n~d. -d+~.~,_. ~.~ debt ° ~'~+~ would need some b.r~ndling. 

T h e  big %hin~s -that n c ~ d  t o  be ccnsid,:-~red--~./hich arc now--are -the n].a,:e 

of taxes and. th<; ~] ..... of' labor, i feel t~::% %he mL-clms:ios 0@ ~ .:rice.:: 

control arc pretty well es-tablish@6, m.,. fbel t . :  . . . .  .~L" +~~.-~ ,:~d,ii+]ion~,l revie?: 

"" ~ ! ] . e ~ ?  ~ "  ~ ~ " - '  ~ g; w ~ o .. of - ~ h . ~ : b  , p ~ . ~  has b e e n  . . . . . .  u s  a _, . . . . . . .  in b b : : s i s  be " ' '  m~.~.~r~ T . ~ r e - b b ~ r  ~ ' . o o q ~  " o " ; ' "  "" 

mechanicall~, tl:ero is no situation that c,c.nnot bc handled "in t~ice a&m±ni- 
• . .  . • 

stration~ I do feel, however, S t m r  - , v n ~ t e v e r  body or ~[~ero~on is..ch2~rged 

'..ith the over-all a~hainistration of an emergency bo~(rd or commission-must 

" "', • T r=. "'" ~ ?----~ "" T? 7 .'"~": [ "" :-. ~--"-~.~ 7, .-n>. 



, . " . :  . . . . . . .  , . ~ ~ ! : < :  : : . : . . ) 5 . ' ~ . . : ' v  

have th~ final word on taxation and the use of financial resources t h a t  
q" ~ "1.~ 4- are to be av.,z.ab-,,~ for ~.h~ proseout'.on of the emergency. I say t h a t  

because, giv~n =he cnerm_ousness of that expenditure and %he ..~xtraerdinary 

imoortance of some of the ~o!icies you draw, %here is no qu.~,~tion in my 
mind tha-% the or,dinary operation and fiscal and monetary policy has to 
be suspended and given over for a determination of the too board. 

The n e x t  item _,. would stress is !abo~ . . . . . . .  coo~..er~.on, I have a feeling 

that we ]-ave not yet sheba .. <''~,_~o'-° ir~ any olace, wh:~re. _~ ~hero is p~osently_ 

p~a~n~ng ...... oe the importance o~. r~a.vzng ~cceotance o~_ ±abor as to d~e ',~.-~r~...~ -o- 
that would need.-be b.~ don.:; in '0he mobilization of manpower° 

Now what I bad intended to talk about usually tales thrc~ hours, 

but I want a fairly intensive question period. 

DR KgESS: Gentlemen, I for one could listen %o Y.r. Henderson for 

~-h~,~-~,,_._~.~ hours mcreo Questions p ~ u . s ~  ,,o., 

.: ~=.~=±,..',;~: 'i!r. Henderson, what do they do about Fricc control in 

an Army occupied area !~kc Japan? 

}~'~..~;NDERSOI'7: ! think that th.y have an cx-braordirary ftmctio~ing 
of %.he mociwmics of control. But I have had quite a bit of erocrionce 
wibh Am~.ericttn businesses and som.'o ethers out there, and I fool that they 
have made a mistake that v:e tried not to make° They are <o~ a&uinistering 

• ~ v  puroosely prices; they %re tryin~ to control and ~lo~dl~ freeze orzces, ...e . . 
chose the wor~s "administration of r:rices" because "~re wanted -be keep prices 

. . . ~ br ~no.L.n~ p~os.:.b~, hut prices r,_a~ to be consistent v r~h ~ ~:"" ~ out 
production, I have the feeling that in ~che Japanese a~m:inis-braticn some 
par% of the fail.urn:; of tke Ja%-.ansse eoer_.om~¢ to rally is due to the failure 
to mff2_e the rlgh% distincbion. That is, we v¢oul'J make a higher price, 
and we would make it quickly--which I don't thir6~ they do in. Japan--if 
%here was any threat th%t w,') could .~.~o to the in-berrup'~ion of production° 
i price a&ministration has to bc geared be ere@notion, The fu.<c%ion of 
price is an extraordinary one that has -be rely on the bringing of mere 
goods to market ~.nd there is in Japan this tendency, w-~dch I have observed 

in the Oerm~m control also, toward too - "  = ~  ~ ] -~ " Io~..] ~onoro ~_ DF2.C,gS o 

QL~o~±O~..: Under price control in controlled economy, how ,,-i~l 
you .deal wi-hh th£, black market, which I tu%derstand did exisl tor.m~rd the 

end of' t>_e price control acLc, inis%ration? 

...... ~ ..... I wou±d ~'o back to v:hat I believe was the c~md~na,- 

point of the last war, which is z, ublic acceptance ° Black mm.rket control 
involves~ first, a complete c-:planation to those who .:¢c.ul~,. bc acute 
affected by hl~h prices and by failure to get the nocJed su_~,p_'1~,s of the 

.=p~..~i part. necessity for takin~ certain action, that is the public .... " 
?'~_n~ second is . . . . . . . . . . . . .  . , "  _ ~ . ~ m o ~ ,  ~ feel is a g~ ~, ~In~ controls ~a~ ij c.nd adequately, .-r~--" - , '~  ~ 

. 5n~ rc~ ~ " cnforoomont, r,mchanical 9uost'_on, a ol=nnlng question., The " = ~ ~nc =s 
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and there were times w h e n  ,/~e could not get enough money for enforconent. 

Part o f  . . . . . .  ~- . " f ,~: .... was ~:~ danger run with a com.,ross v½th the personal eie::.ent. 
i i-ave been told b2 the Appropriabions Com~ittee that u-:!ess I raised 
the nrice for certain comi..odities of that particular senator's area my 
a<-0rooriation would be out off~-.and it was. I didn't believe it a b -the 

_ iq ~ C ~  - ~ 0  time . . . .  . .  i t . . . . . .  a. ~- ou~ ,T saw ha:o")Gn. So there a r e  thrc~ t~ '.~ . . . .  ~ you would " ,~"'~ 

study, You ~.':ould need -be act sneedily ard make much more cxpianation %0 
the p u b l i o  as to the difficulties° 

On the other hand, %i~e black market can bc handled if it does not 
rim over five "to seven percent of %b.e -total su]~piy and does not critically 
deny the substantial needs® 

~U2STICN: Yr. 19~nderson, early i n  your talk you mentioned the 
present i~foalancc of prices bct;:ocn raw materials, semifinished ;deeds, 
ma~mfacturod goods, and labor. Would ~fou c~oarld cn that a little more 

and toll us which is out of b:,.la~ce? 

~,E{. I~.~DERSON: I said raw. material prices h<vo fallen further and 
they have not generally boon reflected in %he final price. Tbab is true 
of a !o% of foods and agricultural co%~odities ~,vhich are subject to ~overn- 
ment purchasing. That is, ~he ccsb of livir~g ilas not fallen an}~'~here 
near comr~ensurate w~th the fall in agricultural co~edities. One of the 
reasons they haven't fallen is ti..at the break-even point in many industries 
has gone u~J very rligh, and ~ilero is an attemnt to nreserve the sa~ ,~ ~ " 
rate of nrofit by a reduction of the su{~plyo In the last six months there 
have been ntumerous evidences of where a company, confrorted with a !0 per- 
cent decline in orders dropped its .~roduc%ion 50 percent, in order to 
maintain margins and to '~-~]?,~c ....... nri,.'e up ,.~'ithout makings, appropriate re- 
adjustr.entSo Another thin~ invol,,~ed in that cost is, of courso, Icobor r:~to~' 
which have te be seriously eonsidured° So unless you find time wherein 

,. ..O3.L= U , : . . ' . - ~ ' [  % dradual re:~djustment cam. t~f<:c ~:;laoc, you come to somJ: - " .... ,,P. ...... ~ 5"eu go 

i.-~to the possibility of' <~anic, 

QI~STIOK: You strc,'sed -b'Ic absolute necessity of public acceptance 
of emergency powers of organiza-~ion and then later on you stressed the 
fact %ha% man oov:er controls must %o --.'=ore strim...3ent, whether imp].ie@ or 
~]?plied, ]Vill public accentar_c.~ be ready at the start of war for that? 

_.~._.~=.~}-~o(.. ~ Well, T e..Decoe~, as I said, to ,"~' sc,:ie hart of -- ,. <) .~I] 

that infor~na%ion by a debate on the ~lans in Congress ~nd a-~ %h,e s~J:~o 
" " " - - ~ob ulme to have bh,-= . . . . . . .  agencies rnd those respons.~b-.,.~ ].'or it do :~'g a J.arge j 

r ~ of explaining to the loaders in industry and leaders in labor v.ny it 
would be necessary to o!a.up or. controls and even-bake eve;" bi.'e Giroction 
of .manpower, which we didnlt do, I would io:~vc to labor leaders some 
part Of the job of inte!ligen% exp!<n~tion to t,}k, ~,-ho].<~ labor oo::~munity 
so that you.wouldnTt get such a violent resists.nee to it.. ~=s if we were 

.... ~, ' times--in an taking advantage of ~.ui opportunity--as has been ~usr~.~d a~ 
emergency to got even ~';J.tll labor. 

I0 

r r,,, ,2.. --~ , ~  ...... -'. "T , .--~-t:.,--..~-~:-~ .--T<-, 
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qUESTIOI.T- I ass'&~,~.e that the oersen who is responsible for i:fne 
a~-dnistration of these controls is, r~nd I think he will be, a cart of the 
over-all Offise of Economic )~lanagcment. Because of the im?c~tance of 
gaining o~f~].ic unders-~anding and approval, do you tlni~: thai "the adminis- 
trator of these controls should have the handling of his o~'~. public 
relations or should he depend upon, say, an agency within the organic 
organization of the nm.nagcment control, or can he rely on such agencies 
as the Office of War Infcr~m~.tion if in exlstence in wartime? 

~,~. :~f?~]]L!~ON: I tb_ink you need both for this reason, in order 
to get the wor!:abilityo In an over-all determination by OWl, you might 
it.re the means of co~~-,r..~unicating ti~t do~m to price and raticnin!~ boards. 
In other words, the way in ~;.hich you package the public infcrmation can 
be left so~n~v:lu~t tc th~ discretion of the mdministr~.~.tor, but he can't 
o.oerato v:ithout ohe over-all directicn. 

I want to say, too, on structure, that I still favor the single 
a.'~ministrator ~nd I f,c.e! v.o l~ve noc doveloood eno'agh of the tec!miques 
as to, lot us say, r~straints on his final and complete decisions, I 
feel there arc ways, not in rigid peroentages or in any mechanical 
formulc~e, of protecting against an ove~:,-orked achninistrator trying to do 
the biggest job in the world--~..~hich it would be--but i still feel that 
somebody at some place has to say yes or n% and it cannot in the very 
nab~re of things be the President. 

qUESTION: Would you discuss the possibility of using the existing 
governmental agencies in ti~.~.e of emergeno~7 rather than the for~nu].a-bion of 
a whole series of new agencies, ~2articularly in those instances where 
there seems to be duplicate functions? 

- , - ~ T ' : ~ ] ? - r )  r ~  r , , ~  T ! ,~~.  ,-, , . . . . .  ............. ~.. : I would naice a distinction as bei~vcen policy 
determinations and a~rnlnistra~ion which I feel ~e to th~-~ emergency agency, 
and using the existing agencies as sources of information, tec.~mical 
experience, and over~,%~ng ti~t -the nolm~n! activity gives us. But 
previous experience v~th the existing agencies ':,,~a.s not very satisfactory. 
I feel that the over-all agenc-y.has to have 'sh~ final administration° I 
don~t want to see dx~licato functions. ! feel there are tiF_es when you 
cQu~d use a wholJ unit from an established agency, but I would want that 
unit moved over~ I /on."t want somebody v,rith authority over transportation 
sitting outside the central ~goncy, for o:r.amploo 

:: " QUESYIC!,~: In coraze.o%ion vrith tM2~t last question~ how far would 
you go in that phi!osopi~j vith respect to the organization of the Treasury 
and the Federal ?.eserve Boards? 

~ , ~ .  }~I,TDERSON: I would go as far as the major po!icy decisions, 
vesting in the emergency agency the right of final decision, i ~Duld use 
the Federal Ress.--ve~ certainly, and let its functions continue, but on 
the matter of wheth.~r ~'ou ta~:ed or sold bonds, i wouldn't leave tl~t to 
the Treasury again for the world, 

1;1, 
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ADHIRAL SAB!N: ~,Ir. Henderson, I h o p e  this question doesn't p~rb  

you or_ the spot, bt~t I ws.s ve~, much interested in your rems.rks about 
the ~a!.ionai Security Resources Beard. You s3atcd that in your o~inion 

the !.TSRB m i s s e d  a golden opportu_niby and you felt there were n o b  proper 
iuducemcnts to at-tract to it the risl-t caliber o£ people, I rould like 
to ask, in your opinion what is the reason for it having missed that 

ace_on is available to us now? golden opportunity and wha'b corrective ~ " 

}9...,:-....=.,.:~,-,,-.:.. There are severa~ reasons, some of which have to 
~,zu~ the. oolitios which go on as 4.;0 v:9~ere the sources of "cower onzh%.... 

to L~ ° I ]:oar every now and -bhcn there is a little conflict in the 

.~tab_~baT.~n~. I don~t > " " ~,.{ilitary ~"° ]~ ~ ~ .u~o~,., v:nether %hat is true or ~:ct 

o m~ nar-% of the failure rests i~~ [,he feel-.ng of wanting to be done -c,ith 
all the ~m.~_goncy questions and %o ~.'ot rid of excess profits tax, r0r'lce 

control, and rationing. The ±,~mrd part rests on the ,_~_l.]r.~ to emonasize 

its importance° ,r .,., ;,:o~, that is the i",.t~ction of both brae Congress and the 

Executive, I feel that there should have been a drafting of th:~ very 
best ?eot~!@. on a rotation bas~So znat is one oz ~he su¢~-"~s-bions.oo ~ I made. 

~oe~. ~hau you could, on a rotation b&sis~ br "~ in, let us sa~ ,~, five 

men, each be serve maybe two months, where one follow will-bcd{:e the post 

of chairman, ~s v:e do in so~n.s of our con~issions° as you "'~,~- where he 
has just a certain amount of ?or:or iout he is drawin[~ on the other four, 
They meet with hi;<: from time to "bins but ho stays in Washington for ~.:ro 

or throe months. 

AD~.,.~R.-.'~ ='~" ^r~, SABIU: You are speaking nov; of t~te chairman of the board? 

P~o I-~}H)ERSC~I!: Yes, absolutely, ar_d that is because I don~t know 
" . L : l e  . . . .  how you can get bne bes±; man i:o uome othem.vise o ~'- best ;~-,~ril I not 

be the ..el].ow who nat. bhe ] J : c s t  experience in the last war either .[h se 
• " ~  ~ " " , - -  - "  ~ .  ~ . . t  f ~  ,^e, -6 ] [e S OJRe a s z ~ , _ z o , . . s ,  m o s t  o~ th . , 'm ,  h a v e  ~ s . ~ l e  ~ , +  . . . . . . .  J i m  F o r r e s - b a l  

he.d, and Don )[elson had, :~m.d lots of' others I know° You could bring: in 

someone about the rank of vice president, some fellow just full of 
vinegar who.is oo~.~ing up, He is well recognized in industry° His name 

K . q  O!,~Tt, .qay not be so ~.'mll ~ ' hut you could got him, And you csu% insist that 

he some in ~nc] take some part vrith others, maybe during a period of I0 
months, or if ins will take a ~v;o-mon-th term, somebody 61s<~ will take .a 

~na next year. I oanTb see ar$r otlner tv;o-~mnth team, ~,nd then come b a c k  ~ - ~  

way of aoL~g it. " 
i 

] " ~l DR. :~.,,~#~'~'. On behalf of !;he group, wc thank you very -<inc y. You 

have made a considerable contribution to our knowledge° I can see that 

some of these reports are go-~o. -be be rov~itten a bit. 
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