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WAGE, PRICE, AND PRCFIT CONTROLS

19 December 1950

MR, MUNCY: General Vanaman and studentst The rollbsck of prices
of automobiles ordered by ESA last Saturday, I think is siznificant
because it marks the tranéition from a period of mobilization, where
~'we were depending upon indirect controls, such as credit,,allocations,
and priorities, to a period presumably where we are moving into direct
controls. I think it is especially timely, therefore, this morning—-
particularly in view of the headlines of the morning-~that we have
scheduled 2 talk on price,. wage, and profit‘controls. We are also
fortunate that our speaker went through the last war in various capac-
ities and control agencies here in the Government, I call attention
particularly to his work as a special assistent in the Office of Price
Administration. S ' V

1t is a pleasure for me to introduce Dr. Arthur %, Burns, Professor
of Economics and Dean of the School of -Government, of George Washington
University. He will speak to you on the subject, "Wage, Price, and
Profit Controls." Dr. Burns, ’

DR. BJENS: In discussing this matter of wage, price, and profit
controls, I want to make a few introductory remarks indicating what I
think to be the main problem. In the first place, whatever policy we
adopt, whether direct price controls or an intensification.of tax
measures, it is going to be a long-run policy because the difficulties
we are facing certainly seem likely to extend many years into the future,
- I say this because Russia has had ample opportunity to mcke some sort of
accommodation with us in the last four or five years and hasn't done so.
As a consequence, there is very little likelihood that we cen Look
forward to any kind of international stability for many years to come.

The military procurement Program is by that fact, a very long-run
matter. In terms of size, perhaps the minimum we can look forward to
in the way of military procurement is 25 percent of the total goods
and services produced in this country, I say this is prohably a
minimum., I% could easily be more than that. . Another point is that
this military pProcurement, let us say, of 25 percent of the gross
national product.will be largely at the expense of civilien production
and civilian consumption. Here we have quite a different cituation
from that faced in 1940 and 1941,
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Consider another point. Since rearmsment is likely to be

a long-run problem and is to be chiefly at the expense of civilian
production and consumption, economic policies should be devised
which will provide the atmost flexibility and adaptability and

 incentive in the operation of the economic system, This is important
‘in order to minimize the impact of the c¢hift of the military procure-
‘ment program on the civilian economy and also to make the job of
military orocurement easier. 1 am not suggesting in these remarks

" that I am in favor of what is commonly called the Mbhusiness as usuall
approach to our problem-—far from {tw~but I think with the longnfun

" prospect of very substantial military procurement, the balance of the
economic system ought to be given -as much flexibility as it can talze.

Coming now to policy, the objects of economic policy at the

~ present time may be stated ast First, to produce a8 much as military
needs require; second, to produce as much for civilian purposes as is
possible, taking full account of 211 militery requirements; and third,
to achieve both of these production goals with a relatively stable'
level of prices. It seems to me -that economic stabilization wouldn't
make very much sense if we did not include this third point, namely,
relatively stable prices over a long period of time, These are the
objectives of policy. : ' '

There are some pretty substantial difficulties, I think, that
ought to be mentioned before getting into some of the detall of
policy. One is that at the present this economic system is operating
at pretty close to full employment. Relatively full employment is ~
probably the best term to apply %o it. This means, as I mentioned
awhile ago, that militery procurement must come largely from a shift’™’
from cirilian to military production. This again is a contrast with
the period of 1940 and 1941 when a very great increase in military
supplies was possible without cutting into civilian goods and pro-
duction, S o

Now; to be sure, automobile production was stopped end many
other durable consumer goods were nol produced, But in general
the war offort from 1940 to 1945, from a production standpoint,
was largely a mattervofvincreasing'the real output of;the,country,
not of diminishing'thg:aggregate of goods and services availasie-
for consumption. OfréqurSe, certain kinds of consumer goods were”
not available, but on the whole there was asmuch for civilien
consumption—taking all things into account—throughout the war,
as there was in the years before the war. That will not be the
case at the present time, Civilian production and consumption
will have to be reduced in order %to permit resources to be used
for the production of military goods,
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This, I think, is one of the very importent points that has to
be kept in mind, and it means literally this: The expansion of
military procurement in many ways is going to be more difficult, more
troublesome now than it was in 1940 and 1941. We do not have much
slack in the economic system. We had a great deel of slack in the
economic ‘system in 1940-the estimates indicate eight million persons
unemployed. The expansion of military production in those days meant
in part absorbing unemployed workers into the produdtive system, We
haven't any substantial number of unemployed workers to absorb at the
present time, the latest estimates indicate less than two million
unemployed. Even at the height of the war effort in 1944 and 1945-
we never fell below 1.5 million unemployed, which may be taken as
something of an irreducible minimum, There will always be some
people in between jobs: some people fired for one reason or another;
some people not very well who ocan't work} some people temporarily »
tired of work; or some othér reason, which might explain why 1.5 or

2 million persons ere ufiemployed: . -

- When a great military procurement program diverts gcods from °
normel use, the formulation of policy becomes more difficult and
more important. ' Very generally, I think there are two directions
in which policy can go. We are taking both directions ri:-at now.
One is the direot(appro&ah;ﬂto put controls on prices-—such as the
Present attempt at control of automobile prices--and on wages and
$o control profits rigorously through an excess—profits tox. I call
this kind of policy a '"hold the line" or "keep the 11d on'" policy.

The other direction in which policy can go is the fiscal and
monetary approach to the problem of economic stabilization in a
mobilization period. - This involves increasing texes to covor all
or a great portion of the increased military expenditures out of
current tax revenue, a reduction of nonmilitary governmental expendi~
tures, a reéeduction of consumption expenditures by taxation and credit
restriction, and a reduction of business investment expenditures for
Projects which sre not regarded as essential, for either military
purposes or civilian purposes. These are the two directions: First,
the direct approach of ceilings on prices, wages, and profits; and
~second, the attempt to get stability by fiscal, monetery, and tax
measures, : '

. Actually, these two are not mutually exclusive, We probably
will try both, We are trying both nows The real point is--Which
policy is to be given the greater emphasis? What i1s to be the main
effort in policy—the fiscal and monetary approach or the direct
approach? I think the choice is a very, very important one.
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At this point I would like to offer my conclusion. If we are
to have stability in the long run, the prospects are that the fiscal
and monctary approach will be more fruitful. The direct approach,
in my estimation, will not achieve stability over a 1ong period of
time, That is my conclusion generally. I want to go on and discuse-
some of the reasons why I come to that conclusion.. The conclusicen, -
I suspect is not sltogether popular ‘because when prioes are going
up, the first impulse of most people is to say,'“Gontrol the pricey
put a ceiling on: don't let the rascals mske too much profit out of
the war e?fort " : . .

First, I went to indicate generally what can be achieved by
the fiscal and monetary approach to economic stabilization. The
main points in such a policy involve an increase in taxes—personal
income taxes, corporate inccme taxzes, and certainly excises. The
purpose is to divert current income from private hands to the Govern-
ments Ano“her point I mentioned was a reduction of nonmilitary
expenditures. There is not a great deal to be saved in this respect--
perhaps a fow billion dollars——but in the period shead & few billion
dollars here and there are worth saving. The third is a reduction of
civilian spending, and that would be achieved principally by taxes and
partly through borrowing from the public at large. The fourth is a
reduction of business spending; this is partly a matter of tightening -
up even more on bank credit for business, in fact to go beyond that
and make a further reduction in bank credit for civilian purchases.
This is the general direction of policy which has as its purpose the
control of aggz regates and averages. i :

I want to make thig point very clear. This type of control is
concerned with controlling large aggregates, large aggregates of
output, income, and expendlture and averages of prices and wages.,

I said at the outset that we are in a period of relatively full
employment and very high levels of production; We cannot prov1de
the military requirements by further increasing.our production, We
can ‘do a little bit in that direction. The principal job 1s to
divert production from civilian to military purposes,

Aggregate production over the next year or two will not increase
very much, if at all, That being the case, the Jjob is to try, through
these various policies to keep the total amount of money spent for the
gross national product in balance with that gross national product,

Let us consider it this way: Suppose at the present time we give the
total goods and services meking up our gross national product a value
of 100 percent. The total amount spent by consumers, by business for
Investment purposes, and by government for military and nonmilitary
purposes aiso can be regarded as equivalent to 100. Over the next few
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years physical output is not likély’to rise much above that 100 figure,

The real question is, What is going to happen to demand and Yo money
expenditure? - R : : o .

To achieve a gencral degree of stability, we have to keep that
volume of expenditure down to 100 or close to it, If demand goes up,
let us say, from 100 to 110, 120, or 125 and the physical goods and
services reiain the same, obviously, prices in general must go up,

You might say, "They won't go up if there are direct controls." They
might not gec up immediately 4f there are direct controls. "I think it
can be laid down as a very strong probability that they will go up
somewhat, ard they will go up a great deal later on. To avoild inflation
the problem is to tailor the total demand for goods and services to the
total amount that cen be produced. ' o

There is another part to the ‘problem.. The gross national product
at the present time is dlvided up about like thisp} five for military
at the present time and 95 for nonmilitary. That is roughly what the
percentage would be. In a year, %he probability 1s that it will be
25 for military and 75 fbr"nonmilitary_purposesa The Job of fiscal.
and monetary policy is to reduce civilian spending in step with the
reduction‘in'the amount of goods avallable for civilian purposes,s
The reduction in civilian spending and output ought to go hand in
hand.. If not, long-rum stability is very unlikely,

The point is that we not only need to balance the total of the
goods and services and the tot&l of expenditures, but we need especially
to-balance the total goods available for civilian purposes and the .total
amount of money that people spend. ' This means a rough and tough tax
policy and a very tight credit policy so far as business is concerned.
~ What this means in the long run is that there is no pressure from the
side of aggregate demand or expenditure to force up general prices.

Such a poiicy, if it were followed, would assure, in the long run,
stability in average prices, "stability in average wages, and stability
in profits over that period of tinme, I

Consistent with this general position would be a good deal of .
variation of individual prices. Many people, probably most of them,
think that this is not desirable. From an economic standpoint, such
price flexibility is most desirable, Some prices might fall: other
Prices might rise, That would certainly be expected, The rise of
some prices would simply be the result of a relative increase in the
demand for those goods, a relative decrease in the supply of those
goods, and the higher price would cut off the consumption of those
goods for many people. Other things would decline in price which
would encourage greater consumption, But the average of prices would
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remain pretty stable. Some prices, howsver, would undoubtedly need
direct controls. Some items which are very lmportant in the cost of
living might need this treatment, But such selective price controls
would ve & relatively small problem compared with trying to control
everything by direct means, : v : : :

Such & fiscal polioy is likely %o bring about generally stable
average wages. Particular weges might vary to be sure, but, again
from an econotic standpoint, variation of relative wages is normally
the means by which labor shifts from one kind of production to another.
The general policy of talloring the aggregete demand to the amount of

 eivilian goods and services available would prevent pressures'frOm

forcing up wages and prices as a whole.

It might be said that unions will attempt to get wages up, that

- manufactarers and other sellers will try to take advantage of & situation

and put their prices up, too, There is one point %o be kept in mind--
that the ability to get higher prices, the ability %o get higher wages,
and the ability to get higher profits depend upon there being a rising
demand for the goods and services to enable those prices and profits
and wages t0 go up, In a period when demand is not rising, it is slmply

difficult for sellers of goods generally to raise the prices or for

labor generally to get more wages or for profits to rise.

Let me put the point this weys The afgument‘so far is to maintain
a fairly stable value of total income and total goods, If you inspech
the figures on wages and profits, you will notice that normally labor

 gets 65 percent of the income of the country and about 1l percent goes
‘into profits, That was true in 1929; it was true in 1940 and 19413 it

has been true in the postwer period., What I am suggesting here is that
if the aggregate 15 maintained at a stable level over a period of time,
on the basis of past experience we can expect that the share going to.
labor and to profits will behave as they have before in similar periods
of high-level prosperty. If the income shares remsin the same as
before-—65 and 11 percent—there is no likelitiood thet general lncreases
will take place, After all, wages, profits, and prices are governed,

~among other things, by the total demand for 1abor and for goods and

services. JFiscal policy would meintain e fairly stable total demand
and at the same time cut down civilian demand to the size of the goods
available for civilians, There would thus be little prospect of
inflation of prices, profits,'and.wages under this. kind of policy.

We are partly moving in the direction of such a fiscal and

monetary policy--~taxes have been increased. on personal incomes, some

excises have been added, corporation taxes have been increased and
credit hns been curbed by the Government. ‘ o
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We arévalsogmoving in the qther’directionﬂnplayingfsafe-presumab1y-
by ‘imposing /some direct controls on prices and wages and by = very heéavy
excessﬁprofits‘ﬁa?.ﬁ.f"' R ST

v

The point needs to be stressedy That general ceilings .on prices
and wages are only necessary When.aggrégaté‘demand or expenditure gets
out of balance with supply. That is the only reason for general ceilings
on prices and.wages., If that were not true, there would be no point to
‘general pricejcontrdls'or*w&geﬂcontrols.“jSo I say we can state this,
the't the necessity of general ceilings on wages and prices is evidence
that demand in the cggregate is gxceediﬁg{the'supply‘in the aggrezate.

Price and ‘wage control then are designed merely to disguise: the. .
inflation which-is,alréady-under“Way; Direct price and wage controls '’
are regarded widely ‘as-a means of preventing inflation, 1 would say
that prics and wage controls are merely 8 ‘method of disguising inflation,
not preventing it, Price and wage conbrols would not be necessary if
we were not‘hav;ggfinflationary pressures, : S

Some evidence, 1 think, on this point can be adduced from the
last war, Throughout the war we did hot prosecute a very vigorous
tax policy, The Government”raised by borrowing some 210.or 215 billion
dollars, a very enormous amount, If the Government hed not imposed =
ceilings on prices in 1942, we would h&ve;had‘a'first—class_inflation
during. the war, The ceilings simply held that inflstion down, It:
disguised the inflatien. But in 1946 controls were removed and we
really saw what we had ‘been controlling all along~inflation, We
had the inflation 'nét so much during ‘the war as after the war. That
will be as true this: time as it was last time., If principal reliance
'is placed on ‘the short-run problem of keeping prices down, . we will run
into long-run inflation. . ST B o

There-are some other aspects of'direct pr1ce‘contro1s which should
make one hesitate to rely very heavily on them. We found during the-
last war that ceilings on prices led to a very considerable quality °
deterloration, Quality deterioration is simply a concealed wey of -
bringing about a price increase. D n

Another consequence is that very often we get an odd assortment
of commoditles ‘when “there are direct price controls, Industry tends
to shift away from the lower-profit to the higher-profit products,
The higherwprofit items may be less important to consumers than the
low-profit items:. Many instances of this occcurred during the war.
Pricerflexibility”would‘prevent subh‘distoftibnsg But ceneral price
controls prevent many heeded adjustments in output from taking place,
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~ Under direct controls 1t 1s difficult to get labor to shift into.
the more necessary jobs and avay from the less necessary Jjobs, With
e considerable degree of wage flexibility, these shifts in labor readily
occur. In the sbsence of relative wage variations some measure of
administrative direction of labor would be required.

. Moreover, comprehensive controls of prices and of wages entail a
perfectly enormous administrative Job. TFor one thing, price controls
necessitate retioning, It is not merely a matter of putting price
controls on. Price contrpls, if necessary, inevitably involve rationing.
It is an enocrmous administrative job to pellce the price orders and teo
set up and regulate a rationing program. The problem of wage controls
1s extraordinarily difficult, especlally with so meny wege contracts
" now tied up with the consumer price index, In general, the mere admine

istration of a general control system is an extraordinarily heavy job.

When we loor at controls by way of monetary and fiscal policy
and controls by way of direct measures, as 1 said earlier, these are
not necessarily exclusive kinds of pollcy. It is & matter of emphasis.
Tven if the Gevernment did vigorously pursue the fiscal and menetary
approach to keep spending down %o the size of goods and services
available, there would be prices here and there that would require
some resulation. If we reduce total consumer demand 26 percent and
total civilian output 25 percent, those large percentages conceal
this sort of things Some civillan goods might go down 50 percent in
supply and only 10 percent in demand, and prices, if completely uncon-
trolled, would rise too mach, Situations of that sort would require
direct contrels. Bubt the emphasis cen go either in the direction of
fiscal or in the direction ef direct eontrols, As I said awhile ago,
my conclusion is that in the long run there are no prospects of stabila-
“tion if poilcy has to toke the direct price and wage controls line, I1f
it does, that in itself is evidence that instability is underneath, the
1id is heing kept on, and, as soon as the 1id is removed entirely eor
partly, inflation takes gver. .

The fiscal and monetary approach attempts to get at the source
of the trouble in the first place, namely, to prevent the inflationary
influences from getting under way. Either way it is going %o cosh
gomething, If it is the fiscal and monetary approach, it is going %o
cost more in taxes, Obviously, that will epply to cach of us.. The
cost will be in taxes and the cost will be currently borne, & lot
of people think the cost might be gomehow avoided by putting a limit
on prices right away. Well, in the short run the cost might Dbe
avpided if price controls are effective, but in the course ef time,
the price is paid through the {nflation which follows the suspension
of. controls whenever the emergency is overy . '
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Tho cost has to be horne, There is no avoiding the cost of a
large military procurement program because the labor that goes into
it is not producing anything which will add to the productive wealth
of the c.untry in the future, I an not disparaging by any means the
Prosecution of the milltary program. It is necessary to save this
country bit the point is that military production does not add directly
to the Production of future goods and services, As a consequence, if
the effort is financed by the creation of bank credit, then later, o
when controls are off, prices rise, and the costs are then borne which
might havce been borne during the war by a vigorous application of
increased taxes, 1 ' I

One final point——If the cost is deferred to a large extent by
the immedizte imposition of price ang wage controls,. then inflation
occurs later, This would mean that those who bear the heaviest
burden now, namely, the men iniaction,‘will, when they get back
later, also bear the costs of inflation,

Thank you.

QUESTION: I was wondering how you could.administer a corporate

‘tax that wouldn't tend to reduce production,if you would care to

comment on that?

 DR. BURIS: Well, businessmen sey that any corporate tax reduces
broduction incentives, I don't think I would agree with that, I don't
know how high the tax can go safely, The Senate has established a-
47 percent tax. It might be that something up-as high as 60 percent
or 65 percent would not seriously Anterfere with incentives, By

‘incentives, I mean new developments, That is a guesss I don't know,

I think probably what you have in mind is the distinction between
excess—yorofits tax and the corporate tax, and I think any excess-profits
tax would reduce incentives more than almost any corporate-profits tax,

QUESIIONS You have advanced the thesis, which has become very
popular since the war, that price controls do not prevent inflation-
simply postpones inflation., I remember that in 1945 and 1946 Paul
Porter and Chester Bowles testified before the Congress that if confrols
could be ~aintained into the Postwar period long encugh so that the
conversion from war production to ciVilian production might take place
and we could get an aggregate volume of consumer goods available %o
meet the purchasing power, that would be tHe proper time %o end controls
rather than the time that controls were actually dropped. I wonder if
you would care to go out on a 1imb and meke a guess .as to what would
have happened o prices and the price structure if the advice that our
price controllers gave in 1945 and 1946 had been actually followed
throught o :
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DR. BURNSY If 4t had been actually followed through; we would .,
still have price controls because it was not mgrely'a:matter.of
reconversing v¢ civilian production. After all, the current income
resulting from the increased level of consumer ‘production after
reconversion, would have been sufficient to purchase that productionqg
What about the accumalated liquid assets that were accumulated during.
the war? . We would have had to maintain the controls long enough after
reconversion to permit technological improvements to reduce costs and
inerease output greatly. Over a long period cost reductions and increased
output would have offset the inflationary influence of these liquid assets.
But this would have required many more years of price controlse

QUESTION: Dr, Burns, 'some of us during our rest period went
through the same line of reasoning that you went through.and came oub
with the same conclusion. People don't want taxes increased. To go
along. with that, they do want controls. So your thesis becomes.an
intellectual exercise and some academic knowledge is required so that
you.can figure out how %o put it across with the people. - e

DR. BURNS: 1 substantially agree with you, "1t is obviously
true that there is a strong urge to take the short-run way ouby to
keep prices down. All I say there 1s that, if we are interested in.
long-run stability, we have to determine a long-run policy and price
controls are hot that kind of policy. . People must thén choose between
paying now or paying later. Ferhaps they don't quite get the point
that waye. I don't know how to mske the point clear., Somebody needs
a national rostrum to make the point clear., The cost has to be borne
either now or later, =~ . = ' , S

QUESTIONY Assuming it is not practical, I think you just
agreed that we should run the whole show by these monetary and fiscal
controls? . o e

. DR, BURNS: That is not my position, I said thdat is the
emphasis. ' .

QUESTION: I understand thet, yes, but assuming this is the
policy, I would like to assume & situation we might be in at the
end of a protracted war., It seens. to me there would be a tremendous

. build-up of demand for goods that people could not buy because of
. the cutback. Suppose there is less money available, I would like

$hat little point touched on to find out if there isn't an inflationary
trend any way after the war because of this tremendous demandy and, .
‘second, it seems to me just before the end of the last war, many .
people were worried lest we have & whale of a depressiony a lot of
comments directed that way, Might we not run into that sort of
situation because of lack of money supply?

P
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DR. BRUNS: Two good questions. Well, the first one first,

With the conclusion of the big procurement program, thers would have

to be a reduction of taxes. Therefore, the people would hrave more

money to spend on the things they. want, - The reduction, of . taxes would
~allow them to keep more money out of their'inéomgs;to.satisfy this
- pent-up demand that déveloped during the war or during -this mobilization
Period, The increase in. civilian demand would be to a large extent the
result of the reduction of taxes from current income..

Now the question, "Isn't that latent inflation?" I think it would
be, but the inflation might not really get too great a hold. If the
policy i really followed, there would not be built up during this
semiwar period, or the war period, a great fund in war bonds, savings

. accounts, or checking accéounts which ecould be used ‘and added to current
income in the future to boost prices. 'There would be pressures, yes, I
agree; but with the reduqtiOn of taxes and the increase in the incomes
available to consumers, there would be correspondingly a reduction of
military rroduction and an increase in civilian production. There are
lots of nice balances %0 .be maintained here. It would be difficult to
maintain them, but in general that is the aim of fiscal policy.

QUESTION: Assuming that we have wage and'price‘controls and
that they haveé been placed on with the proper belance between prices
‘and wages, and with wages normally being the greatest cost of manufacte
uring, why should the manufacturer turn out an inferior product? I
- don't understand, -

DR. BURNS: ZEven assuming that we start with a base period price~wage
relationship ‘that works out pretty well, the conversion to a big military
program will cause some costs to rise because of shortages of materials;
substitute materialss the loss of labor to military jobs or to the Army,
Navy, or Air Force: and the use of less efficient labor. Perhaps just
the reduction of ocutput for civilian purposes would entaill a higher
unit cost of production, There are 1lots of reasons, Starting out on
the assumption that we freeze things with the relationships right, the

relationships can get out of line for many reasons,’ '

QUESTION: Dr. Burns, the Federal Reserve enunciated a policy of
trying to combat commercial banks making loans on presumably nonmilitary
expansicn on a veluntary basis. I have read the first warning and the
second warning and Mr, McCabe's plea for controls. What would cause
guch a kLo rd-héaded group as the Federal Reserve to adopt such a
Pollyanne attitude towards this problem if they could do something
about it. o ' _ o o R

11




) DR. BURNS: Theoretically, they can do something about it. I say
theoretically. - The Federal Reserve can control the total amount of
reserves in the banking system. It has either the open market operations
technigue or the increase in legal reserve requirements.‘ There is still
some increase that could be effected. If they really wented to stop

the creation of credit, they have the power now at hand--to raise these

legal reserve requirements or to cut down total reserve by the sale of
government securities in the open market, So far as the latter point

ig concerned, they are frustrated, hecause they are committed to a policy
of maintaining the market for government bonds. The Treasury doesn't
want its securities to fall, That is a 1imit to their actual powery

The other is, as I say, to increase legal reserve requirements.

 There is not much in the way of inerease possidble., They are within

two points of the maximum reserve ratio for most banks and four points
for the New York and Chicago banks. They do have the power; they are
not using it. They can't use some of it. Presumably they think the
warnings will restrein the banks. 1f the banks increase credit in the
next four or five months, the Federal Reserve will probably have to use
these powers to curb the situation. .

 QUESTION: I have two questions, One is whether, if we don't
impose pretty general direct controls pretty early, the actual cost
in premium will get completely out of hand. The other question is.
not related to it, whether with the increase of age of our pensioners,
1ife insurance and such things are apt to go up on wWage earners and we
will find them in a state of acute distress if we don't lmpose controls

and bold prices, at l1east subsistence, down to something reasonable?

DR. -BURNS: Point one, imposing direct controls; point two, the
fiscal and monetary approach. It is really the same question,
Commender, whether it is better to control through the direct policy
or whether it is better to hold down the sggregate demand for commodities
so thab the price in general will not go up. :

QHESTIGN: I understood that you were in favor of heavy taxing
which is bound %o increase the prices on everything that goes intq
the military procurement. ' -

: ‘DR; BUENS1 Heévy,taxing of you and me and lots of other peopie
wouldn't. affect prices. ‘ S

QUESTION: Oh, yes, it would. Military pebple pay everything
other penple pay, It covers every phase, bid goods, everything you
can think of that the military has to buy. We are taxed on all those
items. We are taxing the Government and at the same time the Govern-
ment is paying the cost; also the cost of all the subcontractors and
sub-subcontractors, and all employees. The cost is bound to be added.
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DR. BURNS: What you are saying is that all taxes are shifted,
and I thiak that point can he disputed. I haven't found any way
to shift »y tax. I don't know whether you have found a way to shift
your taxer. Income taxes are supposedly not shiftable, but the
likelihood is that corporations do shift some of their income tax,
especially when the market is strong enough to enable them to- raise
their prices, It is & very complicated question, but even industry
will admit that it tries and Possibly succeeds in shifting a portion
of its tax to consumers, Most tavxes prbably are not shiftable,
Certainly most income taxes prohably are not shiftable.

QUESTION: You are missing the point of what I meant to say,
I am talking about actual cost of a product. The 47 percent tax
added to the cost, what about those who have fixed incomes?

‘DR, BURNS: 1If the tex ié:applied to the product the Government
buys? ' ‘ o . o

QUESTICN: If the tax is applied to the product the Government
buys, If we don't have wage and price controls, how are the people
. Who will buy ever going to survive? I gather you think that controls
~are no cure? ‘ ' '

, DR. BURNS! No cure, thet is right. It might help in some cases
but not 2s a general rule. I come back to my point, you might say a
lot of these taxes are taxes on income and Gannot be shifted. Tou may
say that some wage earners, if the tax is increased on them, are going
to ask for a wage increase to offset it. That is what you have in
-mind. If they can get a wage increase, they might succeed in shifting
the tax, but remember the point to this is that, by holding total
demand down through taxes, the possibility of getting a higher wage

is not bright. There would be cases, yes, but in general wages are not
likely to go up unless there is a demand for labor stronz enough to ,
allow those wages to'go up, That demand will be strong encugh if prices
really ar-'going up, but the curbing of spending power is designed to
prevent that first influence which tends to drive up wages and prices.
Skimming off civilian effective demand by taxes would keep that demand
generally in balance. with the amount of goods and services being made
avallable for civilians. Some taxes do end up in prices of things

that the Government buys:; some taxes do nots some of them are not
shifted» ’ :

_ QUESTION: Dr.Burns, I would like to assume that we go ahead with
price and wage controls, with more or less emphasis on them rather than
on fiscal and monetary controls, and then let us also assume that, as
we go along, public sentiment becomes such that it is possible legis-
latively to shift over to fiseal and monetery controls and gradually

13
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relievé pripe'aﬁﬁ wage controls in order to get ourselves back on
the proper track. Would you comment on that? '

DR. BURNS: If it is'a short-run matter, probably there would
be no great complications.. It might be that the'impositiqn‘of these -
direct controls as an immediate dampening device could.be followed
later, if public sentiment accepted it, by higher taxes because of
the increased difficulty of the military situations When taxes =
would increase sufficiently, the pressure from demand on prices
would be relieved sufficiently so that actual market.prices might
fall below the ceiling price. That happened in the last war in a
number of particular commodities. The ceiling price was one thing
but the product was selling at a somewhat lower price. Those were
isolated instances. But, as 1 say, 1f it should happen, the increase
in reliance upon fiscal devices might'relieve the pressure sufficiently
on prices as to meke a lot of ceiling prices unnecessary. There is no
difficulty involved with such a policy if what you say is likely to be
true, Lthat it would be followed later by a very vigorous tax program.

Whether it would is a political matter; we don't know. If it would,

the initial impositien of direct controls would not have any partic~
ular long-run consequences, ' . :

. QUESTION: Dr. Burns, the tax collector is never a Very popular
fellow but he has his problems. . In connection with this fiscal and -
monetary program, the situation occurs more often than not that when
the trouhle comes, there is a certain modus operandi with the Congress;
the Congress has ideas of putting a tax on but the tax rates that might
be recommended by the Treasury might not be recommended by the Congress.
What is rzcommended and what goes out are two different things. The
rates. are not adequate to drain off this excess income to which you
refer; neither are they sufficient to defray the cost of the procure—
ment program, As you indicated in your presentation, we are relegated
to a sale of bonds or to borrowing from the publics it is with respect
to this that I have my question. A% the present time our bonds are
maturing. The presentation value in dollars is a great deal less than
the original dollars that were used to huy the bonds. Consequently,
there is_a distasteful attitude with the public to further purchase
of these bonds. o :

Second, our debt at the present time is 257 billion dollars
and presumably, if we have to embark on this borrowing in the future,

it will be greatly augmented. Under these circumstances, w;th'the
difficulty to dispose of bonds or to borrow, the enormous size of

the present debi, what would your reachtion be as to financing that
deficit that will probably face the Treasury? -And furthermore, how
high do you think this public debt might got

14
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DR. BURNS: Well if you say that the public in general will
not buy very many bonds, then the Government will have to borrow
through tiie banking system, which is inflationary, But a rigorous
application of fiscal policy would make borrowing of ‘no great con-
sequence., As to your first point, certainly if Congress will not
&o along with the Treasury, therefore borrowing will be necessarye.
If the public will not buy the bonds and the banking system does,
and the- bauking system can, of course you are back in. inflation,

QUESTION: Or else you will have to invoke enforced gavings,
I was wondering what your reaction would be to that?

DR, BURNS: I suppose of the tws in the end 1t probably makes
no difference, In the end it probably makes relatively little
difference, but we have tried inflation and have had some rather
" bad results from it. Many people were badly squeezed by that sort
of thing,  If what you say comes about, it might be worth trying
a bit»of:compulsory éaying. Instead of increasing the income taxes
as much as’ we ought to do, incrsage the income taxes as much as we
~can, and then have possibly a graduated percentage of compulsory
savings and make it tought for people to cash in until some later
period. 'We haven't tried it, Of course, 1t might be better than
- trying to finance the deficit vy what is certainly an inflationary

method, namely, borrowing from the commercisl banks.

I can't answer your question, "How high can the public debt gol?"
But I will end this remark with one story, ' Back in 1933 the Hearst
newspapers were proposing; as a way of ‘getting out of the depression,
that the Government borrow a perfectly enormous sum of money-—five
billion dollars——to finance a public works program. Someone circulated
a2 questionnaire to about 30 or 325 of some of the best known econgamists,
bankers, and financial experts, asking a number of questions, anong
them beings "Could the Treasury borrow five billion dollars?" The
next question was, "Could the economy stand that large an increase in
the public debt?? The experts concluded, with one or two exceptions
out of the 35, that: First, the Treasury could not borrow that amount
of money and second, if it did borrow that amount of money, the debt
would be tco large and the country would be in a dangerous financial
condition. Well, the public debt at that time was 16 billion dollars,
The gross debt is now 280 billion dollarss; the net ie 257 billien
dollars. It would have been considered completely ihconceivable 10
years ago that the public debt could get this high. That is why I
don't want to put any limit on how high the public debt can go. -
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. QUESTICN: Dr. Burns, I wonder if you would comment on the
competition in the market of our present huge national savings
in the original bidding for goods and services in this first
period when we are short on production?

_ DR. BUENS: That is a very good questions I was wondering

if that wae going to come. That is the weakest point to an effective
fiscal and monetary aspproach. It might be that through fiscal policy
we could tailor the demend out of current income to the amount of
goods and services coming on the civilian market, but there is this
enormous amount of ligquid assets, savings accounts, large shecking
accounts, government bonds, all of which can be converted into money
.and into purchasing power and make complete hash of a fiscal and
monetary policy. That is why I would never say to ebandon direct
contrrls amd rely only on fiscal and monetary policy. I would say,
develos the emphasis along fiscal and monetary policy, and if there

is any big shift out of these pest savings to the purchase currently
of goods and services, then there would be no alternative but to put
on some controls. o

ME. MUNCY: Dr. Burns, I wish to thank you for illuminating
some of the fundamental facts that are basic to our quendaries
‘$oday. ' We do eppreciate that, 1 think there is something else as
a byproduct in that you have convinced us with what you have said .
that there is no éasy way through this problem; we are going to '
have to think it through. ‘

On behalf of the staff and faculty, I thank you very much
for en enlightening talk, ' |

(6 Feb 1951--350)85,
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