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TigE PROB~M OF STABILYZATION I%~ A WAR ECON01~ 

20 September 1950 

DR. ~S: General Ho]~nan~ gentlemen: The topic of our lecture 
here this morning is "The Problem ofsta5ilization in a War Econom5j." 
I hope that you can see this chart. It divides o~r talk into four oarts" 

1. The Peacetime Coordination of the Econo~f. 

2. Problems and Conditions of Trustability in Wartime. 

3- Experience in World War !i in Economic Stabilization. 

4. Problems of Economic Stability in a ~.ture Emergency. 

At the time I began the preparation of this ta]/{, ,,Problems of Economic 
Stability in a Futx~re Emer'~ency! I seemed remote s~d far away.. Today~ these 
problems have a great deal mer.~ m~anin~ than they had at that time. 

yI you will look at the chart, pa&,e 15 for just a moment, you will 
see that the lines seem to rt~% complete3$~ together in soots a~d in any case 
chase each other merrily ~p and down the same areas throu3hout the length 
and breadth of the chart. These lines'reoresent ,,industrial productions" 

,, ,,orices received by far...e~.~," ,,wholesale prices," ,,consumers' orices, . 
and "~mion hourly wa~es of all workers in the building trades." The left- 
hand portion shows ti~e relationship of these indexes to each other for 
every year from 1920 to 1949. The right-hand portion~ begin~ing with 
31 December Z949, shows the relation of those indexes to each other~ 
month by month, until as near 31 August 1950 as I could ~et them by 
telephone from the several a~encies charged with their keeping. The 
index numbers for the last two months represent ,,est'mates" and are sub- 
ject to correction. These corrections are seldom greater than five- 

tenths of one oercent. 

The chart sho~'zs that in t~zles of real economic difficulty, either 
of war or of depression, great Changes appear in prices and that price 
mud wage chm~ges occur together. It is therefore idle to blsz~e "excess 
speculation ~' s~d the actions of "hoarders" as being res~)onsible for these 
changes. The orice changes are inherent ~u the ~uuderlying economic situ- 
ation~ the speculation and the hoarding merely ~ncrease the tempo and 
the direction of the movement. They also move together in times of de- 
pression, when there is no qurSstion of hos~ding. It is our task to 
analyze these underlying economic forces that work to bring about changes 
in price levels~ changes tn~t cause such economic mischief We mS~ht 
add hore,'parenthetical!~, that no existing price level, whether it be 
high, low, or "modify/n, is more or less desirable in itself than any other 
price level, once all the readjustments necessary to sustain that particular 
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nrice level have. been brought about. Once wage rates and salary limits 
have been chan~ed, e~t~ez ........ 

....... up~va~¢ or downward~ to adjust m:,'rchasing newer to the ~'~*" 
- e~z~mng price level, it is better to hold that price lJ~e 
than to initiate or permit economic or industrial activities ~hich ::ri].l 
result in a nev; price level and again require another set of adjustments. 

~ ~,ou. will .-~o back and read the l=ter,~ture{ " ~ " of all the people vrho 
talked in favor of price, controls dm~ing ~$orld tfar i! and r~ho are no~,~ 
:beginning to.do so ~gazn, you will find that the ones "~:ho are really 
hurt over a considerable period of time by up',:,'ard price changes are 
annuitants of one kind or -another, living on fixed incomes, and those 
r~d~ose saiaries are f%xed'by !avr. Such incomes cannot be easily changed. 
We should point out, too, that these very groups who suffer ~-~- 

• m o o ~ ,  w h e n  
the price level goes u;m'ard are the greatest gainers When it goes dova~. 

Ne~7 emergencies usually bring new deb+.s end before th~-~ ..... :~ ~- 
_ n o ~ e  t o  c . e m o n ~ t r a t e ,  a'r~ le~.~f-, 4~ . , ~ - *  . , . - ~  • ° . 

. . . . . . . . . .  .~ . . . .  , ~.:~-~ e m e r g e n c z e s  a r e  l z k e l y  
t o  c a u s e  h i ~ b e , ~ p r i c e s o . - . : ~  .. _ 7 f  t h e  p r i c e  l e v e l  g o e s  u p  a n d  r e m a i n s  u p :  f o r  a 
period of y ~oro, 

e~ ~- the previous debt~ acquired at !o:~-er,price levels, 
seems to los~ some of its !r~rdensomeness. Therefore~ it is veryeasy 
for a politician--and I 4o not use that word in any ~mkind sense~ be- 
cause a po!iticJ.an~ particularly in America~ has to be a combination of 
everything that is snzll.zul' " ~ :Lu the kno~~ledge of how to do th:i.n~s as v.reil 
as how to handle human nature--to be persuade~ that a gently firming 
price level is a healthy economic signal. 

The Peacet~mue Coordination of the Econo~j 

Let us consider "The Peacetime Coordination of the Economy,. in a 
little ~re<~t~.~ ~'~" detail. V f e  talk about the' "free market, in peacetime 
but even in peacetime the free market has many iLmitations upon- it. i".fe 
are a long r~ay from the old days o.f laissez faire--if we ever had such 
a situation. It has long boon customaz~.~ for gover~.~_ents to iutefore 
with the free ~' 

m~.net in the name of the public welfare. Unions inter- 
fere with the free market in the name of the T:elfare of the workers. 
Nmnufa-cturers themselves find ~-~ays to "administer prices~" in spite of 
antitrust legislation. The market is never really free. But my, point 
is only that it is relatively free in peacetime comnared to the limita' 
tions and rigidities under which it operates in "zartime. 

Continuing ~:~ith the peacetime analysis, we are wont to say that 
rents, profits~ wages, ~nd salomies are the rewards paid every day to 
the factors of production, land, labor, capital, and entrepreneurial 
skill, in return for the use of their ener~j and services. 

The re~ards that .go to capital, then~ as its shame of the daily pro- 
duction process c,:zn scarcoJj¢ be used up b V the ovmers of. that capital. 
Ix" you were to give the o~n~ers of the capital in the shoe industry Zheir 
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share of the shoes produced that day, the~ ~ wouldhave t0 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 

~ O new fact ry. It takes from six months to two years~ or perhaps longer, 
for a nm'~ capita! venture to come into production, y~] the meantime the 
people who manufacture the equipment to build the factory, furnish the 
raw material, and perform the T~-ork of construction have to be paid each 
day. So a great Dart of a capitalist° 's dai!~ share of production goes 
to the workers who are bus.~..~y engaged in building new plants which pro- 
duce nothing for the market today but Which will produce something to- 

morro~. 

V~at about personal savings? You and I maTff decide to save some- 
thing today for use tomorro]v. We may decide to sk~np today so that we 
can have something more to spend tomorrov~. But if we do not spend our 
~ages toda~r, some part of today's product cannot be bought. Yf ue put 
the money in our pocket, and simp~_y hoard it, difficulties ;~i!l occur 
vet?./ rapidly. Inventories will pile up, unemployment will appear, and 
you will soon have economic distress. On the other hand, if we put the 
~.oney i~] a savings bank, the banker Trill lend it to start a new venture 
of some sort or other, and the ~ s  of that new plant ~'~ii! use up 
Four share of today's product that you chose to save. 

~at is the meaning of o m  ~ little exercise in economic theory? 
It means that investments take place in lines that offer'the best pro- 
fit situation. As long as man's wants are not satisfied~ there ~i!l. eon- 
5inue to be an expansion of the industrial system. If this expansmon 

b~es place in a rather ~ d~ 0~ st~a~y fashion, not too rapidly or in j~mps and 
~y spurts, greater sd~rces of raw materials can steadily be developed to 
~atisfy %his new demand. Prices will remain orderly and may slov~ly in- 
zrease, while bankers and producers will find themselves in a very con- 

~ented fr~e of mind, 

if, hov~ever,'this industrial exnansion comes rapidly~ so that-~,~e 
~ave "boom" t~es, then demand is likely to oT~%rv~ supply, and new sup- 
~lies of raw materia!s cannot be made available quickly enough. Pric0s 
'rill rise rapidly as producers compete for existing supplies. 

Again, if land, labor, m~d capital are already fully employed in the 
Tmdustrial process, as they were jus t prior to Korea, any new demand on 
~op of that already full emplo~ent can only bring about competition Of 
vc~r serious nature for the available raw materials. Someone has to 

• emain disappointed in that race to secure supplies and that someone is 
~oing to be he who can pay the least. In boom ttmes, then, a sudden in- 
:rease in demand will cause s!~ockty prices. 

A'very different kind of situation exists Wen 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. T/~e raw materials situation is ver~j different; 
the sotu-ces have not been fully used. Prices of raw materials have been 
low. In fact, raw materials producers will have been competing ~%th one 
another for the market. Wageswill be low. ~{oney conditions will be 
easy. If militar T orders come, they will be vrelcomed by. the NatiOn,s in- 
dustrial plants, in'all of their phases. But even whenwar comes, in 
times of aepr~ss!on, there are some increases in prices, as I shall try 
to demonstrate here in a moment. 

Problems and Conditions of Instability in Wart~ne 

Passing to "Problems'and Conditions of Instability in ~]q~rtime," if 
you ~ill notice our charo,~ I am talk~ng~ now about the period of Vforld War 
If. What I am about to say is based largely on a study ~-rhich rras made by 
the Brookings Y~stitution covering the period from August !939 to August 
1941 (See "Effects o¢ the Defense Program on Prices, Wages and Profits," 
by H. Jacobstein and If. G. ~oulton, 30 September 19~I.) But I want to 
make some of my ~ ~em~rks a little broader th~n the period of this ps~nphlet 
and base them on the period from August 1939 to Pearl Harbor. D~ring 
that period there was slack in the industrial system. We were recovering 
from world depression but ~mre nov~here near a full recovery. ~fe still 
had eight million people unemployed but because of the agriculture pro- 
gram that had been :in effect 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 see from the'chart~ prices from 
!939 to !941 went steadily upward and yet, as I say, the industrial'ma- 
chine was not full~T employed. There were eight million workers who, at 
least on paper, said they wanted jobs, and most of them later did take 
jobs. Right novr vre have 1.75 million people who say they ~rould like to 
work. There is always a considerable number in transition from one job 
to another. 

Now what happened to prices between August 1939 and August 19417 
Several months before Pearl'Harbor hogs had risen in price by 90 percent; 
cotton, 80; wheat, 62; bcef, 40; and wool tops, 47 percent. The over-all 
rise in agricultural prices for those ~7o years averaged 45 percent. ~£hp 
Australian wool o~]d oricnta! rico oxoorts were cut off by the war, so vre 
can understand why their prices would go up. ~Yar risk always increases 
costs and makes ocean transportation more expensive. Therefore all goods 
that have to be transported across the ocoanwratcrs are higher priced, 
due to higher costs. Vfe can understand that, but United Statcs ex~Dorts 
decreased 50 percent in 1941 and prices should have slumped. V~]y 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 t~e. That device had built up an in- 
ventory which was useful as a base for the Lend-Lease progrs~n. Those 
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products came out of hiding ~nd into ase without breaking the market 
for agricultural products. There was, in addition, a considerable in- 
crease in demand for wool and cotton textiles. 

During the weriod from August 19~9 to August 19Al, the rise in price 
of minerals raw materials, as a group, averaged 33 percent ~ which was the 
second largest group "n price increases. Again ~y the increase? Be- 
cause of the 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, imoorts of many'of 
these raw materials ~:~ere reduced or cut off entirely and, as I said, 
~rar risk costs were up on all goods that had to cross the sea. 

Now w e - f i n d  thatwage rates rose also dttriz~_g this two-year period. 
For example, for man',Lfacturing industries alone, wages rose 16 percent. 
2ake-home pcc~ -~ent up as much. as 30 percent, due to longer ho~rs of reg- 
alar employment, overti.me pa~.ents, and, in some industries, because of 
rering-shift work. ?[hy did these ~~age r,~.tes go ~up when there .wer~ eight 
~qiilion people out of work? For one reason, "there was a growing com- 
oetition for the'use of skilled r~otkers, The eight million people who 
-~ere out of work, upon exar.inationj seldom proved to have the skills that 
• ~ere needed to increase industrial production. Wage rates went up be- 
cause skilled workers had to be enticed to o~It-of-the-~:raY places to 
~uild cantonments and n~z plants~ for exm.mple, the airplane olants in 
]alifornia and Washington and the ~eater shipyards on the ~mst coast. 
~ll those places had to have an increased n~mbar of workers. The easiest 
~ay to get them there was to offer higher wages. Wen these new employers 
)ffered the better workers higher wages, the old employers had to meet 
~hese higher wages or lose their best help. There was still another 
-eason: The increased activity of the labor unions contributed increased 
~age costs to industry. 

HOwever, much of the hi~her costs that I have referred to were ab- 
sorbed, partly at least, along the line and did'not reach the final con- 
tamer. Costs of raw materials to manufacturers, as I said, rose 33 per- 
;ent, but the wbolesa].a prices of those same manufactured goods only rose 21 
~crccnt and consumer prices during the period rose 17 oercent. A great 
[cal of that absorption was cessible because plants had bocn runnlng 
,nly part-t~e. As they increased t h e  tempo'of productivity they were 
blo to achieve mass oroduction efficiencies, which allowed the absoro- 
,ion of a great deal of n~'~ costs. (Such a situation does not prevail in 

x 950. The present ~crease in dem~.n~ can only bc met by forcing our 
.lready fully employed factories to greater production. This ~mcreased 
,reduction may be accomplished only through greater use of existing ma- 
h~.ne~y, t~hrough less depreciation upkeep, through less time out for re- 
,uilding furnaces, by offering premi~ prices, and ~mdor swing-shift 
onditions. Not one of those methods ~of ~ucroas~mg production lends it~ 
elf to efficiency. All of them will restart in higher costs If used. 
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Conditions of increased milita~j demand at this time can only force 
prices u!:~vard and upward very quicM~.y indeed.) 

The F~xp@rience of World War II in Economic Stabi!isation 

~ow passing te "The :2~oerience of World %~ar II in Economic Stabi- 
lizations" after Pearl Harbor we certainl~v entered a period of full 
mobilization. Dr. Kenneth Galbraith, one of the ~en who helped to set 
up 0PA, has vmitten several articles on our experience v~ith orice con- 
trols in World War Ii. These articles are listed in your bibliography 
and I certainly hone you will not overlook them. In a few words he 
says practically all that needs to be said about that exoerience° 

GAlbraith refers to the ~rartime system as a "disequi!ibri~m,, 
system, as opposed to an "equi!ibrim~" system in peacetime, wuhen orice 
is the motivating ind equilibrating force. In wartime~ we do not ~er- 
mit orice, at least ! hope we will not Dermit price, to remain the-equi- 
librating force, but substitute allocations, priorities, and rationing 
as controls. Price then ten~s to become secondary. After considering 
all these matters, Galbraith finds that the performance of the ~erican 
War control system, partly improvised and partly planned, ~:as good. 
However, he is just as unhappy with the handling of the decontnol period 
as he was satisfied with the ~ar period. He feels that ~e liquidated %he 
controls over the production resources too soon. 

I well remember my o~,m ex~oerience at that time. i had a close 
friend who ~as in charge of aliocating alcohols. Shortly after VJ-day 
he said~ "I jtmked Regulation N today." I said, '~g/e!!~ you can't do 
that." He said~ "But I did." I began to noint out all the reasons why 
he should not have done so and what ~:ould lien:con because he did. He 
said he was perfectly v~e]l av~are of al! that-but the boss in order to 
got back to his teaching job said, "Junk it and let's go." Perhaps on 
another occasion ~:~e will operate in a bit more systematic fashion during 
the decontrol neriod. 

Tn vrartime~ after the free market is gone~ the forces which control 
economic behavior are throe, (i) a more or less comprehensive system of 
direct control over the emp!o~ent of econo:~ic resources, (2) a nearly 
~uiversai control of prices, and (3) an agcregate money supio3 ~ in ex- 
cess of goods and services available for o~rchase. No~: ~ this comprehensive 
system of controls ~:~as formed and forged vrith the aid and assistance of 
the re-established Council of National Defense~ the lend-Lease system~ 
the 1~ar Production Board and i~s predecessor agencies~ the War Pc:vers 
Acts~ the !Var ~hnpov~er Commission~ the OPA~ the Renegotiation Act of 1943~ 
the "Hold the line" order of 1943; Regulation W of the Federal Reserve 
System; the Contract Settlement Act of 1944~ and many other agencies 0.nd 
pieces of legislation. 



The Procurement Branch here has in process of printing a mono- 
graph entitled "Economic Stabilization, ~' .in which the history of these 
movements is rehearsed in a rather brief and simplified fashion. I 
refer you to that monograph for further information as to how these 

direct controls worked. 

l~at vras the result of the operation of -these three forces in !Vorld 
War II? The direct industrial controls resulted in the greatest ex- 
pansion of industrial production that the world has yet seen. VCnat .suc- 
cess attended o~r attempts at price controls? They succeeded in keeping 
prices within 28.L percent of ~.~hat they had been at the time of Pearl 
Harbor. "The increase in purchasing power resulted in a doubling of time 
deposits, creditable to you ~ud I in our banks, and an increase in the 

purchase of goverr~ent bonds by five times. 

Ot~r next chart illustrates the changes in prices between World War 
I and World War II as compared for a s~nilar number of months. (Chart 
yeas not reproduced.) Between Jul~ ,~ 1914 and November 1918 the cost Of 
living rose 61.~ percent. [~F !icvember 1919 it had reached an increase 
of 84.4 percent over the level at the begi~u~m.:Z of" the war. ~ June 1920 
it reached its peak, an increase of 108.& percent, or an index number of 

2O8 ./+ • 

In World l~ar i7, from 19~9 to 19~.3, a s~milar n~mber of months as 
between July 1914 and November 1918, prices were up only 26.9 percent. 
~£e were doing somewhat better. The President issued his famous "Hold 
the line" order, in 1943 and from'then to VJ-day prices increased only 
an additional 1.5 percent. Thus, by VJ-day vm had a total increase in 
orices of 28.4 percent. By 1946 prices were 33.3 percent above the pre- 
~mr level and by 1948 they were up 91.2 percent. 

V~at abo~Z time deposits? I said they had doubled bet~veen 1939 and 
19,~,. That money has not been w~ithdravm from the banks~ it still lies 
there. That ~zas one of the things that worried econor~ists after VJ-day-- 
if the people were to take this money out of the bank and try to spend 
it at once, what would hao~en to prices? Well, som~ho~ people did not 
attemot to do that. I suppose one reason ~'~as that employm0nt continued 
high and living conditions T~ere good. People could get along on their 

c~'rent wage s. 

~at about the war bonds? The s~o'~ut of government bonds in the 
hands of the public increased from 38 billion dollars in 1939 to 209 
billion in 1945. In 1948 the public ~as still holding 193 billion dol- 

lars ~orth of government bonds. 

~roblems of Economic Stability in a _~at~e Emergency 

No~ to discuss "Problems of Economic Stability in a ~ture l,~ner- 
~ency," let me protect myself at once by sa~-ing~ that what ! am about 
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to ss~ assumes conditions of ~II mobi!iz_~/bion and what will be required 
upon full mobilization. I am not ta3/d.ng about the Korean situation. 
There will be required an integrated and complete Set of Stabilization 
controls which will inclple prices, rents, profits, wages~ production 
manufacturing and ~" ra ~ ~ on_ng. ' 

The Civilian Reserve Instruction Eranch has a char~ which envisions 
the ~nerican family as ~/~ and.}~s ~" 

-. . • ~conommc 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~ ~ ~ " 

p~_or_tzes is somewhat Smaller in its demands on the family; 
whereas the trip!ets~ orofits, wages, and orices~ are not to be sepa- 
rated. ~ - 

L~hen do you introduce controls? ! have some two-dollar words 
here on that topic. One sentence sa]Ts~ "Theywi!l be introduced as ear~r 
in the war emergency as may be indicated by the psychological climate 
existing,,, which simply mes~s by the state of nub!ic opinion. How fast 
will the people go alo~s. ~.~ with you in a given s~,tuation? I imagine no one 
would question that. In this recent Korean experience the public senti- 
ment seems to be ahead of the Administration as to what should be done 
m~d in the extent of what they are vril!ing to stand for in the way of 
controls. So controls, then, Will be determined by the @sycho!ogical!y 
existing climate and by the existing pattern and degree of utilization of 
the Nation.s economic reso~u'ces. 

In bad industrial times, n~r orders will be we!comed~ in good times, 
they may not be rre!comed and they may even be resisted. In good t~es~ 
war orders will result in some increase in prices° In time of full em- 
plotunent~ they will result in a very big increase in prices. 

If a war or an emergency comes durin~ good industrial tLmes, when 
there is sonething.~ , ~ even closely approaching full omnio~nent, I would say 
that you would wish to introduce at once prac0xcal]~ t~niversal ceilings 
over prices, ren ts~ wages, and so on. !filitamy contract prices should 
be exempted from these controls. If the emergency comes when there is 
not full employment, general controls may be introduced piecemeal. But 
even then, i want to go on record as sayin£, the introduction of full con- 
trols need not be delayed. They may be imnosed at once as a comoletely 
planned econo~D~ without bad after results. " 

V~at should we do on another occasion? I am again speaking about 
full mobilization and not about the present situation, "~iess, of coursej 
this is the precursor 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 anti-inflationary 
force--such ~:~o!{c~_ o~ to include a system~ of heavT~ progressive_ income 
taxations increased forced loans~ and deferred rrage payment. The 



rede~@tion of sec~o1~ities should be limited, with the repayment of 
loans kept flexible. There should be a powerful effort to ma~imize 
the sale of govermnent bonds to nonbanking investors, that is to 
b~dividua!s and institutions, because if they go into banks they will 
h~ve an inflationary tendency though not necessarily resulting in an 
inflationary ex-oerience. We should have regulation of consumer credit~ 
mOrlgage contro!~ stock-market credit and commodity-market controls. We 
must have rationing and do what we can to nrevent pro-lie buying and spec- 

ulative p~_rchasing o 

There ar many ways by ~Jfhich we can support economic stabilization; 
some are quite big-,priorities, a].locations~ and limitations. Some of 
the'smaller ways are sJmnlification, standardization, conservation meth- 
odsp and~ sometbin~z that-you will hear criticized in one place or another-- 
the concentration of orders in the hands of efficient firms. 'You will 
r~member that in the last war someZhing li<e three-fourths of the war pro- 
ducts were handled b} ~ one-fourth of'the existing firms. 

Demobi!ization~ at another t2.~e, should be planned v~ll in ~dvance 
~ of a positive nature. ~e should remember, as we and the p~.an snoul<, be 

did not remember in World War !I~ that the need for controls grows out 
of scarcity and this scarcity may last long after the shootin~; stops. 
Some or evious!y de-ber~ined equilibrium stage should be _equmre~ before 
any control is lifted. Im introducing controls and in taking them away~ 
we sho~Id have a careful system of informing the p~2o!ic of what the prob- 
lem is, of what you are trying to do about it~ and of persuading them to 

let you do it. 

Thank you. 

QUESTION: Dr. Kress~ arc you in favor of all-out controls at the 
moment in view Of our present state of mobilization for this present 

situat ion ? 

DR. I~F~S: I am of t~¢o minds about that. 7f thiS is "it," then 
cont~o~_s. Yf this is not "it " thenthere arc ! ~m in favor ~of all-out ~ ~ -, 

reasons for and reasons for not imoosing controls. I think that on the 
7Thole my inc!inations arc to say t[~at controls will do more good than 
harm at this time. Eut then I remind r~jsclm ~ that, if you never take the 

- ~  you never have to refuse to take the firStstop in a system of controls, 
last, It .is the s~ne v;aF with this bill to resLv,~ent the Comm.~lists. ~ 

,~-~r good idea~ first inclination'on that also is to say that it is a w_. 
on second thought, such ]_egislabion ].cads to witch-h'm~ting 5_nd all sorts 
of things. ~Iou shouldn't ~ut in that kind of control until you know it 
is absolutely neccssa~Y- That probably a2p!ies to price contro].~ too. 
H.inds~igh% is so much more reliable than foresi~fht--![onday morning quarter- 
backing. I,~ o~,~n inclination is to bc]_ieve that the people are ~eady 
enough to see that the best interests will be served all around ~.rith 
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controls. But, putting controls on in 'Toeacet~:~e does have this danger-- 
if this is peacetime~and results in regimentation of the econo~j. 

QDDgST!O}T: I vrould l~e to follow up that earlier question. Surely 
if you are not looking at a c~rsta.1 ball, ~ou don 't know ]~hetner~ ' or not 
this is "it.,~ ~,Iobody would contradict~rou so far as the economic re- 
percussions and so forth are concerned, or the bah9- , but the thing that 
wheels the baby up the hill is the size of the budget you are allowed 
for the program. So v~!~.~ can,t you ma/~e a decision based on the size of 
that appropriation, ~-~ith some idea of what you hope to get? 

DR. KRESS : I don 't believe I could, Colonel. 

! { r .  ~v~uncy gave me these fig~res, just a little while ago, which 
he took out of the current issue Of "Business Week," showing price in- 
creases since the nresent I{orean str~gle started-Ltercentages as follows 
ta~.!m-~ up 120 percent9 rubber, 95.~ wool, 50; burlap, i8~'cottonseed oil, 
45~ lead,-<..O9 cocoa, 32; paint cloth 9g~ lard, 969 rosin, 339 shellac, 
30~ hides, 2g; and tin, 25 percent. These increases ha~le not had t~e 
to be reflected in retail prices but they ~rill be--can,t help it. 

Your question is- Tf ~OU impose controls now, do you take away 
incentive from businessmen to carz3r out their work? Well, .T just do 
not believe that the incentive of the businessman is quite as ~ ~" 

u.e _, lC a t e  
a t h i n g  as t h a t .  I th i~ l~ i t  ~ou ld  take a much b i g g e r  shock than  t h a t  
to cause them to retract their s "~.~ 

m~-.:ts. Businessmen, entrepreneurs, go 
by their feelings more than by their "~" . 

, m!...,o.s I have !0een convinced of 
that'for years. ~ think it ta/<es more than that to cause them to retract 
Then, again, ~ think ~-ou can demonstrate-from the printed record~ to the 
everlast!ng credit of labor associations, that the biggest ones ~':a3/:ed 
for~ard on the first da~ of the Korean outbres/~ and said, '~e are ready 
to freeze wages if you are ready to freeze prices.,. 

QL~STI0hT; Back on this wage and price freeze or controls, 2. be- 
lieve when the President sooko a short time ago on the economic con- 
trols he was putting into effect nov¢, he also, in effect~ called on 
various industries and business places to keen a record of the prices 
they ~-zere charging prior to Korea, ~~,hich vrould indicate that ~.aoo" = and 
price controls would go on a roll,back basis. Hov~ever, at the same 
time, with the wage agreements, especially of the automobile industry, 
the cost-of-living raise in ~vages continuing, v~hat ~'zould be the object 
of rolling back prices without vragos rolling back, and ~.:zhat :~ould be the 
reason for rolling back ~agos if they continue to get price increases? 

DR. ~SS: In my opinion, it is a psychological device to warn 
business not to be careless about p~ice changes. They will not he rolled 
back to those dates. 

lO 
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QUESTION: I would like to know whether all the economists are 
of the same school of thought that controls are the only possible 
solution. Controls are a tremendous a&ministrati~ oroblem which is 
veer expensive .im man Dower and creates a lot of dissatisfaction. Is 
there any other possible solution that you as an economist can get the 

politicians to agree to? 

DR. KRF~$S: No. There is one ver~# small group of economists and 
writers v~o claim World War II coted have been handled entirelyby fis- 
cal control s~ndby invento~ ~ control. All the rest of the economist s 
are quite agreed that full controls are necessary. A full fslmily 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 ~.~hat:. There is no con- 
siderable school of thought that holds that full controls are not neces- 

sa~ ~ . 

QUESTION: On your chart On industrial production and price levels, 
I note~ and you mentioned it in yovr ta~, that your years that we.re taken 
as the 100-percent level differ in the various ~rouos. You did not state 
~hy that was done. Is it because by using the different years that is the 
best ÷" ~ h~ those or is it because that gives the best oic- rela~o~s--p bet~veen 
tt~e on the chart? 

DR. KRESS: No, those indexes are all from official sot, tees, from 
the Federal Reserve Board itself, the united States Department of Agri- 
cultttre, and the Bt~reau of labor Statistics. They have kept those in- 

' ~ ~ significance The con- dexes ever the years. They have some nmstor-c - • 
sumer-price index was originally based on 1913 prices. When Y~, Roosevelt 

"~his is 1933 and conditions of today haven't 
came into office., he said, ~ 
much to do vrith 19].3," so he changed the base date to ]=926. l~fhon the war 
broke out it was decided thai'the five-~roar period 1935 %o 1939 contained 
two goo~ ~ars, two bad years, and one year in which businesswas neither 

"'s ideal five-year oeriod to take as a base. good nor bad, so t;n.~ was the 
The index of v~hei_.esalc oriccs was based on 1926 and for some reason or 
other has never been changed. I talked to several people as to why they 
do not change this base oeriod and they give various reasons, saying that 
the mathematical d~ificuity alone is a very real one. They would have to 
make some artificial corrections. About all it boils do~;m to is the fact 
that nobody over ordered it done. perhaps ~it would be much better for 

the s~nke of comparisons if thgy were all on the s~e level. 

The stated reason for the 1909 to 19]Y~ base for the agricultv~al 
index, which was also introduced by ~r. Roosovolt~ was that the prices 

~in rcL~rbion to what 
~O the fa~.mor received during the five-year period, 

farmers oaid for city products, were in bettor proportion than in any 
other five-year period since that t~no. Therefore, 1909 to 1914 be- 

came the base • 
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It is not easy to explain how that agrich!tu~-al parity system 
operates. I hope you v<pn,t ask me for a detailed explanation of it. 
It is adjusted from time to time and it is not a wisecrack to say that 
the higher prices get, the higher they will get, so far as the parity 
system is concerned. 

v_f you talk to economists in the Department of Agriculture, and if 
they are not speaking to you of~mc~ally but only in a personal way~ they 
will say they have ve~g many difficulties in arriving at parity today. 
Y/~ 1909 and 1914 farmers used horses. They boughhhorseshoos. They don 't 
now~ they buy rubber tires° So you have to find what X is to Y. X equal 
¥. X Horseshoes eqvai y tires. .It is a very carefully worked out index. 
It may not be at the proper level at the moment but it is a device that 
is basically good. 

QUESTI0_~,I: Doct:or~ ! would like to go back to the price stabiliza- 
tion roll-back problem ~. ~, asa.~n. You mentioned a few minutes ago the fact 
that prices~ the cost of ,various items, have risen quite a bit in the 
last few months. It seems to me that if you try to roll prices back, 
you are goin~ to run into high-priced i ~ ' nven~ormes in the hands Of ~ro- 
ducers that will cause you a considerable amount of difficulty, It also 
seems to me that we have two problems. One is the closed ss-stem where 
you are dealing in products, raw materia!s~ that come from this country. 
The other is the pro blem'of materials which are imported, such as, for 
instance~ tin and rubber, where you have some d~fficu]:ty in controlling 
this r ~ • 

aw-ma:oerzal orice because of competition in that market from other 
countries? Would :-ou care to comment on that, please? 

• ~.:~ • I agree with what you said. ~ligh-priced inventories 
are anot._~er reason why prices wil! not be rolled bacl:. It is true~ we 
can control prices ~n this country but can't control prices in other 
countries, vr~ had a device built up for that during World War IX 
called the Commodity Credit Corporation, I believe. Its job was to buy 
materials abroad at whatever price'it had to pay and to sell them in this 
countr%- at prices which would allovr the users to kee~ ~rmtnmn," ' " the fJ~ed 
prices for their product. One man said to me that it was the only cor- 
poration he knew that yeas organized to operate in the "red.,, 

U - _  .~ I O . . . .  ~ ~ "  Ru-er~.nb once again to the chart, there is a line which 
refers to hourly wages. I vras vrondering ~:,d~,y that was selected rather 
than the average of general vrages of all emp!osnnont? 

DR. ~ESS: As I remember it, sir, it ~,as because it is the only 
one I could find that went all the way ' ' oac=¢ tO 1920. I ~.7anted to relate 
them all the way dov~n. 

QUFSTYOL~: lTould it not be possible also, as anacademlc figure, 
too determine paritT, r for nonagricU!t1~al vrorkers, and, if so~ where vrould 
you estimate it to be at the present time? 
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DR. IG%ESS : Well, it would be somewhere between the line you re- 
ferred to and the other one~ because those are ~uion hourly wages of some 

of our better paid workers. 

QLrESTION: I was just telling ~ colleague that I thi~k during war- 
time the highest wages were in the shipbuilding indust~g; shipyard workers 
were getting more money them construction workers receive now. 

DR ICP~S : Not now. 

COLOhFEL BARNES: The hourly wages for the building trades are al- 
ways the highest of the different indexes used. You will fiend that in 
the "Economic indicator" that was issued to you this week. 

QUESTION: At the start of your lecture you mentioned the fact that 
you are not p.~mrtioularly interested ~ the price levels in this preblem 
of stabi!ization,'that ~rou don'b care whether they are high~ mediu~ij or 
lew. Our purpose, if o~r ~eb was te achieve stabilization during war 
mobilizatiOn ,- ~~ould be to keep these lJmaes where they cross there just 
about 1939~ in that sort of relabion to each other, continuing along as 
they v~ere at the start of the emergency° !,Tevertheless~ the left side of 
the Chart has to do with the rise in living costs~ ~i~ich has its origin 
or its cause in the rise in prices. Of all the controls that we used 
during ~ly mobilization time, the only one which would have any effect 
on maintaining the orice level would be that which is effected through 
increasing of taxation, I ~-~onder if this statement is correct. Tn other 
words, by increasing the 't~:es, isn't it true that this is the on~f one 
~tith the permanent result? The ot~er results are only temporary during 
the period Jn ~thich they are in effect? In other words~ in this period 
.,~here Roosevelt said "Hold the. lino" we went along for awhile pretty 
:tell;'but ~ter the war evor~Tbhiug jtmped as high as it could, in other 
.vords, vzlthout those controls, we would probably have arrived at the same 

~inal net rise in prices. 

DR. K~T3S." Well, that, of ceurse, will al,~'~ays have to remain one 
~f the great ~nsnamvered questions in history. There perhaps you can 
~rgue this way: The economy ef ~orld War II ~:tas six times as big as in 
Vorld War I~ so without controls~ instead of getting a price increase of 
I_O;8 percent, it might have been 500 percent. There is no anmver to that 
~nd as to vthat would have haooened. V~at I meant to say was, once you 
~ave achieved a Darticu!ar price level and have made all the adjustmonC, s 
]ecossary to sts~j at that price !evo!~ it is bettor to keeo that price level. 

COLON.eL ~ BARL~" Dr Kress has a desk i n  Captain M~ller's._ office. 
is generally here at least one day a week. Thank you for coming over, 

Dr. Kress. Vge all appreciate it. 

He 

( 2 Nevember 1950--650)8 
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