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THE PROBIEM OF STABILIZATION IN A WAR ECONOMY

' 20 September 1950

DR. KRESS: General Holman, gentlemen: The topic of our lecture
here this morning is "The Problem of stabilization in a War Economy s
T hope that yon can see this chart., - TU divides our talk into four parts:

1. The Peacetime Cbérdination of the Feonomy .

2. Problems and Conditions of Tnstability in Wartine.
3;' Experience;in Wbrid War TI in Econdmic Stabilization.
L. Problems of Economic’Stability i@}a Tubure Emergency.

At the bime T began the preparation of this talk, "Problems of Tconomic
Stability in a Future Emerzency™ geered remote and far away. Today, these
problems have a greabt desl mors meaning than they had at that time.

If you will look a% the chark, page 15 for just a moment, you will
see that the lines seem to rm completely together in spots and in any case
chase each other merrily up and down the samg arcas throvshout the length
and breadth of the chart. These lines repregent "industrial production, "
mrholesale prices," "consumers' nrices," "prices received by farmers,”
and "union hourly wages of all workers in the building trades." Tho left-
hand portion shows the relationship of these indexes to each other for
every vear from 1920 to 194%9. The right-hand portion, beginning with
3] December 1949, shows the relation of thuse indexes to each other,
month by month, unbtil as near 31 August 1950 as I couvld gzet them by
telephone from the several azencics charged with their keeping. The
index numbers for the last two months ropresent Hostimates? and are sub-
ject to corrcction. These corrections are seldom greaber than five-
tenths of onc percent. ’ '

The chart shows that in times of real cconomic difficulty, either
of war or of dopression, great changes appear in prices and that price
and wage changes occur bogother. Tt is therofore idle to blame "excess
speculation® and the actions of 'hoarders" as being responsible for these
changes. The price changes are inherent in the underlying cconomic situ-
ation; the spsculation and the hoarding mercly incrcasc the tempo and
the direction of the movement. They also ove together in times of de-
pression, when there 1s no quéstion of hoarding. Tt is our task to
analyze these undorlying econoric forecs that work to bring about changes
in price levels, changes that causc such cconomic mischicf. We might
add here, parenthetically, that no oxisting price level, whether it be
high, low, or mcdivm,  is more or less desirable in itself than any other

price level, once all tho readjustments necessary to gustain that particular
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rrice level have- been brought about. Once wage rates and salary limits
have bheen changed, either wpward or dowmward, to adjust purchasing

power to the existing price level, it is better to hold that price line
than to initiate or permit economic or industrial activities which will
result in a new price level and again require another set of adjustments.

If you will.go back and read the literature of all the people who
talked in favor of price controls during World War IT and who are now
beginning to.do so again, you will find that the ones who are really
hurt over o considerable period of time by upward price changes are
annuitants of one kind or another, living on fixed incomes, and those
whose salaries are fixed by law. Such incones connot be easily changad.
Wb-should/point out, too, that these very groups who suffer most when
the price level goes upward are the greatest gainers when it goes dowm.

New emergencies usually oring new debts and before the morning is
owwjimmetodwmmmmme,atl@mtinpm%,ﬂmtemmgmdﬁsamehkﬂy,
to cause higher prices. TIf the price level goes up and romains up’ for a
period of years, the previovs debb, acquired at lower-price levels,

‘scems to lose some of its hurdensomeness. Therefore, it is vory - easy
for'a politicisn--and T do nev use that word in any unkind sense, be-
cause a politician, pariicularly in Americn, has to be a combination of
everything that is skillful in the kndwledge of hiow to do things as well
as how to handlc human nature--to be persucded that a gently firming
price level is a healthy economic signal. - ' ‘

The Peacetinme Coordination of the Economy

- Iet us consider "The Peacetime Coordination of the Economy," in a
little greater deteil. We talk about the “free market" in peacetime
but even in peacetime the frec market has mony limitations upon it. TWe
are a long way from the old days of laisscz faire—-if we ever had such
a situation, Tt has long beon customary for govermments to intefere
with the free market 3in +the name of the public welfare. Unions intor-
fare with the free market in the name of the welfare of the workers.
Manufacturcrs themselves find ways to Madminister prices,™ in spite of
antitrust legislation, The market is never really frec. But my. point
is only that it iS'rolativoly frec in peccetime compared to the limita-
tions and rigidities under which it oporatcs in wartime.

Continuing with the beacetime analysis, we are wont to say that
rents, profits, wages, and salaries are the rewards raid every day to.
the factors of production, land, labor, capital, and entrepreneurial
skill, in return for tho use of their cnergy and services, .

The rewards that go to capital, then, as its sharc of the daily pro-

duction process can scarcely be used up by the owmers of that capital,
If you were to give the wnors of the capital in the shoe industry their
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share of the: shoes produced that day, they would have to be - centipedes
t6 make any personal use of them. They use them, of course, by selling
them. ~They sell them to the workers that have been hired to build a -~
new factory. Tt takes from six months to two years, or perhaps longer,
for a new capital venture to come into productions TIn the meantime the
people who manufacture the equipment to build the factory, furnish the
raw maberial, and perform the work of construction have to be paid each
day. ‘So a great part of a capitalist's daily share of production goes
to the workers who are busily engaged in building new plants which pro-
duce nothing for the markel today bub which will procuce . something to-
MOTTOW s \ o :

What about personal savings? You and I may decide to save some-
thing today for use tomorrow. Wle may decide to skimp today so that we
can have something more to spend tomorrow. But if we do not spend our
wages today, some part of today's product cannot be bought. " If we put
the money in our pocket, and simply hoard it, difficulties will occur
very rapidly. Inventories will pile up, uremployment will aopear, and
you will -soon have economic distress. On the other hand, if we put the
noney in a savings bark, the banker will lend it to start a new venture
»f some sort or other, and the wokkens of that new plant 1rill use vp
your share of today's product that you chose to save. s

What is the meaning of our 1ittle exercise in economic theory?
Tt means that investments take place in lines that offer’the best pro-+
fit situation. As long as man's wanbts are not satisficd, there will con-
tinue to be an expansion of the industrial system. If this expansion '
takes place in a rather steady fashion, not too rapidély or in Jumps and
oy ‘spurts, greatcr sources of raw materials can steadily be developed to
satisfy this new demand. FPrices will remain orderly and may slowly in~ =
srease, while bankers and producers will ind themselves in a very con=’
tented frame of mind. e R

If, however, this industrial expansion comes rapidly; so that we
1ave "boom"™ times, then demand is likely to outrun supply, and new sup-=
slies of raw materials cannot be made available quickly enough. Prices

ritl rise rapidly as producers compete for existing supplics.

Again, if land, labor, and capital are alrcady fully employed in the
industrial process, as they were just prior to Korea, any new demand on
;0p of ‘that alrcady full employment can only bring about competition of
. vory serious nature for the available raw materials. Someone has o
‘emain disappointed in that race to secure suprlies and that someone is
roing to be he who can pay the lesast. In boom times, then, a sudden in-
wrease in demand will cause skyrockty prices.

A'very different kind of. situation exists wheén an emergency, such
s war, comes during a time of depression, or at a time of recovery from
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a previous depression. The raw materials situation is very differents

he sources have nob been fully used. Prices of raw materials have been
lowe. In fact, raw materials producers will have been competing vrith one
another for the market., Wages will be low. Money conditions will be
easy. If military orders come, they will be welcomed by the Nation's in-
dustrial plants, in-all of their phases. But even when'war comes, in,
times of depression, there are some increases in prices, as I shall try
to demonstrate here in a moment. :

Problems and Conditions of Instability in Wartime

Passing to "Problems-and Conditions of Instability in Wartime," if
you will notice our chart, I am talking now about the period of World War
IT. What I am about to say is based largely on a study which was made by
the Brookings Mnstitution covering ‘the period from August 1939 to August
1941 (See MEffccts of the Defanse Program on Prices, Wages and Profits,"
by M. Jacobstein and He G. Moulton, 30 Soptember 1941.) But I want to
make some of my remarks a little broader than the period of this pamphlet
and base them on the period from August 1939 to Pearl Harbor. During
that period there was slack in the industrial system. We were recovering
from world depression but werc nowheré near a full recovery. We still
had eight million people unemployed but because of the agriculture pro-
gram that had been in offect for some years in order to give the farmer .
stability, we had on hand a two~year supply of grains, lard, eggs, and
butter. '

In spite of that fact, as you can seec from the-chart, prices from-
1939 to 1941 went steadily wpward and yet, as T say, the industrial ma-~
chine was not fully employed. There werc oight million workers who, at
least on paper, said they wanted jobs, and most of them later did ‘take
Jobs. Right now wo have 1.75 million veople who say they would like +o
work. Therc is elways a considerable number in transition from one job
to anothecr. : -

Now what happened to prices between Avgust 1939 and August 19417
Several months before Pearl-Harbor hogs had risen in price by 90 percent;
cotton, 803 wheat, 625 beef, 40; and wool tops, 47 percent. The over-all
rise in agricultural prices for those two years averaged 45 percent. Why
Australian wool and oricntal rice ¢xnports werce cut off by the war, so e
can understand why their prices would go uwp. War risk always incrcases
costs and makes ocean transportation more expensive. Thercefore all goods
that have to be transported across the ocsan waters arc higher priced,
due to higher costs. We can understand that, but United Statcs exports
decreased 50 percent in 1941 and prices should have slumped. Why did
prices not slump? They did not slump because of the United States De-
partment of Agriculture's support price and commodity loan programs
which had been in effect for some time. That device had built up an in-
ventory vhich was useful as a base for the lend-Iease program.. Those
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products came out of hiding and into use withoubt breaking the market
for agricultural products. There was, in addition, a considerable in-
crease in demand for wool and cotion texbtiless.
During the period from August 1939 to Augush 1941, the rise in price
of minerals raw materials, as a group, averaged 33 percent which was the
second largest group in price increases. Again Why the increase? Bew
cause of thé increase in orders from abroad and from our own military
department during the defense period, there was an-increase in compet-—
itive demand for these raw materials. In addition, imports of many’of
these raw materials were reduced or cut off entirely and, as I said,
wor risk costs were up on all goods that had to cross the sea.

Now wé find that wage rates rose also during this. two-yoar period.
For example, for manufacturing industries alone, wages rose 16 percent. -
Take~home pay went wp as much as 30 percent, duve to longer hours of rege
ular employment, overtime payments, and, in some industries, because of
swing=shift worlk, Why did these wage rates go up when there were eight
2illion people out of work? For one reason, therc was o growing  com-
setition for the uss of skilled wotkers. The eight million people who
7ere out of work, upon examination, seldom proved to have the ‘skills that
rere needed to increase industrial production. Wage rates went up be-
sause skilled workors had to be endiced to out-of-the-way places to
>uild cantonments and new plants; for example, the oirplane plants in
lalifornia and Washington and the greater shipyards on the west coast.
111 those places had “o have an incroased number of workers. The easiest
/oy to get them therc was to offer higher wages. When these newr employers
»Ffered the better workors higher wages, the old cmployers had to meet
hese higher wages or lose their best help. There was still another
easons The increased activity of the labor wions contributed increased
rage costs to industry. . A ' '

However, much of the higher costs that I have referred to were ab=
lorbed, partly at least, along the line and did-not reach the final con-
sumer. Costs of raw materials to manufocturers, as I said, rose 33 per-
ent, but the wholesale prices of thcse same manufactured goods only rose 21
ereent and consumer prices during the period rose 17 percent. A great
leal of that absorption was possible becouse plants had been running
nly part-time. As they increcased the tempo of productivity they were
ble to achicve moss produchion efficiencics, which allowed the absorpe—
don of a great deal of new costs. (Such.a situation does not prevail in
950, The present increasc in demend can only be met by forcing our
Iready fully omployed factories to greatcer production. This increasced
roduction may be accomplished only through greater use of oxisting ma-
hinery, through less depreciation upkeep, through less time out for re=-
wilding furnaces, by offcring premiuwm prices, and under swing-shift
onditions. Mot one of those methods 'of incrcasing production lends ite
clf to efficicney. A1l of them will result in higher costs if usode

5
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Conditions of increased military demand at this time can only force
prices upward and upward very quickly indeed.)

The Expsrience of World War IT in Economic Stabilization

Ndw'passing te "The Experience of World War IT in Economic Stabi-
lization," after Pearl Farbor we certainly entered a period of full
mobilization. Dr. Kenneth Galbraith, one of the men who helped to set
up OPA, has written several articles on our experience with price con-
trols in World War' IT. These articles are listed in your bibliography
and T certainly hope you will not overlook them. In a few words he
says practically all that needs to be said about that gxnerience.

Galbraith refers to the wartime system as a "disequilibrium"
system, as opposed to an "equilibrium®" system in reacetime, when price
is the motivating and eQuilibratimg~force.‘ In wartime, we do not ver-
mit price, at least I hope.we will not rermit price, to remain the equi-
librating force, but substitute allocations, priorities, and rationing
as controls. Price then tends to bocome s¢condary. After considering.
all these matters, Galbraith finds that the verformance of the American
War control system, partly improvised and partly planned, was good.
However, he is just as vrhapny with the handling of the decontrol period.
as he was satisfied with the war reriod. Fe feels that we liguidated +hec
controls over the production resources too soon. '

I well remember my own experience at that time. T had a close
friend who was in charge of allocating alcohols. Shortly after VI-day
he said, "I junked Regulation M today." I said, "fell, you can't Qo ‘
that." He said, "But T did." T began to point out all the reasons why
he should not have done so and what would happen because he did. He '
said he was perfectly well aware of all that but the boss in order to
get back to his teaching job said, "Junk it and let's go." Perhaps on
another occasion we will operate in o bit more systematic faghion during
the decontrol period. ' -

- In vartine, after the frec market is gonc, the forces which control |
economic behavior arc three, /1) a more or less comprehensive system of
direct control over the employment of economic resources, (2) a nearly
universal control of prices, and (3) an ageregate neney supply in ex=
cess of goods and sorvices available for purchase. Now this comprchensive
‘system of controls wos formed and forged with the aid and assistance of
the re-established Council of National Defonse; the Iend-Lease system;.
the War Production Board and its predecesser agencles; the War Powers
Acts; the War Manpower Commission; the OPA; the Renegotiation Act of 1943
the "Hold the line" order of 19433 Regulation W of the Federal Rescrve
Systems the Contract Scttlement Act of 19443 and many cther agencies cnd
picees of legislation. : ‘
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The Procurement Rranch here has in process of printing a mono-
graph entitled "Economic Stabilization,? in which the history of these
movements is rchearsed in-a rather brief and simplified fashion. I
refer you to that monograph for further. information as to how these
direct controls worked. ‘ ‘

That was the result of the operation of these three forces in World
War TI? The direct industrial controls resulted in the greatest ex-
pansion of industrial production that the world has yvet seen. What .suc-
cess attended our attempts at price controls? They succeeded in keeping
prices within 28.4 percent of what they had been at the time of Pearl
Harbor. ~The increase in purchasing power rasulted in a doubling of time
deposits, creditable to you and I in our banks, and an increase in the
purchase of government honds by five times.

Our next chart illustrates the changes in prices between World War
T and World War II as comparsd for a gimilaxr number of months. (Chart
was not reproduced.) Beitween July 1914 and November 1918 the cost of
living ‘rose 61.8 percent. By lovember 1919 it had reached an increase
of 84.4 percent over the level at the peginning of the war. By June 1920
it reached its peak, an inerease of 108.4 percent, or an index number of
20804- s ’ ‘ v ' ;
Tn World War IT, from 1939 to 1943, a similar pumber of montiis as
between July 1914 and November 1918, prices were up only 26,9 percent.
Wle were doing somewhabt better. The President issued his famous Hold
the line" order, in 1943 and from then to VJ-day prices increased only
an additional 2.5 percent. Thus, by VJ-day we had & total increase ‘in
prices of 28.4 percent. By 1946 prices were 33.3 percent above the pre-—
war level and by 1948 they were up 71.2 percent. ' ‘

What about time deposits? I said they had doubled between 1939 and
1945. That money has not been withdravm from the banks; it still lies
there. That was one of the things that worrisd economists after VI-day=--
if the people were to bake this moncy out of the bank and try to spend
it at once, what wowld hapnen wo prices? Vell, somehovwr people did not
attemot to do that. T suppose one reason Vas that employment conbinued
high and living conditlons rere socd. People could get along on their
current Wwages. .o ‘ ' - :

What about the war bonds? The amownt of sovernment bonds in the
hands of the public increascd f{rom 38 billion dollars in 1939 to 209
billion in 1945. Tn 1948 tho public was still holding 193 billion dol-
lars worth of government bonds.

Problems of Economic Stability in a Fubture Emergency

Nowr to ciscuss "Problems of Economic Stebility in a Future Imer-
zency," let me protect myself at once by saying that what I am abouk




to say assumes conditions of f£xll mobilization and what will be required
upon full mobilization. I am not talking about the Korean situation.
There will be required an integrated and complete set of stabilization
controls which will inclyde prices, rents, profits, wages, production,.
manufacturing and rationing. - 5

The Civilian Reserve Instruction Eranch has a chart which envisions
the American family as ir. and Mrs. Economic Stabilization, with their
progeny. We have the smallest in the carriage, that is, finance con-
trols; the oldest child, the biggest one, is rationing; allocation is
just behind; priorities is somewhat smalier in its demands on the family;
whereas the triplets, profits, wages, and prices, are not to be sepa=-
rated, - : S -

When do you introduce controls? T have some two-dollar words
here on that topic. oOne sentence says, "They will be introduced as early
in the war emergency as may be indicated by the psychological climate :
existing,"” which simply means by the state of public opinion. How fast
will the people go along with you in a given situvation? T imagine no one .
would question that. Tn this recent Korean exverience the public senti-

ment seems to be ahead of the Administration as to what should be done
and in the extent of what they are willing o stand for in +the way of
controls. So controls, then, will be determined by the .psychologically
exlsting climate and by the existing pattern and degree of utilization of
the Nation's economic resources. :

In bad industrialvtimes, new orders will be welcomed; in good times,
they may not be welcomed and they may even be resisted. In good times,
war orders will result in some increase in prices. Tn time of full em-
bloyment, they will result in a vory big increase in prices.

If a war or an emergency comes during good industrial times, when
there is something even closely approaching full cmplioyment, I would say
that you would wish to introduce at once practically wniversal ceilings
over prices, rents, wages, and so on, HMilitary contract prices should
be exempted from these controls. TIf the emergency comges when there is
not full employment, general controls may be introduced piecemeal. But
even then, I want to g0 on record as saying, the introduction of full con-
trols need not be delaycd. They nay be immosed at once as a completely.
rlanned cconomy without bad after rcsulbs. : ‘ C

What should we do on another occasion? T am again speaking about -
full mobilization and not about the present situation,. unless, of course,
this is the vrecursor of full mobilization. Your guess on that is as
good as anybody else's and maybe better, In full mobilization a strong
fiscal policy should be relied upon more fully as an anvi-~inflationary
force——such policy to include a system of heavy, progrossive income
taxation; increased forecd loans; and deferred wrage payment. The




redemption of securities should be limited, with the repayment of

loans kept flexible. There ‘should be. a powerful effort to. maximize

the sale of government bonds to nonbanking investors, that is to
individuals and institutions, because if they go into banks they will
higve an inflationary vendency though not necessarily resulting in an
inflationary experience. We should have regulation of consuvmer credit,
mortgage conbrol, stock-market credit and commodity~market controls. We
nmust have rationing and do what we can to prevent panic buying and spec-
uwlative purchasing. LT : ' '

There ar many ways by which we can support economic stabilization;
some are quite big--priorities, allocations, and limitations. Some of
the “smaller ways are simplificaﬁion,‘Standardization, conservation meth-.
ods, and, something that you will hear criticized in one place or another--
the concentration of orders in the hands of efficlent firms. TYou will
remember that in the last war somsthing like three-fourths of the war pro-=
ducts were handled by cne~fourth of the existing firms.

Demobilization, at another time, should be plamned well in &dvance
and the plan should be 'of a positive naturc. We should remember, as we
did not remember in World War II, that the need for controls grows out
of scarcivy and this scarcity may last long after the shooting stops.
Some proviously determined equilibrium stage should be required before
any control is 1lifted. In introducing controls and in taking them away,
we should have a careful system of informing. the public of what the prob-
lem is, of what you are trying to do about it, and of persuading them to
let you do it. ' o

Thank you. '
QUESTION: Dr. Xress, are you in favor of all-out controls at the

moment in view of our present state of mobilization for this present

sitvation? ' » ~

DR, KR3SS: T am.of two minds aboub that. If this is "it," then
T am in favor of -all=out controls. If this is not Mit," then therc are
reasons for and reasons for not imposing controls. I think that on the
whole my inclinations are to say thab controls will do more good than
harm a% this time. Bub then I romind mysclf that, if you never take tho
first step in a.system of controls, you nover have to refuse to take the
iast. Tt.is the same way with this bill to regiment the Communists. My
firgt inclination-on that also is to say that it is a vory good ldeas
on sccond thought, such logislation leads to witeh-hunting and all sorts
of things. TYou shouldn't put in that kind of control until you know it
is absolutely necessary. That vrobably agplics to price control, too.
Hindsight is so much morc reliable than forosirht—--Monday morning quarter-
backing. My own inclination is to believe thaot the people are ready
enough to see that the best intorests will be scrved all around writh

9
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controls. But, putting controls on in peacetime does have this danger--
if this is peacetime~-and results in regimentation of the econonty .

QUESTION: I would like to follow up that earlier question. Surely
if you are not looking at a ervstal ball, vou don't know whether or not
this is Mt ,.n Nobody would contradict you so far as the aconomic re-
percussions and so forthvare”concerned, or the baby, but the thing that
wheels the bahy up the hill is the size of the budget vou are allowed
for the program. 3o why can't you make a decision based on the size of
that appropriation, with some idea of what you hope to get?

DR. XRESS: I don't believe T couvld, Colonel.

Mre Muncy gave me tlese figures, just a little while ago, which

~he took out of the current issue of "Business Week," showing price in-

creases since the vresent Xorean struggle started--nercentages as follows
tallow wp 120 percent; rubber, 95; wool, 50; burlap, 48; cottonseed oll,
455 lead, 40; cocoa, 32; paint cloth 38; lard, 36; rosin, 33; shellac,
30; hides, 28; and tin, 25 percent. These increases have not had time

to be reflected in retail prices but they will bew--can 't help it.

. Your question is: Tf you impose controls now, do you take away
incentive from businessmen to carry out their work? Well, T just do
not believe that the incentive of the businessman is quite as delicate
a thing as that. T think it would take a much bigger shock than that _
to cause them to retract their sights, Businessmen, entrepreneurs,‘go
by their feelings more than by their minds. T have been convinced of
that for years., I think it takes more than that to cause them o retract
Then, again, T think you can demonstrate- from the printed record, to the
everlasting credit of labor assoclations, that the biggest ones alled
forward on the first day of the Korean outbreak and said, "We are ready
to freezec wages it you are ready to freeze prices.” : »

QUESTION: Back on +his wage and price freeze or controls, T bo-

lieve when the President spoke a short time ago on the ceonomic con-
trols he was putting into effect now, he also, in effect, called on
various industries and business places to keep a record of the prices
they vrere charging prior to Xorea, which would indicate that wage and
price controls would go on a roll-back bhasis. However, at the samoc -
time, with the wage agrcomonts, cspecially of the automobile industry,
the cost-of-livirig raisc in wages continuing, what would be the object
of rolling back prices without vagos rolling back, and what would be the
reason for rolling back wages if they continue to get price increascs?

DR. KRESS: Tn my opinion, it is'a psychological device to warn. -
business not to be carcless about price changos. They will not be rolled

‘back to those datas,
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QUESTION: T would like to ¥mow whether all the economists are
of the same school of thought that controls are the only possible
solution. Controls are a tremendous administrative problem which is
very expensive in manpower and creates a lot of dissatisfaction. Is

there any other possible solution that youw as an economist can get the
politicians to agree Lo? :

DR. KRESS: No. There is one very small group of economists and
writers who claim World War IT could have been handled entirely by fis-
cal control and by inventory control. All the rest of the economists
are. quite agreed that full controls are necessary. A full family of con-
trols is necessary in an emergency, because you don't have any free-market
situation. You have a system of allocations and rationing in which some-
thing other than money determines who shall get what. There is no con=
siderable school of thousght that holds +that full controls are not neces—
sary. : ‘ R : ' \

QUESTION: On your chart on industrial production and price. levels,

T note, and you mentioned it in your talk, that your years that were taken
as the 100~-percent level differ in the various groups. You did not state
why that was done. Is 1t because by using the different years that is the
best relationship bhetween those, or i1g it because that gives the best plc-~
ture on the chart?

. -

DR. KRESS: o, those index¢s are all from official sources, from
the Federal Reserve Board itself, the United Statos Department of Agri-
culture, and the Bureau of Tabor Statistics. They have kept these in—
dexes over the years. They have someé historic significance., The con=
sumer-price indox was originally based on 1913 prices. When Mr. Roosevelt
came into office, he said, "This is 1933 and conditions of today haven't
much %o do with 1913," so he changed the base datc to 1926, Vhen the war.
broke out it was decided that the five-vear period 1935 1o 1939 contained
two good years, two bad vears, and one year in which business was neither
gooC. nor bad, so tlis was the ideal five-year period to take as a basc.
The index of wholesale prices was bascd on 1926 and for some roason or
other has never bsen changed. I talked to several paople as Lo why thoy.
do not change thils base period and thoy give varilous rcasons, saying that
the mathcematical difficulty alone is a very real one. They would have to
make some artificial corrections. Aboubt 21l it boils dovm to 1s the fact
that nobody cver ordered it done. Perhaps -it would be much better for
the sake of comparisons if they were 21l on the same level.

The stated reason for the 1909 to 1914 base for the agricultural
index, which was also introduced by Mr. Roosovely, was that the prices
the farmor roceived during the five-yoax period, in rolation to what
farmers paid for city products, were in betbor proportion than in any
other five-ycar period since that time. Therefora, 1909 to 1914 be-
came the basc. : ‘ |
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It is not easy to explain how that agriedltural parity system -
operates. I hope you won't ask me for a detailed explanation of it.
Tt is adjusted from time to time and 1t is not a wisecrack to say that
the higher prices zet, the higher they will get, so far as the parity
system 1s concerned., ‘ - :

If you talk to economists in the Department of Agriculture, and if
they are not speaking to you officially but only in a personal way, they
will say they have very many difficulties in arriving at parity today.

In 1909 and 1914 farmers used horses. They bought horseshoss. They don't
now; they buy rubber tires. So you have to find what X is to ¥v. X equal
Yo X Horseshoes equal Y tires. Tt is a very carefully worked out index.
Tt may not be at the proper level at the moment but it is a device that
is basically good., S ' o

QUESTION:. - Doctor, I would like +o go back to the vrice stabiliza~ -
tion roll-back problem again. You mentioned a few minutes ago the fact
that prices, the cost of wvarious items, have risen quite a bit in the
last few months. Tt seems to me that if you try to roll prices back,
you are going to run inbo high~priced inventories in the hands of pro=
ducers that will cause you a considerable amount of difficulty. Tt also
seems to me that we have two problems. One is the closed system where
you are dealing in products, raw materials, that come from this country,
The other is the problem: of materials which are imported, such as, for
instance, tin and rubber, where you have some difficulty in controlling
this rew-matverial vprice because of competition in that market from other
countries? Would you care to comment on that, please?

DR. IRE3S¢ T agree with what you said. High-priced inventories
are another reason why prices will not be rolled baclk, Tt is true, we.:
can control prices in this country but can't control prices in other .
countries. We had .a device built up for that during World War II
called the Commodity Credit Corporation, I believe. Tts job was to buy .
materials abroad alb whatever price it had to pay and to sell them in this
country at prices which would allow the users to keep within the fixed
prices for their product. One man said %o me that it was the only cor-
poration he knew that was organized to operate in -the '"red.M '

QUESTION: Reforring once again to the chart, there is a line which
refers to hourly wages. = T was wondering why that was sclected rather
than the average of general wages of all cmployment ?

DR. KRESS: As T remember it » sir, it was because it is the only
one I could find that went all the way back to 1920. I wanted 4o relate
them all the way dowm.

QUESTION: 7ould it not be possible also, as an’academie figure,
to, determine parity for nonagricultural workers, and, if 80, wherc would
you estimate it to be at tho prosont time?: '

12
TR T 799D 17/ 00T 7=
RESTRICTED




%

DR. KRESS: Well, it would be somewhere between the line you re-

ferred to and the other one, because those are union howrly wages of some
of our better paid workers.

QUESTION: T was just telling my colleague that I think during ware
time the highest wages were in the shipbuilding industry; shipyard workers
were getbting more money than construction workers receive now.

DR KRESS: Not now.

COIONEI BARNES: The hourly wages for the building trades are al-
ways the highest of the different indexes used. You will find that in
the "Economic. Tndicator® that was issued to you this weelk,

QUESTION: A% the start of your lecture you mentioned the fact that
you are not particularly interested in the price levels in this problem
of stabilization, that vou don't care whether they are high, medium, or
low. Our purpose, if our job was to achieve stabilization during war
mobilization, would be to keep thesa lines where they cross there Just
about 1939, in that sort of relavion to each other, continuing along as
they were at the start of the emergency. Wevertheless, the left side of
the ohart has to do with the rise in living costs, which has 1ts origin
or it cause in the rise in prices. Of all the controls that we used
during any mobilization time, the only one which would have any effect
on maintaining the price level would be that which is effected through
increasing of taxation, I wonder if this statement is correct. Tn other
words, by increasing the taxes, isn't it true that this is the only one
7ith the permanent result? The other results arc only temporary during
the period in which they are in offoct? Tn other words, in this period
vhere Roosevelt said "Hold the. line" we went olong for awhilec protty
7ell;-bub after the war everything jumped as high as it could. In other
words, without thosc controls, we would probably have arrived ab the same
final net rise in prices.

‘TR. KRESS: Tell, that, of course, will always have to remain one
»f the great unanswered quostions in history. There perhaps you can
argne this way: The economy of World War II was six times as big as in.
Torld War I, so without controls, instoad of getting a price increase of
108 percent, it might have been 500 percenv. There is no answer to that
ind as to what would have haprencd. What T moant to say was, once you
save achievod a porticular price level and have mede all the adjustments
1ecossary to stay at that price level, it is botbor to keep that price level.

‘COIONEL BARNES: Dr Kress has a desk in Captain Miller's office. He

is gencrally here at least one dey & wreck, Thank you for coming ovor,
. Kress. We all apprecinte it. '

( 2 Hovember 1950--650)%
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