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ORGANTZATIONLL AND'ADMINISTRATIVE‘PROBLEMS
: OF THE PRICE'ADMINISTRATOR

14'April 1950

. GENERAL VANAMNAN: .Gentlemen; I have khown Leon Henderson fom a long -
time, In fact, we were born and reared in the same little town of Millville
in New Jersey. We went to school Logether, 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, his bubbling energy and enthusiasm,.but
probably I have admired him most for his intellectual honesty.

T wish I could cenvey to you my appreciation of this man, who did an.
outstanding job under rather adverse conditiong during World War II and
who did an outstanding Jjob in the face of'great-criticism.’ But I believe
you will see what I mean when he discusses with you this morning some ef
his problems as Price Administrator, .

It gives me a great deal of pleasure to welcore the return to our
platform of Mr, Leon Henderson.

MR. HEFDERSCON: Thank you, General Vanaman. Members of the class, I
am very much pleased to have been introduced by a fellow townsman and to say
that our 1little town of Millville, New Jersey, is very pround of the record
made by Lieutenant Vanaman-—on up through the grades. People in our home
town 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 very effective southpaw pitcher. ‘

Tt has been my pleasure to appear here twice before~-in 1947 and in
1949~-and I know thet what I had to say on those occasions is a matter of
record and is available to this group. Today I intend to try %o put ovr
experience with 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 McKenzie
that I know a record of the organized food buying in Chicago under his
direction during the war period 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 valuable reference work
for those who need the detalled study.
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Worsely has had an extraordinany experience. He was in OPA,
transferred to QU and later to the Air Forces, handled contract
renegotiation and some of he procurement financing problems, and then
was on the staff here at the Industrial College, HBvdetails in his book
the story of a problem which 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'considorations Were,

: He could not .possibly know that there was always a question, even. .
in the early days of the approach to control, as to whether there would
be one central_agency,having‘respbnsibility for pricess President |
Roosevelt, Ur, Baruch, and myself, all of whom had some experience with

- the First World War and with pricing in that period, made the determinatiem
that there would be one final authority. That produced quite a bit of
stricture, R o ‘ L .

The Army and the Navy 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, was a satisfactory solution. It meant that the
final responsibility rested with CPA, and it required a constant reporting
from the Navy and the Army as to what was being done on the matter of
military prices, since they would conflict, and did conflict, at times
very decidedly with civilian prices., . L

Anybodvaho_wishes'to see what the record was can find that there
was a steady decline in the price index of military goods. I think that
is contained in the Worsely study. ' :

In the next emérgency, if it should occur, in my opinion,;it will
be decided very quickly that there must he 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 my 1947 and 1949 appearances here, I emphasized several things . .
which T .will run through briefly as a background for what I .have to say
today and, I trust, as a stimulant to the question period, which I
treasure very highly. ' e
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T indicated that, given the problem of an all-out effort again, we
would face a completcly different set of conditions from what we hed 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 own
house in order, When we began, in 1940, with the National Defense Advisory
Cormission, we had a surplus of most of the resources. We had a considerable
number of unemployed. Very few industries were operating at top capacity.
. Raw meterials, particularly those derived from agriculture, were in such
supply that there was deep concern as to whether we would ever be able %o
dispose of them, o o '

' (ne of the things I feel very proud of is the iteration which Mr,. Baruch,
who was my constant adviser, has made that, very garly in the NDAC period; my
staff and I made & determined fight for an enlargement of the supply of goods.,
I knéew from prior expericnce 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 inflationg
and that our effort should be centered first on the organization of supplys

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

I recall very vividly a little session that lr, Stettinius, Mr. Batt,
and I had with Jesse Jonegs, who had first responsibility for the procurement
of copper end other strategic and scarce materials, Jesse had his own
ideas as to what he was going to do. Batt and Stettinius were going through
the usual business negotiation with Jesse; and he indicated that he would ;
buy: a certain 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, "Nr, Jones, thank you very much for that mache - I will go ahead on
other fronts and se¢ what I can do,"

He contrived to get me aside on the pretext of telking about something
else with which Batt and Stettinius had nothing to do., He said, "Young man,
what do-you have in mind?" My law at that time was under congideration, I
said, "Just a'slight change in the law to permit OPACS (my 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. TYou
go ahead, you buy what you can, and I will buy the whole supply if T get a
chance," He said, "Let's talk about this with Will Cleyton tomorrow." The
next day we had a little talk, and he said, "We are going to buy the whole
supply." - o ' o
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That is one.of the things, as I say, we dide But if we have a repetition
of. the a cuteness of emergency we faced last time, there will be no.-similar:
opportunity next time, Therefore, what we would face is a completely
different set of conditions, which would require a completely different set
of controls,. . e : : -

~ Inmy opinion, unléss we want to face the probability of runaway .
conditions, either in hoarding, in prices, or a general deterioration of
the whole flow of "essential materials, there will be s necessity for
statutory power to control all resources, Also, that would need to take.
into account the problem of decontrol,

I have been -asked many times, and you\hre at liberty to ask me other
questions, why, 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 oprSition, some of it very genuine, as to the _
possibility of the majority party contimiing its political control by means
of the economic controls, So, with good advice, I decided that I ‘would
omit it, R o '

And T may say, as I can at this time, that there was considerable

uneasiness gbout trusting a New Dealer with the process of mobilization of -
gconomic resources. I was aware of that and decided I would let ORA teke
its chances, : ' I o

I don?t think that we could afford, in the next périod, not to make
provision fofvan_orderly;retreat from control, I shall speck about that later,

I emphasized,Jparticularly, the necessity for public opinion support..
And these three thingse--statutory power for control over ell resources,
decontrol power, and public opinion support--go together, In my opinion,
the means by which we might pog;ibly_get the fullest support is through a
constant discussign'of'programs”originated by the proper authorities for
wartime controls in order that we might be prepared. I have the distinect
feeling~—and‘it'certainky'has;been underlined by observers and s tudents
Sincc—-that the long' period of the hearings on the OPA Act, running in the
House from the summer of 1941 up until a few days before Pearl Harbor,
provided the best forum possible for the strength of the law as it was .
cnacted after the Poarl Harbor incident, ' o

One of the biggest fights we had came ag a result of a strong interest
on the part of certain members of the Senate, There was a determined group,
one of the rost determined being the chairman of the committee; that wanted’
no real OP4;, and, if it were enacted, it would not control agricultural - ..
pricess The chairman thought, as T know full well, that if he delayed,
1ing9réd;”ahd'Waited,:perhapsvwe would despair and pieck up our marbles and .
go home, What he did not see was that, during that period, which was
sometimes called the "jawbone™ peried, I was already fixing prices, using
the President's explicit and implicit powers, the main. one being the right
of free speech; that is, the right to call up, let us say, the paper people. .
and say, "I hesr you are ‘going to rzise prices, I trust you won't, It -
will be too bag for you if you doit

4
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T émphasized the necessity next time of being free from political
interference, - Cerbteinly, this country had a grester degree of, let us say,
selfish and group politieal influecnce over 511 the war controls, particularly
those of commodities, than any other of the belligerents, I used to envy
ry opposite numbers in Canada and in ingland because of the relative freedom
they had from intervention on the part of the blocs and the special groupse
But that did notrepresent allof the interference, and it did not run only
4o me, Tt ran to Nelson, to Knudsen, and to the Army procurement officers.
There was the personal intervention of many Members of Congrcss who
considered itas a pert of the representation of their districts to make-
speclal pleadings. : -

In my opinion, one of the things thaeb would be necessary, particulafxy,
in an over-all statutory powsr to control all resources, is some means and

some standards by which political interference is minimized

The next thing I emphasized was an absolut: requirement of a knowledge
of the cconomic process, in total and in detaily on the part of the
controlling body or mechanism. I had the great privilege in this country
of standing at the crossroads of several largé efforts that were made
during the thirties.. I was chief cconomist of NRA3 later I was economist
for, and secretary of, the TNEC, the monopoly study; I was a member of
the Securities and Exchangs Commission. And it was very clear to me that
there was resident nowhere in govornment 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 thirties wore on, we were able to acquire a considerable: body of
'informatidn 2s to pricing practice that stood us in good stead when we
came to the emergency,. So I say a knowledgé of the economic process, in
total ond in detail, is one of the requirements, ‘

Trained administrators are another requirement, I have thought of
this problem and heve discussod it in prior years. I believe that those
responsible for . .oveg-all planning for our next emergency must undertake
some participation: in the actual administration of military procurement
and the Military Assistance Program in order that there will be available
‘at least a certain nmumber of kcy administrators with which to begin a
control mechanisme :

T am quite sure thot we are better prepared—-I donft know how well
prepared-~to esteblish in detail the requirements of the military program,
given any assumpbion you want to make., I have been reading recently a
private study of what was called the feasibility fight- that went on between
the War Production Board and the military agencies, as to what the economy
could do-and what the requirements of the military would be in any given
period, = After a rercading of that, the gravity of that particular contest
strikes me much more forcefully then it ever did before, I know now, of -
course, that the metheds of translating the over~all requirements from
machine guns and planes into raw materials are better planned, but I would
certainly insist that any over-all agency make this matter one of its
prime responsibilities, S - : :

BRI TR
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I discussed in the two prior meectings here (TCAT Librarys 147-125 and
L49-134) some of the lessons we learned, somc of the techniques that we
developed, end some f the techniques that were either borrowed from the
experience of cther countrics or were adapted from the experience of other
countries. One of the things I think is most outstanding—~certainly
economists have shifted very considerably in their opinion since the
préwar period-~is the officacy of direct controls,. -

" This was discussed at a meeting of the American Heonomie Association.’
I 4hink’ J. K, Galbraith, who was the Deputy Administrator for Price in OPA,
had. the leading paper. I discussed it with him before we went to our
trade association mecting, : : T e S
Very few of the top cconcmists in this country felt that, given the
disequilibrium between supply and demand that comes with an énormous war
program, we cculd accomplish much by direct control, I felt a bit
different. I know, as we added economists to our staff, many of them felt
we could’ operate only within & narrow range. What was found--~and I think
this is of extraordinary importance~-is that there was no commodity, givén.
the opportunity to find out how it moved in the trade, that could not be:
controllede It might require a very elaborate regulation, but, given a
knowledge, as I say, of the process of manufacture and distribution and -
of the margins that exist between them, and given proper enforcement, we

found that there was no single
difficult it might seem on the

Then we found, . of course,
control. There had been quite
time as to standards
OPA lost out on that one,

commodity, no matter how complex and -
surface, that could not be controlledg"‘

that a severe gap existed in quality
a fight going on 'in this country for a long -

and requirements of meeting rigid speeificationsgs,
As a result, the possibility of shifting

quality and gaining a higher price was one of the very definite losses.
. Another gap was that the:allocation~Qf»materials and the actual
as well as distribution either through-rationing or manufacturing
enterprises, werc not cohesively tied together, In my opinion, they
will need to be put together the next time, ’

pricing,‘

Againg “we found that the pewer to buy and sell commoditics on the:
part of the Government ocught to be in some central place, The fact that
the agricultural surpluses were under the control of an agricultural v
department made it Very difficult for the Government actually to operate -
to the best advantage of the community. S

~ Another thing I cmphasized is thet there must be 2 central control bedy
headed by -me man with £finzl -zuthority for the resolution of conflicts between
variocus agencies. I have ‘assumed that there really wéuld be clusters of ‘
related agencies, I have contended that it is-'an ‘absolute necessity to have
a single administrator, even though he heve 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. 1 deo not believe insboardS‘for final authority,
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- I'believe that a top board is needed for policy, whether it is Treasury
policy of taxation, Federal Reserve openmiarket policy, Commodity Credit
policy of buying or selling, or RFC policy of lending or not lending, I
bielicve there will be a neeessity for the continuation of those agencies
and that th@ir‘Splendid‘méchanicél_techniqués'andfabilities should be
preserved, But I think, given the necessity of making a final decision,
that the authority to do so must reside in the head of a top boarde I
‘pelieve that standards and limits can be prescribed which will prevent any
such individual fron swaying from the right determinations.

Going on to whatever thinking I have had in recent times about prior
cbservations and experierice, 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 the various agencies, end I really
an surprised to know some of the things I did, : '

T think~-I confess it here-since you are 21l young men-~that one of

' the things thet fails us most in advencing life is the ability to remember
unpleasant -or unsuccessful things. I don't see how any man can have
soquired old age without that being truee : n

T have made an assumption, as to the next period of control, of.
naintenance and contimuation of the democratic process and the capitalistic
gystem of production'concurrent with total control over all resources for
" the period of the emergency. L introduce this today because, frankly, I
am getting very tired of all this ngearchead" talk that, given a contest
between our- particular type of life and our glorious system of production
and znother system, we rmst pass into a dictatorship from which we would .
never cmerges 1 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 yca=~ and nay-saying without regard to what the tradition of
Americs has been, 1 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 time, despite
the fact that war took upward of 45 percent of the total gross national
product:and-despiﬁe the fact that we inereased the debt over 200 billion
dollars;. there Wwas no suspension at any time of habeas corpus, &s wad
necessary in lLincoln's time, and every grant of authority was either within
what were theaccepted 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. : '
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So far as most of the control mechanisms and their anthorizationg
were concerned——and this is particularly true~of the OPA-~there was a :
submission of a bill to the Congress, there were long and extended hearings, .
there were committee meetings, there was a floor fight; it went to the
other House, there was a conference; and there was an agreement, Then.
1t went to the President, and He 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 citizen's
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 got-a speedy
settlement of their cases. And Isy that in 99 percent of the cases, er
more, the emergency court upheld the constitutionality of the process that

had been established in the OPA Act.

Again, our capitelistic system of production (the set of reliances
that we have normally for production of goods) was maintained almost: ,
intact during the war period. There was allocation 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 o
production and the labor force, We relied, for example, on the differen—~
tials in wages. We relied upon the whole scheme and process by which we
have attained our proud national status. e -

Although we may even have to take direction over the movement of ,
labor from one place to another, or face a8 question that Baruch and Nelson
hardly ever had to face in World War”II,:thegtaking over completely of a .
factory for refusal to. join in the cooperative effort, I feel that'we can
plan to go forward with the maintenance of this full democratic process.

Any attempt to suspend the ordinary means by which we réach national
decisions, to my mind, would be the occasioh. for alarm, I have never
found thatfgovernment=cou1d maintain something against the weight of .
‘public opinion in this country, and I think we can continue full reliance
on it, RS ' - : ’ ' I

_ Fortunately, the Full Employment Act, with which I presume most of v
you are familiar, is now providing a time of experimentation with democratic
planning, It may not seem significant to some of you, but to me it has
significance of mounting importance that the Nation, at the present time,
through the Full Employment Act, together with ‘the President!s Council of
Economic Advisers and the Joint Committee of Congress on the Economic Report,
1s trying to find a way whereby the economic decisions that are made,
particularly on the budget and on taxation, may add to our ability to go
forward. We are having a testing period because through the Full Employment
Act we have undertaken to say that the Government will not stand idly by,
given another threat of a disastrous recession and the accompanying
unemployment and bankruptcy; and we are trying to find means by which, with
full debate on the methods of taxation, the timing of taxation, and the
allocation of resources, we can have democratic planning.,

18 .
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At the same time, our informetion on national income and production is
growing, and the increase in the accuracy of the work on natlonal income
probably represents one of the greatest forward thrusts in economic techniques

in my time. Therc are being constructed in the Depsrtment of Commerce, as
you know, models of what would happen if given a chenge in circumstances,
such as a docline in demsnd, a rise in price, and 50 on,

One of the things I think would need to be done, whether here, in the
National Security Resources Board, or elsewhere, i1s to construct some
planning models, Let us make an assumption of an outbreak of war or the
threat of war thet 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 nodelsw-~they may exist--
as to what resources 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 issved. Also, are there communications, transportation, and
labor mobility capable of making that sudden transfer?

Since the depression period, we have learned meny things about economic
controls, direct and indirect. Certainly, we have revised our ideas on
inflation. ’ : ' E '

With the termination of OPA, the price level went from 112 %o 168, One
could see no reason why it should stop at 168 if he were firmly 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 was left, was one of the best means we had
of preventing the expected runawey 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 which the underpimnings 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 extraordinary inflation, partly, as I say, by reason of
the improvement of many of the fiscal and monetary controls,

Tt was always expected, for example, that if we had a large debt, the
management of it would prove to be impossible. 4s 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 neriod for the handling of
the government financial needs at low interest rates, has been so smooth
that we have not been threatened with the problems that were anticipateda
Part of’that'resultjhas been due to something which, to my mind, represents
the real accomplishment of the period=-~the resumption of the growth in
productivity. ' : o ' Lo
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- 'Since the turn. of the century, this country has increaseq its man-hour
fpréductivitybat a rate somewhere around 2°5rpercentg There have been
interruptions due to depressions and wars, It was an enormous problem -
right sfter the termination of hostilities in the early days of the reconver—
sion, but we have resumed =t high speed our ability to go forward, not just
with the physical production due to an increase in the labor force, but the
actual use of our techriologies and labor capacity; so that we have at least
& 2.5 percent gain every year. To my mind, that growth rate needs to be h
taken account of in the planning, - ' C o '

As I mentioned before, we, had practically full employment in 1947, -
Today we have something like 4;7vmillion5 or nearly 5 million, unemployed,
and: still the rate of employmént is at the highest level it has ever reached——
higher than it ever was postwar certainly--and our production is nearly
double that which it was in 1939, ‘We are finding that there is a new
entrance into the labor force of about_400,000;or 500,000 new workers every

car. This year many GI's will ‘be coming out df-claSS'and'going'into the
labor force, So thst w& have an unprecedented .situation, in that we have
high employment, and high unemployment 2t the same time,. : :

The unemployed pool could be a training resource, and I think that, =~
with the cnormous amount that we are spending for defense and on military
projocts, we should consider a number of programs that would utilizelthat
resource to provide a stand=by pool of trained men. : o Co

‘Again, I think we have not taken full advantage of the necessity for -
stockpiling, I know some of the problems that are occasionéd in that
category. I happen to deal a_lotiwith-foreign countries., I know that the
twovprograms‘of foreign assistance and stockpiling could be better put | ,
together, There has been a decided resistance, I spoke of this with alarm
last year, and I have had no occasion to revise my ideas, SR ‘

Last year, as those of you who heve reed the account of my talk Have
seen-~and I think Admiral Szbin had some questions on {te~I voiced my
‘uneasiness about thc National Security Resources Board, . I would like to
say that T see a bright hope in the NSRB with the appointment of Mr,
Symington. I think it represents a forward step, T

- I'bhave taken a little more time,than3j had anticipatedg"Ivhope‘thét '
1 have been provocative and that, in the remaining minutes, we can have
questions to which the angwers Will:at least be‘interestigg, if not_”

enlightening,

COLONEL McKENZIE: T needvnot reming you gentlemen that we have a
speaker today who is prepared to give us a great deal of information for.
our problem in unit 10, We have 20 minutes for gquestions, o
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' QUESTION: Would you discuss some of your experiences in the handling
of wages for labor during the past war, and what might be some modifications
of thet in a future war because of developments since that time?

¥R. HAIDERSON: - In the determination of controls, there was a decision
that OPA would not undertake to encompass wage controls. That was a :
decision in which I concurred, at the gsame time saying that there was a
necessity for controls immediately when we reached, let us sey, a volume -
of employment of 95 percent of the labor force, We werc operating under
NDAC, OPM, and OPACS, and the President had a labor adviser, Nr. Hillmen,
and also -had his own ideas as to labor mobility and control,  That was
part of the reason for the decisione.

T think the OPA Act wes passed in Jenvary 1942, I asked for an o
audience with the War Lebor Board, end there is o memorandum somewhere gbout
what T had to say then as to the imperative need for wage stabilization.

I think our grestest control over labor was not just through the -
offorts of the labor leaders but certainly primarily through them end men
with whom they could work., However, T believe that, if 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 stabilization, I‘éhiﬁk"the technidues heve been
developed for appeals, so that there need not be a suspension or strike
during determinations, :

QUESTION: To what extent and through what mechanism was there
coordination between fiscal managemont_and‘monetarylmanagement on the one.
hand end price control on the other? - -

MR. HENDERSON: There were distinet differences of opinion, in which = .
Foderal Reserve and OPA were protty generally aligned against the Treasury.
One was on the amount that ought to be collected by taxation to . pay for the
cost of the war. A second was on the type of bonds thet would be sold. A
third was on compulsory saving, A&nd OPA had quite a difference of opinion .
from that of the Treasury on thc matter of the use of exclse taxes as a ‘
means of diversion of resources. I think I won out on that, -

We had argued prior to the war for a fiscal and monsgtary 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 fiscal and monetary authoritys :

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

Coordination certainly was nct so good the last time as it coﬁld have
been, . pus :
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QUESTICN: As to the A«millionfplus that are now uncmployed, is there
any knowledge as to what portion is transient,gshifting,from_job to Job, or.
anything like that? " v C

'MRQ,HENDEHSCH:V Yes, The Department of Labor has good ‘knowledge of. .
the ‘composition, and I have seen it referred to recently, I-don't know
where, It may have been in "The Washington Post" last Sanday, in the Remnie
colurn. You can get it from the Burasu of Labor Stetistics, .

' QWESTION:"What is the proportidn‘of those who Just don't want to
work, who are going out of the field altogether? Do you have any knowledge. .
of that? o ' ' o

LER. HEDERSQN: No, T don't havegblEconomists say there is no cormoedity
that will not move at some price, There are different degrecs of propensity
to work, but there is no one who wontt work if he gets the right price, .

QUESTION: Mr, lenderson, this question concerns the timing in asking
Congress to pass stand-by emergency=-power legislation., There are two
schools of thought on thet, ~One is that when such legislation is drafted,
it should be pitched to Congress well ahead of an emergency, in which case
we run the risk of having it neutralized, compromised, and pressure-groupeds
The other is that we sheuld wait until the last ditch, when an emergency
might form public and cengressional opinion behind it and give us the sort
of thing we actually nced to be tough, Would you give us your opinion?

MR, HENDERSCH: I favor the first, as you probably would gather from
my prior rémarksa‘ I would not favor asking for the stand-by legislation,
but I would certainly favor, once there is a program, making it and the
techniques involved‘publicf—thrbugh 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, ' C

- As I said earlier, I believe the period of OPA discussion in 1941,
coming &s it did with enormous opposition from Congress, gave us.a chance to..
bring home to the public the potentials of inflation, 4nd as time wore on
and the people were able to fit certain things into slots from their own
thinking and reading, and noticing what was happening to prices, they gave
the necessary public support, g .

QUESTION: Assuming thet we have a war tomorrow merning at eight .o'clock,
T would like to asks How fast do you t hink price controls should be ‘
instituted and how Tast could we get them into operation?

MR. HENDERSONz T would say, if wor broke out tomorrow morning, the
necessity would be to follow the Baruch formula for a frecze on prices,
interest rates, future commitments, and everything élse, I would say that we
would need to have such an over-all freeze almost immediately. I think
boards could be set up afterward fogzthe correcting of maladjustments.,
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 OPA’'was preparsd on Pearl Harbor night for what we would do about the
commodities coming from the Far Bast. I had received no word at all from
militaly intelligence, bubt I had foreseen what might happen. We had
different individuals in charge of the various commodities, I would go to
the person in charge of pepper, for instance, and say, "Suppose war broke oub
at elght o'clock tomorrow morning, what would you do about pepper?" In no
case was the right answer given to me the first time, Then I would say,
"7ou had bebtter 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 don't want to
be fired for not knowing your lesson, do you?" And so we met the Pearl:
Harbor situation immediately. We knew what we wanbed to doy we closed all
the commodity exchanges, froze all the contracts, and suspended all the
futures. Then we entertained administrative review. o

QUESTIONz Would the over=all freeze you speak of have to include a
freeze of wages? .~ - S : s

" MR. HENDERSCN: Yes.

QUESTION: It‘would be impossible to freczé pricegxandépﬁbfitszgﬁd not
freeze wiges, Is that correct? _ : ‘

. MR. HENDERSON: It was correct as of 1947, I would say, bub 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 have mearly 5 million unemployed. If we have cnly 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 f reeze wages immediately. '

QUESTION: Do you feel that we should be prepared to live with our
large national debt for some time to come, without too mach concern? And
what will be the situation in the next emérgency, assuming we have cne soon?
Should we go ahead and not worry aboub the debt going up quite a bit, or do -
you think we should actually kcep it down in some way? ‘

VR. HENDERSON: You have two questions there. As to the debt now,
frankly, I am not concerneds - The burden of the debt today is less then it
has ever been. I think the lead article in last week's "Business Week"
discusses thate. We judge 2 debt as to its burden, I don't meen to indicate
4 lank of concern about it I'am talking about whether it interferes with
economic operation.

T would -expect in the next emergency that we would raise a larger
portion of our cost of the wer through taxation. I think our mechanisms
are mach better this time, and, therefore, the increase in the debt would
not be too great, o ' :

: 13 :
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g, 1s that if we gein 2,5.7
percent in productivity 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. We would get only s2bout a billion
in gold, and there is a 1imit to what we can do on mortgages -and redis-
counting, so an increase in debt would be neededs Slichter, who certainly
1s a pretty sound economist, is not alarmed, :

A third thing, which may seem surprising

That I am trying to say is we have learned many things that were rnot
true as we discussed them before, ‘

I see no problem on the matter of the debt, so far as controls are. -
concerned, S T ‘ B . _

COLONEL GODARD:  Mr, Henderson, T think you have indicated a sincere '
belief in the efficacy of public opinion in the mass. But wasn't OPL a
vietim of the contradiction of that very thing? The public of this country
was certeinly in favor of maintaining contrels, yet the Congress threw them :
off.  ¥Would you care to resolve that? ' o o

MR, HENDERSON: Thaf came later, I would say,_but of war weariness,
and it came by reason of the fact that some of the controls had deteriorated.

On the way over, Colonel McKenzie and T were discussing the meat
control, which was one of them. - OPA let go, in 1943, of a very real control
over new slaughterhouses, ~ : ‘

I-said previodély, in discussing techniques, that any:timé'we had _
studied the approach to a ‘problem, could impose controls immediately, and
goet after viclators, we could hold it, N

‘But'nobody realized--I admit I didn'te= what the yen for meat was in
this country, The enormous appetite for high-priced meat was onc of the
things which helped destroy us. Another thing was that we never did get
rid of political interference., OPA became a political issue,

I would say that, out of four big issues, we licked congressional
opposition three times by going directly to the public., I hdve a great
faith in the efficacy of it, ‘

QUESTION: Mr, Henderson, from your romarks regarding Agriculture
bucking yvour progrem, I dare say you donft have use for the regularly
organized government departments in running the war, You prefer, 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
sce them regulate and make decisions. So the government departments in
time of war serve no useful purpose other than to assist you as they see
fit. Would you discuss that and the part you think they should play in a
future war?

1
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MR, HENDERSON: That is a sort .of derogatory way of saying its I have
plenty of usc for the established agencics, but I say that when declsions
are to be made which involve doing on& thing in order te get a number of
things done, whether it is finance or whether it is to relieve pressure on
a market, the top emergency 2 dministrator must have the final determination.
Tn the actual administretion and carrying out of policy, we could not hope
to-duplicate, for example, the Commodity Credit or the HFC setupe

T think we were very lucky that the Bjrnes=Vinsen OES mechanisri for
determination was created. We were lucky to get by as well as we dide

QUESTION:  Mr, Henderson, would you like to discuss the probable
successfu1~methods of controlling black marketing in a future emergency?

MR, HENDERSON: In my mind, the black market in most commodities did
not represent a substential percentage of the total volume that was moving
through the markets. We can stand about 5 or 6 percent of black marketing,
just so long as the remainder moves 21l right. But a lot of the black
markebing that tended to destroy controls came as a result of deliberate
repression of enforcement by Congress, OFA never did have enough money or
people. That is one of the reasons I say the program must build a real
substantial support, :

COLONEL lMcKENZIE: Mr, Henderson, there is the bell,

If we did not believe General Vanaman when he made the statement in his
introdustion about your intellectual honesty, we are certainly now more than
ever convinced that is the reason you are repeatedly invited back here..
Thank you, sire

R, HEWDERSON: Thank you.

(22 Sep 1950 = 350)S.




