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GE~EEAL VANA};~N:Gentlemen~I have known Leon H~nderson for along 
time~ In fac% we were born and reared in the same little town of ~llville 
in New Jersey° We went to school together, and we played baseball and 
basketball on the high school teams together~ I have admired Leon ever 
since I have: known him~ I have admired him greatly for his ideas, his 
ideals, his aims~ his ambitions~ hisbubbling energy and enthusiasm~ but 
probably I have admired him most for his intellectual honesty~ 

I wish I could convey to you my appreciation of this man, who did an 
outstanding job under rather adverse conditions during World War II and 
who did an outstanding job in the face of great criticism. But I believe 
you ~ll see what I mean when he discusses with you this morning some ef 
his orobl~ns as Price Administrator. 

It gives me a great deal of pleasure to welcome the return to our 
platform of Nr~ Leon Henderson. 

MR. H~qDE}iSON: Thank you~ General Vanaman. Zembers of th~ class, I 
am very much pleased to have been introduced by a fellow tovmsman and to say 
that our little town of ~illville~ New Jersey, is very proud of:the record 
made by Lieutenant Vanaman~on up through the grades° People in our home 
to~m don't know much about the military paraphernalia. What they do 
remember is that he was an excellent basketball player and a rather eccentric 
but ve~, effective southpaw oitcher~ 

It has been my pleasure to appear here twice before-.in 1947 and in 
1949--and I know that what I had to say on those occasion~ is a matter of 
record and is available to this group. Today I intend to try to put ot<r 
e~erience ~th wartime controls into present tempo, into the present 
pattern of economic activity. 

Fortunately, or unfortunately, the historians have been making a 
record and critical analysis of many of the techniques and experiences 
of the wartime controls. For example, I was telling Colonel McKenzle 
that I know a record of the organized food buying in Chicago under his 
direction during the war oeriod has been put together, and I expect that 
it will be available before long. 

A recent publication of the National Security Resources Board, by 
Thomas Blanchard Worsely, "Wartime Economic Stabilization and the Efficiency 
of Government Procurement," makes an extraordinarily valuablereference work 
for those who need the detailed study. 
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%~forsely has had an extraordinary experience. He was in OPA~ 
transferred to QM and later to the Air Forces, handled contract 
renegotiation and some of f,~q~e procurement financing problems~ and then 
was on the staff here at the InduStrial College. H~<,details in his book 
the story of a nrob!em ~'hich will be a central one in case there is war 
or the threat of war again--the problem of the control of prices of 
military .goods. He tells a bit of the manner in which it was resolved 
and gives a broad outline of what the considerations ~.~'ereo 

He could not :possibly know tha~ there was always a questiQn, even 
in the early days iof the approach to control; as to whether there would 
be one central agency having responsibility for prioeso President 
Roosevelt~ ~r~ Baruch~ and myself 9 all of whom had some experience with 
the First ~{orld !~Iar and ~'ith pricing in that period, made the determinati~. 
that there would be one final authority° That produced quite a bit of 
stricture 

The Army and theNavy first attempted to persuade the Congress that 
they should have authority over the prices of military goods. Congress 
rejected that thesis, After the law was passed, the Army and Navy again 
requested the delegation of that authority and that they be left outside 
on contract prices° That again was rejected° We were finally able to 
work out what, to me, ~as a satisgactory solution° it meant that the 
final responsibility rested with OPA, and it required a constant reporting 
from the Navy and the Army as to what was being done on the matier of 
milita~ prices, since they would conflict, and did conflict, at times 
very decidedly ~.%th civilian prices~ 

luybody who wishes to see what the record was can find that there 
~as a steady decline in the price index of military goods° I think that 
is contained in the }~Torsely study° 

In the next emergency, if it should occur, in my opinion, it will 
be decided ve~ quickly that there must be a final authority not only on 
prices but on everything that conditions inflation. That will mean, too, 
not necessarily that the same methods of control will be used for 
civilian goods as are used for military goods~ but that there will be 
a central authority which can make the final determination° 

In ~T 1947 and 1949 appearances here, I emphasized several things 
which l will run through briefly as a background for what I have to say 
today and, I ~rust, as a stimulant to the question period, which I 
treasure very highly. 
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I indicated that, given the problem of an all-out effort again, we 
would face a completely different set of Conditions from what we had prior 
to our entrance into World War II~ during which period a group of nations 
was standing at Armageddon and, in effect, giving us time to put our o~u% 
house in order@ When we began, in 1940, with the National Defense AdVisory 
Co~/~ission~ ~e had a surplus of most of the resources. We had a considerable 
number of unemployed. Ve~ few industries were operating at top capacity. 
Raw materials, particularly those derived from agriculture, were in such 
supply that there was deep concern as to whether we would ever be able to 

dispose of them. 

(k~c of thethings I feel very proud of is the iteration which Mr. Baruch, 
who was my constant adviser, has made that, very early in the NDAC period, my 
staff and I made a determined fight for an enlargement of the supply of goods. 
I kn~w from prior experience that this was not a country which would take 
very easily and quickly the type of controls imposed in England or any of the 
other belligerent countries; that we might very soon, in either a preparedness 
or a war effort, reach a point at which we would have a galloping inflation~ 
and that our effort should be centered first on the organization of supply. 

I recall one very acute item, copper. It happened that President 
Roosevelt as Assistant Secretaiv of the Navy in the First World War, had 
practically monopolized for the Navy all the available copper~ and it had 
taken quite a bit of talking to the young Assistant Secretary of the Navy 
by Baruch and others to make him part with any per%ion of it for the other 
armed services. The President felt himself quite an authority on copper and 
knew that we would require~ even in a moderate effort much more than was 
immediately available. So we began a period of contest ~th other countries 
to tie up the Chilean and other supplies~ 

I recallvery vividly a little session that Hro Stettinius, ~ Batt~ 
and I had with Jesse Jones, who had first responsibility for ~he procurement 
of copper and other strategic and scarce materials. Jesse had his o~ 
ideas as to %uhat he was going to do~ Batt and Stettinius were going through 
the usual business negotiation v~,ith Jesse~ and he indicated that he would 
buy, a cerSain amount. As we were about to leave~ with Batt and Stettinius~ 
as I recall, a bit dejected ~ having been unable to make a greater impress, I 
said, "Mr~ Jones~ thank you very much for that much. I will go ahead on 
other fronts and see what I can doe" 

He contrived to get me aside on the pretext of talking about something 
else with which Batt and Stettinius had nothing to doe He said, "Yotmg man~ 
what doyou have in mind?" I~$ law at that time was under consideration. I 
said, "Just a slight change in the law to permit OPACS (n~g organization) to 
buy copper." He said~ "You wouldn't think of amending my law, would you?" 
I said, "Oh, no, never anything like that. Just don't worry about this. You 
go ahead, you buy what you can~ and i will buy the whole supply if I get a 
chance~" He said, "Let's talk about this with Will Clayton tomorrow." The 
next day we had a little talk, and he said, "~Ve are going to buy the whole 

supply°" 

3 

! ~ \ . | ~ . ~ . ' ~  I t  ~ i \ ' ~  1 / ~  ... - ,  ~ ~ , ,  J-~ - -  



20S6 

That is one. of..the things, as. ! say, we .did. But if we have a repetition 
of the a cuteness of emergency we faced last time, there ~'ill be no. similar ~ 
opportunity next time° Therefore, what we would face is a completely 
different set of conditions, which would, require a completelydifferent set 
of contr.!so . 

In my opinion, unl@ss we want to face the probabmlxty" " of runaway 
conditions, either in hoarding , in prices, era generaldeterioration of 
the whole flow of essential materials, there will be a necessity for 
statutory power to control aI1 resources. Also, that would need to take 
into account the problem of decontrol. 

I have been asked many times~and you%are at liberty to ask me other 
questions, Wh~-, in the OPA Act as it was presented to Congress, there was 
no provision for a postwar period. One of the reasons was that I knew it 
would provoke political opposition, some of it very genuine, as to the 
possibility of the majority party continuing its political control by means 
of: the economic controls. So, with good advice, I decided that I would 
o~it it. 

And I nv~y say, as I can at this tkme, that there was considerable 
uneasiness about tr~sting a Nc~ ~ D~aler v~th the process of mobilization of 
economic resources. I was aware of that and decided I would let OPA take 
its chances. 

I don*t think that we could afford, in the next period, not to make 
provision for an orderly retreat from control. I shall speck about that later~ 

I emphasized~ particularly, the necessity for public opinion support. 
And these three things~-statutory power for control over all resources, 
decontrol power, and public opinion support--go together. In my opinion, 
the means by which we might nos/~ibly get the fullest support is through a 
constant discussion of Programs Originated by the proper authorities 

" - for 
i~artime controls in order that. we might be prepared. I have the distinct 
feeling--and' it certainly has been underlined by observers and students 
since--that the long-period Of the hearings on the OPA Act, running in the 
House from the summer of 1941 up unti7 a few days before Pearl Harbor~. 
provided the best forum possible for the strength of the law as it was 
enacted after the Pearl Harbor incident. 

One of the biggest fights we had came as a result of a strong interest 
on the part of certain members of the Senate° There was a determined group, 
one of the r~ost determined being the chairman of the con~mittee, that wanted 
no reel OPA; and, if it~were enacted, it would not control agricultural 
prices. 

The chairman thought,., as I know full well, that if he. delayed~ _.. 
lingered~ ~and waited, perhaps ~e would despair and pick up our marbies and 
go home° ~]qat he did not see was ~/~at~ during that period, which:was 
sometimes called the "jawbone,, period, I was already fixing p~ices, using 
the President ts explicit and implicit~pc~?ers, the main. one being the right 
of free spe'ech; that is, the right to call up, let us say, £he paper people 
and say, "I hear you are going to raise prices. I trust you won~t~ It 
will be too ba~ for you if you do. ~, 
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I .empb~..sized the necessity next time of be@ng free from political 
interference~ Cert,.in!y, this countl~/ h~d a gre~ter degree of 9 let us say~. 
selfish and group political influence over all the war controls, particularly 
those of com~nodities, than any other of the belligerents. I used to en~"I 
my opposite n.umbers in Canada and in ~ngland because of the relative freedom 
they had from intervention on the part of the blocs and the special groups. 
But that did notrcpresent a~lof the interference, and it did not run only 
to meo It ran to Nelson~ to Knudsen, ~nd to the Army procurement officers. 
There was the personal intervention of many Members of Congress who 
considered it~ a pert of the representation of their districts to make 

special pleadings. 

In my opinion, one of the things that would be necessary~ particularly~ 
in an ove...~-all statutory p~.~:er to control all resources, is some means and 
some standards by which political interference is minirzized, 

The next thing I emphasized was an absolut0 requirement of a knowledge 
of the economic processj in total and in detail9 on the part of the 
controlling body or mechanism. I had the great privilege in this country 
of standing at the crossroads of several large efforts that v~'ere made 
during the thirties,. I "gas chief economist of NRA; later I was economist 
for~ and secretary of, the TNEC, the monopoly study; I was a member of 
the Securities and .Exchang~ Com~ssiono And it was very clear to me that 
there was resident nowhere in government the intimate knowledge of the 
economic process or the operations of our special industries that would 
give us the technical basis for control. Fortunately, as the years of the 
later thirZi.es wore on, w'e were able to acquire a considerable- body of 
information as to pricing practice that Stood us in good stead when we 
came to the emergency. So I say a knowledge of the economic process~ in 
total and in detail, is one of the requirements~ 

Trained administrators are another requirement. I have thought of 
this problem and have discussed it in prior years° I believe that those 
responsible for .oveq~-all planning for our next emergency must undertake 
some participation in the actual administration .of military procurement 
and the i~ilita~r Assistance Progrem in order that there will be available 
at least a certain number of key administrators with which to begin a 

control mechanism. 

I arl quite sure theft -~ve are better prepared-~I dontt know how well 
prepared--to esteblish in detail the requirements of the military program, 
~ven any assumption you want to make° I have been reading.recently a 
privat~ study of what was called the feasibiliZy fight that went on between 
the l~Var Production Board and the ~litary agencies, as to what the economy 
could do and what the requirements of the military would be in any given 
period. After a rereading of th~.t~ the gravity of that particular contest 
strikes me much more forcefully than it ever did before. I know now, of" 
course~ that the methods of~ranslating the over-all requirements from 
machine .mAns and plan~s into raw materials are better planned, but I would 
certainly insist that any over-all agency make this matter one of its 

prime responsibilities 
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I discussed in the two ~rior meetings h~re (IGAF Library: L47-129 and 
L49-134) some of the lessons we learned~ some of the techniques that we 
deveiopcd~ and some c'f the techniques that were either borrowed from the 
experience of other countries or were adapted from the experience of other 
countries° One of the things i think is most outstanding--certainly 
econor~.st's have shifted very considerably in their opinion since the 
pr~r period--is the efficacy of direct controls. 

This was discussed at a meeting of the ~ner~can'~ " Economic Association. 
I :think ~ J. Ko Galbraith, who was the Deputy Administrator for Price in OPA, 
h~d the leading paper~ I discussed it ~ith him before we went to our 
trade association meeting~ - .: 

Ve~j few of th(9 top ~conomists in this country felt that, given the 
disequilibrium between supply and demand that comes with an @normous war 
program~ we could accomplish much b~ direct control. I fault a bit 
different~ I know, as we added economists to our staff, many of-them felt 
we could operate only ~thin a narrb~ ~range. What was found--and I think 
tYois is of extraordinary importance--is that there was no commodity, given 
the opportunity to find out :~<w~ ~ it moved in the trade, that could not be 
controlled, It might require a ve~j elaborate regulation, but, given a 
kno~]_edge, as I say~ of the process of manufacture and distribution and 
of the margins that exist bet?~een them~ and given proper ~nforcement, %'e 
found that there was no single com~modity, no matter how complex and 
difficult it might seem on the surface, that could not be controlled° 

Then we found, of course~ that a severe gap existed in auality 
control° There had been ouite a fight going on in this countrS~ for a long 
time as to standards and requirements of meeting rigid specificatibns. 
OPA lost out on that one° As a resultj the possibility of shifting 
quality and gaining a higher price was one of the very definite losses. 

~nother gap was that the allocation of materials and the actual pricing~ 
as ~:,rell as distribution either through rationing or manufacturing 
enterprises~ were net cohesively tied together° In nsj oDinion, they 
will need to be put together the next time° 

Again~ we found that the Dower to buy and sell contmoditieS on the 
Dart of the Government ought to'be in some central place~ The fact that 
the agricultural surpluses were under %he control of an agricultural 
department made it very difficult ~ for the GovernmenD actually to operate 
to the best advantage of the community. 

Another thing I emphasized is that there must be a central control body 
headed by one man v~th fin~l.suthority for the resolution of conflicts between 
various agencies~ I have assumed that there rea[!y would be Clusters of 
related agencies: I have contended that it is an 'absolute necessity to have 
a s±ngle administrator, even though he have the final authority of yea-saying 
and nay-saying over the economic life of this country° I say:that with all 
the distrust I have of dictatorship, but I say it out of my firm belief in 
the democratic process~ I do not believe in boards for final authbrityo 
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I bel~ieve that atop board is needed for policy, whether it is Treasury 
policy of taxation~ Feder~i ReseiTe open-~-arket policy~ Commodity Credit 
policy of buying or selling~ or HFC policy Of lending or not iendingo I 
b eiieve there ~~ll be a necessity for the continuation of those agencies 
and that their splendid mechanical techniques and abilities should be 
preserved° But ~ ! think, given the necessity of ma~ing a final decislon~ 
that the autnorl y to dO so must reside in the head of a top board. I 
b~!ieve that standards and limits can be prescribed which will prevent any 
such indivldual from swaying from the right determinations. 

Going on to whatever thinking I have had in recent times about prior 
observations and experience, which is, of course, a continuing process--- 
that is particularly true when the historians get to work--I have been 
getting a number of.reports issued by thevat--lens agencies~ and .I really 
am surprise~ to know some of the t~n~s I did~ 

I think--I confess it here since you are all young men--that one of 
the t~kings that.fails us most in advancing life is the ability to remember 
unpleasant or unsuccessful things~ I don't see hm¢ any man can have 
acquired old age without that being true. 

I have made an assumption~ as to the next period of control~ of 
maintenance and continuation of the democratic process and the capitalistic 
system of production concurrent ~±th total control over all resources for 
the ooriod'-of the emergency. I introduce this today because, frankly~ I 
am getting very tired of all this ',scarehead" talk that~ given a contest 
between our particular type of life and our glorious system of production 
and another system~ we must pass into a dictatorship from which we would 
never emerge, I do not only believe that it is not necessary to surrender 
the stalwart support of our own system, but I do not believe that we as a 
nation~ trained ~ as we are, could ever win under a dictatorship that had 
full powers of yea- and nay-saying ~dthout regard to what the tradition of 
America has been. I think any war would be a test of our method of.life~ 

and democratic process would win~ 

The record of World War II is ny best argument° At that timei despite 
the fact that war took u~vard of 45 percent of the total gross national 
oroduct and despite the fact that we increased the debt over 200 billion 
dollars, there ~ms no s~speusion at any time of habeas corpus, as wad 
necessary in Lincoln's time 9 and every grant of authority was either within 
what were the~cepted powers of the President or the subject of the usual 
scheme of debate in Congress~ and everything that goes with it. I think 
the record will show that Roosevelt did not go so far as other Presidents 

have had to go in an emergency. 



TU~ ~ T ~ m ~  ~-~ ~ m ~ , ~ .  
" \  E~ ~ t~"< ~,' ~' ! L~ '~ 

So far as most of the control mechanisms and their m~thdrizati6ns 
were Concerned---and this is particularly true'of the .0PA--tnerewa~ a 
submission of a bill to the Congressj there were long and extended hearings, 
there were committee meetings~ there was a floor fight; itwent to the 
other House; there was a conference~ and there was an agreement° Then 
it ~ent to the President, and Ne had the right to Veto it~ If .it had 
been vetoed, Congress would have had the right to override the veto° Once 
the law was passed, there was only a minor suspension of any citizenrs 
right to protest or to.test it constitutionally~ As a matter.of fact, 
one of the outstanding jobs of legal architecture in the OPA was the - 
emergency court, to which many aggrieved citizens went and g0t..a speedy . 
settlement of their cases. And Isay that in 99 percent of ~he. cases, or 
more~ the emergency court upheld the constitutionality of the process that 
had been established in the 0PA.Acto 

Again, our capitalistic system of production (the set of relianoes 
that we have normally for production of' goods) was maintained almost 
intact .during the war period~ There was allDcation of raw materials, and 
there were priorities, but we relied on the profit system---a modified 
profit, yes---and we relied upon bargaining as between the managers of 
production and the labor foroe~ We relied, for example, on the differen- 
tials in wages~ We relied upon the whole scheme and process bywhich we 
have attained our proud national status. ' 

Although we may even have to take direction over the movement ef 
labor from~one~place to another, or face a questionthat Baruchand Nelson 
hardly ever had to face in World War II~ :the taking over completely of a 
factory for refusai to:.join in the cooperative effort~ I feel that.:-we can 
plan to go forward ~th the maintenance Of this fall democratic prbcess® 
Any attempt to suspend the ordinary means by which we reach national " 
decisions, to my mind, would be the occasioh for alarm° I have never 
found that, government could maintain something against the:weight.of 
public opinion in this coun~ry~ and I..think we can continue full reliance 
on it~ 

Fortunately~ the Full Employment Act, with which I presume most of 
you are f~miliar, is now providing a time of experimentation with democratic 
plannihgo It. may not .seem significant to some of you, bu% to me it ~as 
significance of mounting importance that the Nation, at the present time, 
through the Full ~nployment Act, together with "the President's Council of 
Economic Advisers and the Joint Committee of Congress on the Economic Report, 
is trying to find a way where~j the economic decisions that are made~ " 
particularly on the budget and on taxation, may add to our ability to go 
fo~vard~ :$e are having a testing period because through the Full Employment 
Act we have undertaken to say that the Government ~iI not stand idly by, 
given another threat of a disastrous recession and the accompanying 
unemplo3naent and bankruptcy; and we are trying to find means by which, v~th 
full debate on the methods of taxation, the timing of taxation, and the 
allocation of resources, we can have democratic planning. 



At th3 same time, our information on national income and production is 
growing, and ~he increase in the accuracy of the work on national income 
probably~epresents one of the greatest fol~vard th~%sts in economic techniques 
in my time. There are being constructed in the Depcrtment of Com~nerce~ as 
you kno~v, models of what would happen if given a change in circumstances, 
such as a decline in demand, a rise in price, and so on. 

One of the things I think would need to be done, whether here, in the 
National Security ~esources Board~ or elsewhere# is to construct some 
planning modelso Let us make an assumption of an outbreak of war or the 
threat of war that might come, whereby we would need to divert immediately 
50 percent of the resources of this country toward the making of war. On 
that assumption, i would like to see some planning models--they may exist-- 
as to ~a.hat res~arces would have to be diverted, by what mechanism, at what 
points would we tap the flow of resources, and what kind of orders would 
need to be issued. Also, are there communications, transportation, and 
labor mobility capable of making that sudden transfer? 

Since the depression peri0d~ we have learned many things about economic 
centre!s, direct and indirect. Certainly, we have revised our ideas on 

inflation. 

With the tear, nation of OPA, the price level went from 112 to 168. One 
could see no reason why it should stop at 168 if he were finnly embedded in 
the classical economic tradition. The overpress of demand was still there. 
I believe some new review" would reveal that the Federal Reserve Board policy, 
the only control probably that ~as !eft, was one of the best means we had 
of preventing the expected ~maway inflation. 

To my mind~ the price level is still in a dangerous position. It has 
receded to about 152 as of the present time. I believe there are large areas 
in v~hich the underpinnings of special demand and artificial stimulation are 
holding it up~ so that there is still a threat. On the other hand, I do not 
see the threat of extraordinar5 T inflation, partly, as I say, by reason of 
the i~provement of many of the fiscal and monetary controls. 

It ~as always expected, for example~ that if we had a large debt, the 
management of it would prove to be impossible. As a matter of fact, we 
have had an extraordinary amount of intelligence in the handling of the debt~ 
to the extent that it is not an acute problem today. The central banking 
mechanism, as further developed during the war period for the handling of 
the government financial needs at Io% ~ interest rates, has been so. smooth. 
that we have not been threatened v~th the problems that were antlclpated~ 
Part of that result has been due to something which, to my mind~ represents 
the real accomplishr~qont of the oeriod--the resumption of the grov~h in 

productivity. 
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Since the turn of the century, this country has increased its man-hour 
:productivity. at a rate somewhere around 2o5 percent. There have been 
interruptions du~ to depressions and wars. It v:as an enormous problem 
right afterthe termination of hostilities in the early days of the reconver- 
sion, but }re have resumed at high speed our ability to go fo~.vard, not just 
~.~,dth the physical production due to an increase in the labor force, but the 
actual use of Our teCb-~Ologies and labor capacity; so that we have at least 
a 2.5 percent gain every year.. To my mind, that growth rate needs to 'be 
~aken account of in the Planning ~ 

As I mentioned before, we..had practically full employment in 1947. 
Today we have something, like 4o7 million, or nearly 5 million, unemployed, 
and still the rate of emplo~n@n-5 is at the highest level it has ever reached-- 
higher then it ever was postwar certainly--and our production is nearly 
double that ~v~hich it was in 3-939~ 17e are finding that there is a. n~ 
nt~ance into the labor force of about 400,000 or 500jO00 new workers every 

e 

year° This year many GI's "~iil .be coming ouZ of class and going into the 
fiber force, So that vre have an unprecedented situation, in that we have 
high empioyment~ and high unemplo]nnent at the same time. 

The unemployed, pool could be a training resource~ and I think that~ 
with the enormous 9mount that we. are spending for defense and on military 
projocts~ v:e should consider a number of programs that ~vould utilfze that 
resource to provide a stand-by poe]_ of trained men. 

Again, I think we have not taken full advantage of the necessity for 
stockpilingo I know some of the problems that are occasion&d in that 
category° I happen to deal a lot v~'ith f " 
two pro .~ams of • . orelgn countries° I know that the 

g .... foreign assistance and stocl~iling could be better put 
tooether. There has been a .decided resistance. I spoke of this ~.ith alarm 
last year~ and ! have had no occasion to revise my ideas. 

Last year, as those of .you ~Lho ~_ve :read the account of my talk have 
seen--and I think Admiral Sabin had some questions on it--I voiced my 
uneasiness about the National Security Resources Board. I would like to 
say that ! see a bright hope in the NSRB ~th the appointment of Nr. 
Symington~ ! think it represents a forward step° • - 

I have taken a little more time than .~ had anticipated, Z hope that 
I have been provocative and th~'-.t, in the remaining, minutes, we can have 
questions to which the an~vters will at least be interesting, if not - 
enlightening, 

COLONEL NcKENZIE: I need not remind you gentlemen that we have a 
speaker today who is prepared to give us a great deal of information for 
our problem in unit i0. We have 20 minutes for questions. 

.3o 
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QUESTION: Would you discuss so~le of your experiences in the handling 
of wages for labor during the past war, and what might be some modifications 
of that in a future war because of developments since that time? 

y :R, F~,!DERSON: In the determination of controls~ there was a decision 
that OPA would net undertake to encompass wage controls. That was a 
decision in which I concurred~ at the same tim/e say~ng that there was a 
necessity for controls immediately when we reached, let us say, a volume 
of eN@loyment of 95 percent of the labor force. We were operating under 
?~DAC, OPX, and 0PACS~ and the President had a labor adviser, T.~Tr. Hillman, 
and also had his o~,m ideas as to labor mobility and control, That was 

part of the reason for the decision, 

I thi'nk the OPA Act was passed in January 19A2~ ! asked for an 
audience v~th the War Labor Board, ~nd there is a memorandum somewhere about 
what I had to say then as to the imperative need for wage stabilization. 

I think our greatest control over labor was not just through the 
efforts of the labor leaders but certainly primarily through them and men 
~%th whom they could work. However~ T believe that, Lf there is another 
emergency, the Government must have the power to move workers from one spot 
to another~ whether such power is used or not. 

On the matter of wage st~bilization, I think the techniques have been 
developed for appeals, so that there need not be a suspension or strike 

during determinati.ons. 

QUESTION: To what extent and through what mechanism was there 
coordination between fisc~l menageracnt and moneta~, management on the one 

hand and price control on the other? 

,~Ro HE~DERSON~ There were distinct differences of opinion, in which 
Federal Reserve and OPA wore pretty generally aligned against the Treasury. 
One was on the ambunt that ought to be collected by taxation to pay for the 
cost of the war. A second was on the type of bonds that would be s01d. A 
third w~s on compulsory saving. And 0PA had quite a difference of opinion 
from that of the Treasury on the matter of the use of excise taxes ms a 
means of diversion ofrcsourceso I think I won out on that. 

We had argued prior to the war for a fiscal and monetary authority, 
and the skeleton of that was set up~ but the Budget Office was so new~ and 
had been so recently dissociated from the Treasury that the old powers and 
traditions prevented a ~iscal and monetary authority~ 

I spoke of a'~cluster" earlier this morning~, I had in mind that, in a 
new period~ just as w~ would have rationing and rent con~ro.~ and price and 
allocation of civilian supply together, I expect we would have a fiscal 
and monetary authority which would have similar operations. 

Coordination certainly was net so good the last time as it could have 

been° ]l 



QUESTION: As to the; A "million,plus that are now unemploycd~ is there 
any knov~ledge as to vi.hat oortion is transient, shifting from job to job~ or 
anything like that? - - ' 

ER. H~ND~RSO~L Yes. The Department of Labor has good ~know!edge of 
the'comoositlon, and I have seen J~t referred to recently. I.don,t kn~ 
where. -It may have been in "The ~ashington Post, last Sunday, in the Rennie 
columbine You can get it from the ~au of l~bor Statistics. 

QUESTION: ~hat is the proportion of those who just don't want to 
~ork,of that?Wh° are going out of the field altogether? Do you hays any knowledge 

Z~R. ~:~DEi~SON: No, I don~t bave~ Economists" say there is no commodity 
that ~ill not move at some price. There are different degrees of propensity 
to work, but #~ 

~ere is no one who ~on:'t work if he gets the right price. 

QUESTION~. }~r~ Henderson, this question concerns the timing in asking 
~,~n~ess to pass stand-by emergency-power legislation. There are two 
schools of thought on t~mt. One is that when such legislation is drafted, 
it should be pitched to Congress well ~h~ ~d of an emergency, in which case 
we run the risk of having it neutralized~ compromised, and pressureAgrouped~ 
The other is that we should wait until th,~ last ditch~ ~vhen ~ .emergency 
might formpublic and congressional opinion behind it and give us the sort 
of t~hing We actually need to be tough. ~ould you give us your opinion? 

NR. HE~DERSC'.H: I favor the first, as you orobably would gather from 
my prior remarks~ i would not favor asking for" the stand-by legislation, 
but I vrould certainly favor~ once there is a program, making it and the 
techniques in~zolvedpub!ic--through hearings by Congress~ i would depend 
on the public support coming from that, from the knowledge that it had been 
well reasoned, that there were standards~ and assurance that guarantees 
were not being set aside° 

As I said ear!ier~ I believe the period of OPA discussion in 19£1, 
coming as it did v~th enormous opposition from Congress, gave us a chance to. 
bring home to the public the Potentials of i~flatien~ And as time wore on 
and the people were able to fit ce-~tazn" things into slots from their o~m 
thinklng and r~ading, and noticing ~"~t ~as hapoening to prices, they gave 
the nec.essary public support. ~ 

QUESTION. ~ Assuming that we have a war tomorrow morning, at eight o'clock, 
I would like to •ask: How fast do you t b_ink price controls should be 
instituted and how fhst could we get them into operation? 

=~J:~o~.~o I ~'ou!d sayj if war broke out tomorrow morning, the 
necessity would be to fo!io~- the Baruch formula for a freeze on prices~ 
interest rat~s~ future com~itments~ and everything elseo I would say that we 
would need to have such an over-all freeze almost immediately~ I think 
boards could be se~ up afte~ard for the correcting of maladjustments~ 
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OPAwas prepared on Pearl H~.rbor night for what we would do about the 
c0mmoditics coming from the Far East. I had received no word at all from 
military intelligence, b~t I had foreseen what might happen. We had 
different individuals in charge cf the various commodities. I would go to 
the person ih charge of pepper~ for instance, and say, "S~ppose war br~ke out 
at eight o'clock tomorrow morning~ what would you do about pepper?" In no 
case was the right answer given to me the first time° Then ! would say, 
"You had better get to work and figure out what you would do~" He would say, 
"Do you think there is going to be a war?" I would say~ "You dontt want to 
be fired for not kno~@ng your lesson, do you?" And so we met the Pearl 
H~rbor situation immediately. We ~ew what we wanted to do; we closed all 
the commodity exchanges, froze all the contracts, and suspended all the 
futures° Then we entertained administrative review. 

QUESTION: Would the over-all freeze you speak of have to include a 

freeze ~ of wages? 

MR. HD~DERSON: Yes. 

QHESTI0~: It would be impossible to freeze prices::and<'pro~its::afld not 

freeze w~geso Is that correct? 

MR. HEhDERSON: It was Correct as of 1947, I would say, but not with 

5 million unemployed. 

I am not arguing whether it is desirable or advantageous~ I say~ so 
far as economic control is concerned, we would not have to freeze wages 
when we b2~ve nearly 5 million unemployed. If we have r~nly 2 or 2~5 million, 
that is~ if we have nothing with which to work~ on the other hand~ I think 

it would be advisable to freeze wages immediatelyo 

QUESTION~ Do you feel that -~ve should be prepared to live with our 
large national debt for some time to ceme~ without too much concern? And 
what v,~ll be the situation in the next emergency, assuming we have one soon? 
Should we go ahead and not worry about the debt going up quite a bit~ or do 
you think we should actually keep it down in some way? 

~. HENDERSON: You have two questions there~ As to the debt nowj 
frankly, I am not concel~aed~ The burden of the debt today is less than it 
has ever been. I think the lead article in last week's "Business Week" 
discusses that. We judge a debt as to its burden. I dontt memn to indicate 
a lack of concern about'It° I am talking about whether it interferes with 

economic operation. 

I would ,expect in the next emergency that we would raise a larger 
portion of our cost of the war through taxation. I think our mechanisms 
are much better this time, and, therefore, the increase in the debt would 

not be too ~reat. 
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A thi!~d thing, which may seem surprising, is that if we gain 2.5. 
percent in produc:tiviby every year and attain what Sumner Slichter envisions 
in 15 or 20 years--a 416 billion dollar gross national product--we shall 
have to have a basis for the currency with which to carry that, because it 
would take 120 billion dollars of money. Tfe would get only about a bill:ion 
in gold,' andthere is a limit to what we can do on mortgages and'red~s- 
counting~. , so an increase in debt would be needed. S!ichter, Who certainly 
ms a pretty sound economist, is not alarmed. 

~at I am trying to say is we have lean~ed many things tha~ were not 
true as we discussed them before. 

I see no problem on the matter of the debt, so far as controls are 
concerned. 

COLONEL GODARD: ~. Henderson, I think you have indicated a sincere 
belief in the efficacy of public opinion in the mass. But~asnrt OPA a 
victim o£ the contradiction of.. that ve~r thing? The public of this country 
was certainly in favor of maintaining centrals, yet the Congress threw them 
off. ~ouldyou care to resolve that? 

~. -E~ERSON: Tha~ came later~ I would say, out of war weariness~ 
and it cam@ by reason of the fact that some of the controls had deteriorated. 

On the w~ over, Colonel '~ "~ " mcKenzme and I were discussing the meat 
control, which was one o£ them. 0PA let go, in 1943~ of a very real control 
over new slaughterhouseSo 

l.said previousl~r, in discussing techniques, that any time we had 
studied the approach to a problem, could impose controls immediately, and 
got afSer vioiators~ we could, held it~ 

But n0bodyrealized--I admit i didn't--what the yen for meat was in 
this conntD~o The enormous appetite for high-priced meat was one of the 
things which helped destroy us. Another thing was that we never did get 
rid of political interference. 0PA became a political issue. 

I wouli say tha~ out of four big issues~ we licked congressional 
oDposition~ throe times by 6~o'ing directly to the Dublic. I hive a great 
faith in the efficacy of it. 

QUESTION: Nm. Henderson, from your remarks regarding Agriculture 
bucking your program, I dare say you don't have use for the regularly 
organized government deoartments in runnin~ the war. You orefor, instead, 
the top group of people-not connected with any of the departments setting 
the policies, and, in cases, I judge from your remarks, you also like to 
see them regulate and make decisions~ So the goverr~nent departments in 
time of war serve no useful purpose other than to assist you as they see 
fire 7~ould you discuss that and the part you think they should play in a 
future war? 
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~I~. HENDERSON: Tb~t is a sort of derogatory way of saying it. I have 
plenty of use for the cstablished agencies, but I say that When decisions 
are to be made which involve doing end: thing in order to get a number of 
things done, whether it is finance or whether it is to relieve pressure on 
a market; the top emergency administrator must have the final determination. 
In the actual administrstion and carrying out of policy, we could not hope 
to duplicate, for example, the Commodity Credit or the HFC setup. 

I think we were very lucky that the By rnes-~insgn OES mechaulS~ for 
determination was created° We were lucky to get by as well as we did. 

QUESTION~ ~. Henderson~ would you like to discuss the probable 
successful methods of controlling black marketing in a future emergency? 

~Ro HENDERSON: In my mind, the black market in most commodities did 
not represent a substsntial p~rcents~e of the total volume that was moving 
through the markets. Vfe can stand about 5 or 6 percent of black marketing~ 
just so long as the remainder moves all rlght~ But a lot of the black 
marketing that tended to ~estroy controls came as a result of deliberate 
repression of enforcemant by Congresso OPA never did have enough money or 
people° That is one of the reasons I say the program must build a real 

substantial support° 

COLONEL LoZEJZIE. }~, Henderson~ there is the bell 

If we did not believe General Vanaman when he inade the statement in his 
introdust~n about your intellectual honesty~ we are certainly now more than 
ever convinced that is the reason you are repeatedly invited back here,- 

Thank you~ sir~ 

~,,, ~,~DERSON" Thank you. 

(22 Sep 1950 -- 350)S. 
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