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EOOI~OMIO STABILIZATION TODAY 

20 March 1951 

GENEEAL TANAl~A~: Gen t l emen ,  i t  would be  v e r y  d i f f i c u l t  to  f i n d  
an a u d i e n c e  anywhere i n  t h e  w o r l d  t h a t  i s  more c o m p l e t e l y  aware  o f  t h e  
b a l a n c e  and  t h e  i n t e r r e l a t i o n s h i p  be twgen  economic  s t a b i l i z a t i o n  and  
n a t i o n a l  d e f e n s e  t h a n  t h e  f a c u l t y  and s t u d e n t s  o f  t h e  I n d u s t r i a l  C o l l e g e  
o f  t h e  Armed F o r c e s .  Mr. K e y e e r l i n g ,  Chairman o f  t h e  C o u n c i l  o f  E c o -  
nomic A d v i s e r s  which has  t h e  h i g h e s t  r e s p o n s i b i l i t y  i n  t h i s  f i e l d ,  and 
has  t h e  r e s p o n s i b i l i t y  f o r  d i r e c t  a d v i c e  t o  t h e  P r e s i d e n t  o f  the  U n i t e d  
S t a t e s ,  was up t o  a f e w m o m e n t s  ago t o  be ou r  s p e a k e r  t h i s  morn ing .  
Then t h e  P r e s i d e n t  d e c i d e d  t h a t  he n e e d e d  t h e  a d v i c e  o f  Mr. K e y s e r l i n g ~  
t h e r e f o r e  we l o s t  h i e  s e r v i c e s .  

We have  no t  p u b l i s h e d  t h e  b i o g r a p h i c a l  s k e t c h  o f  Dr.  Colm, who 
has  v e r y  k i n d l y  t a k e n  Mr. K e y s e r l i n g e s  p l a c e ;  so I want t o  ~ lve  you  a 
l i t t l e  i d e a  of  h i s  e x p e r i e n c e .  He r e c e i v e d  h i s  Ph.D.  d e g r e e  f rom F r e i -  
b e r g  U n i v e r s i t y  and t h e n  came to  t h e  U n i t e d  S t a t e s  i n  19~3.  From 1933 
t o  1939 he was p r o f e s s o r  and dean o f  t h e  G r a d u a t e  Schoo l  o f  Economics  
a n d ~ P o l i t i c a l  S c i e n c e  a t  New York U n i v e r s i t y .  From 1939 to  1940 he 
was f i n a n c i a l  a d v i s e r  to  t h e  Depa r tmen t  o f  Commerce. Y r o m 1 9 4 0  t o  1946 
he was an e c o n o m i s t  i n  t h e  ~u reau  o f  t h e  ~ u d ~ e t .  S i n c e  1946 Dr .  Colm 
has  e e r v e d  as  s e n i o r  s t a f f  e conomis t  on t he  C o u n c i l  o f  Economic A d v i s e r s .  

I t  i s  a g r e a t  p l e a s u r e  t o  p r e s e n t  to  t h e  c o l l e g e  and ~ e s t s  Dr .  Colm. 

DR. COLM: G e n e r a l  Vanaman and g e n t l e m e n :  Mr. Leon K e y s e r l i n g a s k e a  
me t o  e x p r e s s  t o  yon  h i s  s i n c e r e  r e g r e t s  t h a t  h i s  d u t i e s  i n  h i s  o f f i c e  
make i t  i m p o s s i b l e  f o r  him t o  be h e r e  t h i s  morn ing .  I know he has been  
l o o k i n ~  f o r w a r d  t o  t h i s  d i s c u s s i o n .  Hie m i s f o r t u n e  i s  my good f o r ~ n e .  
I am c e r t a i n l y  v e r y  g l a d  t h a t  I can be h e r e  w i t h  t h e  I n d u s t r i a l  C o l l e g e ,  
where I have spent quite a few hours, which I found always very inter- 
oetlng for myself. I will ask you to be patient with the poor "Ersats." 

Gent lemen ,  as  t h e  m o t t o  o f  t h i s  l e c t u r e  I s h a l l  p r o p o s e  a s e n t e n c e  
o f  G e n e r a l  M a r s h a l l .  He s a i d ,  "We have  t o  p r o t e c t  our  g r e a t e s t  s t r e n g t h ,  
which  i s  our  economy, n The t o p i c  of  nEconomic s t a b i l i z a t i c n , n  which i s  
the topic for today and which means economic stabilization in the mobi- 
lization program, and is, as the General said a topic of greatest Im- 
portance f o r  e v e r y b o d y  c o n c e r n e d  w i t h  a s u c c e s s f u l  p r e p a r e d n e s s  p r o g r a m .  
I t  i s  a v e r y  s e r i o u s  t o p i c  and n o t  one on which i t  i s  p o s s i b l e  to  speak  
i n  a v e r y e a s y  manner .  

S i n c e  the  o u t b r e a k  o f  the  Korean  campaign t h e  consumer  p r i c e  i n d e x  
has  r i s e n  by a b o u t  7 t o  S p e r c e n t .  The w h o l e s a l e s  p r i c e  i n d e x  ham r i s e n  
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by more t h a n  15 p e r c e n t .  E c o n o m i c  s t a b i l i z a t i o n  means a p o l i c y  t h a t  
w i l l  b r i n g  a b o u t  a h a l t  t o  t h o s e  p r i c e  r i s e s .  ~ut  i n  t a l k i n g  abou t  
economic s t a b i l i z a t i o n  I want t o  emphas ize  f rom t h e  b e g i n n i n g  t h a t  
t h i s  i m p o r t a n t  t a s k ,  namely ,  s t a b i l i z a t i o n ,  i s  no t  an end i n  i t s e l f .  
We must r e l a t e  i t  t o  t h e  m a j o r  o b j e c t i v e  of  n a t i o n a l  p o l i c y .  

The ma j o r  o b j e c t i v e  o f  ou r  n a t i o n a l  p o l i c y  a t  t h i s  t ime i s  to  com- 
b a t  Communist a g g r e s s i o n .  That  t a s k  means s e v e r a l  t h i n g s .  I t  means,  
f i r s t ,  a m i l i t a r y  p r e p a r e d n e s s  p rogram which a b s o r b s  a c o n s i d e r a b l e  
p o r t i o n o f  ou r  p r o d u c t i v e  r e s o u r c e s  f o r  m i l i t a r y d e f e n s e  p r o d u c t i o n .  
Second,  i t m e a n s  p r o v i d i n g  a i d  to  o t h e r  f r i e n d l y  n a t i o n s  which a r e  
a s s o c i a t e d  w i t h  the  U n i t e d  S t a t e s  i n  r e s i s t a n c e t o  Communist a f ~ r e e s i o n .  
T h i r d ,  i t  means s t r e n g t h e n i n g  our  economic  p o t e n t i a l ~  F o u r t h ,  i t  means 
d o i n g  a l l  t h i s  i n  a manner which c o n v i n c e s  e v e r y b o d y  t h a t  t he  bu rdens  
and t h e  s a c r i f i c e s  t h e y  have  to  b e a r  a r e  d i s t r i b u t e d  i n  a f a i r  and 
e q u i t a b l e  manner .  Th i s  l a t t e r ,  a g a i n ,  i s  an i m p o r t a n t  a s p e c t .  I t  i s  
a program~which  c a n n o t  be r e g a r d e d  o n l y  as  a t e s t  o f  power ,  bu t  where 
t he  c o n v i c t i o n  t h a t  t h e  way we do t h i n g s  i s  s u p e r i o r  t o  the  way t h i n g s  
a r e  done i n  a d i c t a t o r i a l  reg ime must become a common c o n v i c t i o n .  

How does  t h e  p u r p o s e  o f  economic  s t a b i l i z a t i o n  f i t  ~ n t o  t h e  b r o a d e r  
a s p e c t s  o f  ou r  n a t i o n a l  o b J e c t i v e T  I f  I may u se  an  example  o f  a v e r y  
ex t r eme  c h a r a c t e r ,  someone c o u l d  s u g g e s t  t h a t  i n  o r d e r  t o  b r i n g  i n f l a -  
t i o n  t o  a h a l t  i m m e d i a t e l y ,  y o u  o n l y  n e e d  t o  c u t  down t h e  d e f e n s e  p r o -  
gram t o  o n e - h a l f  o r  l e s s ,  and t h e r e  would be no p rob l em o f  i n f l a t i o n  
l e f t .  O b v i o u s l y ,  t h i s  would  be an example  where the  method o f  a c h i e v i n ~  
s t a b i l i z a t i o n  would c o n t r a d i c t  t he  a c h i e v e m e n t  o f  ou r  n a t i o n a l  o b j e c t i v e .  
I n  t h i s  c a s e ,  and u s i n g  such  an ex t r eme  example ,  i t  i s  e a s y  t o  see  t h a t  
t h e r e  a r e  p r o b l e m s  o f  c o n f l i c t  be tween  the  o b j e c t i v e s .  

/ 

Take ,  f o r  i n s t a n c e ,  t h e  r e c e n t  d i s c u s s i o n  a b o u t  t h e  c u r t a i l m e n t  o f  
bank c r e d i t .  We have t a k e n  f o r  ~ r a n t e d  t h a t  t he  c u r t a i l m e n t  o f  bank 
c r e d i t  i 8  a n t i - i n f l a t i o n a r y .  You migh t  t h e r e f o r e  s a y  t h a t  bank c r e d i t  
s h o u l d  b e  c u r t a i l e d .  ~ t  l e t  us  s ee  what has  been  done w i t h  t h a t  bank 
c r e d i t  throu@h the  l a s t  s i x  months .  We f i n d ,  f o r  i n s t a n c e ,  t h a t  we have  
increased inventories by approximately I0 billion dollars. That accumu- 
lation of inventory has to a large extent been financed by bank credit. 

Some of these inventories were raw materials which were acquired 
by businesses which wanted to get ahead of the other fellow. They 
a n t i c i p a t e d  f u t u r e  s h o r t a g e s  and  t h e y  wanted  t o  have  w h a t e v e r  might  be 
n e e d e d  i n  t h e  f u t u r e .  To t h a t  e ~ t e n t  p e r h a p s  we d i d  no t  g e t  t h e  b e s t  
d i s t r i b u t i o n  o f  t h e s e  raw m a t e r i a l s .  P e r h a p s  some o f  t h e  a c c u m u l a t i o n s  
o f  i n v e n t o r y  have  i m p a i r e d  war p r o d u c t i o n ,  b e c a u s e  somet imes  m a n u f a c -  
t u r e r s  w i t h  d e f e n s e  o r d e r s  may have  f o u n d  t h e m s e l v e s  s h o r t  o f  raw m a t e r i a l s  
where o t h e r s  g o t  them. 
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B~t I t h i n k  more o f t e n  we have had  a d i f f e r e n t  s i t u a t i o n ,  Take t h e  
case of many durable goods, consumer goods, where we can expect future 
curtailment and shortages. During the last six months these facilities, 
manpower, and materials were still available. These industries were 
running at full capacity. At the same time we began to curtail the de- 
mand by specific credit controls--Regulatlon W and so forth. It was 
c e r t a i n  t h a t  as  l o n g  as  we had the  f a c i l i t i e s ,  t h e y  would be u t i l i z e d ,  
because  c u t b a c k s  would come e a r l y  enough.  We were a b l e  t o  run a t  f u l l  
c a p a c i t y ,  because  t h r o u g h  c r e d i t  i t  was p o s s i b l e  to  f i n a n c e  l a r g e  i n v e n -  
t o r y  h o l d i n g s  by m a n u f a c t u r e r s  and by d e a l e r s .  So we a re  l i k e l y  t o  e n t e r  
a p e r i o d  of  c u r t a i l m e n t  w i t h  an ample c u s h i o n  t h a t  w i l l  come i n  v e r y  

handy a t  t h a t  t i m e .  

There  i s  no q u e s t i o n  t h a t  t h e  i n v e n t o r y  a c c u m u l a t i o n  f i n a n c e d  by 
c r e d i t  has  added  to  our  i n f l a t i o n a r y  p rob lem.  But t o  c o n c l u d e  t h a t  i t  
s h o u l d  have been cu t  o f f  and  peop le  shou ld  not  have such  i n v e n t o r y  a c c u -  
m u l a t i o n s  and such c r e d i t  e x p a n s i o n  r e q u i r e s  an a n a l y s i s  of what harm 
would have been  done i f  t h e r e  had been some i d l e  c a p a c i t y ,  i f  we had 
e n t e r e d  t h i s  p e r i o d  of  s h o r t a g e s  w i t h o u t  t h a t  f a t  t h a t  we have a c c u m u l a t e d .  

Gent lemen,  I don t t want to  g i v e  you  an answer  to  t h i s  q u e s t i o n .  I 
o n l y  want to  use  t h i s  as  an example t o  d e m o n s t r a t e  t h a t  w i t h  r e s p e c t  t o  
each  problem we have  to  l o o k  a t  what i s  i n v o l v e d  i n  the  problem of  s t a b i -  
l i z a t i o n  as  r e l a t e d  to  our  ma~or o b j e c t i v e  of  m o b i l i z a t i o n .  

The r e c o n c i l i a t i o n  o f  the  pu rposes  of  economic s t a b t l i z a t ~ o n ,  the  
p u r p o s e s  o f  an a l l - o u t  m o b i l i z a t i o n  o f  our p r o d u c t i v e  r e s o u r c e s ,  o f  
a d d i n g  to  our  p o t e n t i a l  s t r e n g t h  by m o d e r n i z a t i o n  of  equ ipmen t ,  of  s t o c k -  
piling, of the use of official stockpiles as well as the stockpiles that 
we find in hundreds and thousands of individual businesses and even in 
some of  t h e  h o m e s - - a l l  t h e s e  problems must be i n t e r r e l a t e d .  We must 
a c h i e v e  economic s t a b i l i z a t i o n  i n  a manner which i n  i t s e l f  w i l l  p romote  
rather than impair the mobilization effort as  a whole. That is why we 
canno t  approach  t h i s  problem i n  any  nar row f a s h i o n ,  l o o k i n g  o n l y  a t  
s t a b i l i z a t i o n  and not  l o o k i n g  a t  what harm a p o l i c y  t h a t  may b r i n g  about  
stabilization may possibly do in other respects. 

I am personally convinced--that is the assumption with which I am 
a p p r o a c h i n g  t h i s  p r o b l e m - - t h a t  t h e  o b j e c t i v e s  o f  p r e p a r e d n e s s  and  
stabilization in the last analysis can be, and must be, reconciled. I 
am c o n v i n c e d  t h a t  n o t h i n g  i s  so ha rmfu l  to  a m o b i l i z a t i o n  e f f o r t  a s  
c o n t i n u e d  i n f l a t i o n .  C o n t i n u e d  i n f l a t i o n  would d i s t o r t  our  p rocu remen t  
program. Continued inflation would create a sense of injustice being 
done to many people with fixed income. Continued inflation would under- 
mine the morale which I think is one of the most important, if not the 
most important, factor in a national effort of the kind in which we are 

engaged. 
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I will now very briefly review the experience of the Second World 
War w i t h  r e s p e c t  to  the  s t a b i l i z a t i o n  program,  i n  o r d e r  s u b s e q u e n t l y  
to  e x a ~ i n e w h a t  the d i f f e r e n c e s  and s i m i l a r i t i e s  a r e  be tween  the  t a s k  
o f  s t a b i l i z a t i o n  d u r i n g  the  Second World War and t he  t a s k  of  s t a b i l i -  
z a t i o n  t h a t  c o n f r o n t s  us i n  the  p r e s e n t  s i t u a t i o n .  Then in  t h e  f i n a l  
section of this lecture I will outline the policy of economic stabili- 
zation. 

What I have  to  s ay  i8  to  a l a r g e  e x t e n t  b a s e d  on the  m a t e r i a l  t h a t  
has  been i n c o r p o r a t e d  i n  the  P r e s i d e n t l s  economic r e p o r t  and in  the  
r e v i e w  o f  the  Counc i l  o f  2conomic  A d v i s e r s ,  which were s u b m i t t e d  to  the  
President as a basis for his report. 

Thinking first of the experience of the Second World War, let us 
remember the general characteristics of the defense and war program 
that started in June 1940, with the fall of France. The war program 
grew year by year until it reached the size of about 45 percent of our 
so-called gross national product, which is a measurement of the total 
goods and services produced within a year, whether for civilian or 
government purposes. You may remember, we exceeded the i00 billion 
dollar Federal budget. I think the "relationship of the war program to 
total production is a better measurement than the dollar, which had 
such a different value at that time from what it has today. 

Nowt most  i m p o r t a n t  f o r  an u n d e r s t a n d i n g  o f  the  e f f o r t  of  the  Second  
World War i s  t h e  f a c t  t h a t  f rom 1940 t o  1944 our  t o t a l  p r o d u c t i o n ,  meas-  
u r e d  i n  p h y s i c a l  t e r m s ,  i n c r e a s e d  by  more than 60 p e r c e n t .  

You w i l l  remember t h a t  the  d e f e n s e  program s t a r t e d  a t  a t ime  when 
t h e  U n i t e d  S t a t e s  was emerging  from t h e  l o n g ,  d rawn-out  r e c e s s i o n ,  de -  
p r e s s i o n ,  s low r e c o v e r y .  There  were s t i l l  many u n e m p l o y e d - - 8  m i l l i o n  
p e r h a p s - - a t  t h a t  t i m e .  AS a m a t t e r  o f  f a c t ,  d u r i n g  the  d e f e n s e - w a r  
p rogram,  abou t  17 m i l l i o n  were added  to  t he  a c t i v e  manpower f o r c e ,  There 
was an increase of about ,ii million in the armed forces and 6.5 million 

w e r e  added t o  civilian emplo~raent.  

This mobilization of productive resources was facilitated by a 
policy which permitted some increase in prices during the initial years. 
At t h a t  t ime  the  i n c r e a s e  i n  p r o d u c t i o n  was somewhat p romoted  by an 
elastic stabilization policy. The increase in consumer prices all 
throngh the war period amounted to a maximu,n of about 25 percent. This 
was more than was believed compatible with the plans and programs of 
the President. But some increase in prices probably IS unavoidable when 
a country emerges from a depression and shifts its whole productive 
activities into high gear. 
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I may remind you t h a t  d u r i n g  t h e  whole d e f e n s e  and war p e r i o d  we 
f i n a n c e d  abou t  48 p e r c e n t  o f  F e d e r a l  e x p e n d i t u r e s  by t a x e s .  That  means 
t h a t  more t h a n  o n e . h a l f  o f  t he  e x p e n d i t u r e s  were f i n a n c e d  by bo r rowing .  
You may remember t h a t  P r e s i d e n t  R o o s e v e l t  a s k e d  Congress  a g a i n  and 
a g a i n  f o r  h i g h e r  t a x e s  than  0 e n t r e e s  a c t u a l l y  a d o p t e d .  But t h e  P r e s i -  
den t  n e v e r  d i d  ask  f o r  t a x e s  t h a t  would have seemed s u f f i c i e n t  t o  
c o v e r  the  whole b u d g e t .  He asked  f o r  more t h a n  he g o t .  The o b j e c t i v e  
was to  f i n a n c e  pe rhaps  66 p e r c e n t  of  e x p e n d i t u r e s  by t a x e s .  Gongress  
a c t u a l l y  a d o p t e d  t a x e s  t h a t  d i d  f i n a n c e  a l i t t l e  b i t  l e s s  t h a n  50 p e r -  
c e n t  o f  e x p e n d i t u r e s .  

j u s t  f o r  compar i son  I J o t t e d  down some f i g u r e s ,  which migh t  be o f  
some i n t e r e s t .  Dur ing  the  Y i r s t  World War, from I917 t o  1919, t he  
U n i t e d  S t a t e s  Yeders~l Government met ~0 p e r c e n t  o f  i t s  e x p e n d i t u r e s  by 
t a x e s .  Dur ing  t h e  War Between the  S t a t e s ,  1861 t o  1865, ~he p e r c e n t a g e  
yes  23. So, by compar ing  t h e s e  f i g u r e s ,  23 and ~O and 45, you  can see  
t h a t  some p r o g r e s s  has  been m ~ e .  

Even though  t h i s  r e c o r d  p e r c e n t e ~ e w i s e  d o e s n ' t  l o o k  too  good,  i n  
f a i r n e s s  I v a s t  t o  quo te  some f i g u r e s  o f  an  a b s o l u t e  c h a r a c t e r  which 
w i l l  p u t  t h i s  r e c o r d  i n  a somevhat  b e t t e r  l i g h t .  The whole ~ e d e r a l  
t a x  revenue  i n  1939 was 5 b i l l i o n  d o l l a r s .  I n  1945 i t  was 48 b i l l i o n ,  
an i n c r e a s e  o f  a b o u t  n i n e  t i m e s .  

I d o n l t  want to  go i n t o  much d e t a i l  h e r e ,  ~u t  I may men t ion  t h a t  
e t h e r  c o u n t r i e s  d i d  J u s t  a l i t t l e  b i t  b e t t e r ,  t hough  not  much. Grea t  
~ r i t a i n  d u r i n g  the  same p e r i o d  f i n a n c e d  52 p e r c e n t  of  i t s  budge t  by 
t a x e s .  There wee o n l y  one c o u n t r y  i n  t he  wor ld  which f i n a n c e d  t h e  
Second World War on t h e  p a y - a s - y o u - g o  b a s i s ,  and t h a t  y e s  S o v i e t  R u s s i a .  
I don'  t want anybody ,  vhen I l a t e r  a d v o c a t e  t h a t  we go on a p a y ,  a s - y o u - g o  
b a s i s ,  t o  s ay  t h a t  X want to  i m i t a t e  R u s s i a .  But t h a t  i s  a f a c t .  

I s hou ld  h a s t e n  to  men t ion  t h a t  S o v i e t  l ~ e s i a  u s e s  somewhat ~ l f f e r -  
e n t  te rms  i n  m e a s u r i n g  whe the r  a budge t  i s  ba2anced or  n o t .  A c c o r d i ~  
to  t h e  S o v i e t  R u s s i a n  t e r m i n o l o g y ,  t he  l o a n s ,  n o t  t h e  bank l o a n s ,  sub-  
s c r i b e d  to  by ~he p o p u l a t i o n ,  which a r e  t o  a l a r g e  e n t e n t  p r a c t i c a l l y  
f o r c e d  l o a n s ,  a r e  r e g a r d e d  l i k e  t a ~  r e v e n u e .  About 10 p e r c e n t  o f  t h e  
R u s s i a n  w~r budge t  i s  c o n s i d e r e d  f i n a n c e d  by e tmicompu l so ry  i n d i v i ~ u J l  
s a v i n g s  and about  90 p e r c e n t  was f i n a n c e d  by t a x e s .  

How was i t  p o s s i b l e  t hus  t o  a c h i e v e  a c e r t a i n  s t a b i l i t y  i n  t h e  
p r i c e  l e v e l  i n  the  U n i t e d  S t a t e s  d u r i r ~  the  Secon~ Worl~ Wary I s h o u l d  
have s a i d  t h a t  t he  p r i c e  i n c r e a s e ,  which a t  t h e  maximum amounted to  25 
p e r c e n t ,  p r o c e e d e d  i n  a somewhat f l a t t e n e S - c u t  c u r v e ;  and d u r i n g  t h e  
l a s t  two and  a h a l f  y e a r s  of  the  war the  i n c r e a s e  i n  consumer p r i c e s  was 
o n l y  a v e r y  modera te  one.  One can say  t h a t  t h e  s t a b i l i z a t i o n  p o l i c i e s  
d u r i n g  the  Second World War were f a i r l y  s u c c e s s f u l .  
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How was i t  ach ievedT  I t  was a c h i e v e d  by t he  f a c t  t h a t  t he  war 
p o l i c i e s  were s u p p o r t e d  by d i r e c t  c o n t r o l s .  ~ u s i n e e s  c o u l d  n o t  i n v e s t  
money, c o u l d  no t  i n c r e a s e  i t s  i n v e n t o r y ,  c o u l d  no t  add t o  p l a n t  e q u i p -  
ment ,  e x c e p t  i n  t h e  m u n i t i o n s  i n d u s t r y  o r  i n  raw m a t e r i a l s  which  were 
d i r e c t l y  r e l a t e d  to  m u n i t i o n s  p r o d u c t i o n .  Consumers were l i m i t e d  i n  
what they could spend, because there were shortages in things like auto- 
mobiles, washing machines, and refrigerators; or consumer spending was 
limited by rationing. At the same time prices were rigidly controlled. 
We had a situation in which business and individuals could not spend 
the money they had; that meant a sort of forced savings. It was not 
forced savings by any law--when you have income and you can't spend it 
for anything, then you save. As a matter of fact, in the year 1944 
business and consumers saved more than 40 billion dollars in this man- 
ner, which would be about equivalent at present prices to almost 50 
billion. That was the main method by Which stabilization was achieved. 

That has been called the method of suppressed inflation. It was 
this suppressed inflation that became clear in the aftermath of the war. 
After controls were removed, people had a tremendous amount not only of 
deferred demand for automobiles, washing machines, and houses, but they 
also had the liquid means, the liquid assets, which could be used for 
f i n a n c i n g  b u s i n e s s  demands and consumer  demands i n  t he  p o s t w a r  p e r i o d .  
T h a t ,  i n  the  a b s e n c e  o f  c o n t r o l s ,  i s  what gave  u s  t h e  p o s t w a r  i n f l a t i o n  
which we had in the years 1946 to 1948. 

I t  i s  i n  a way n a t u r a l  t h a t  on t he  b a s i s  o f  t h a t  e x p e r i e n c e  one 
s a y s ,  "No. We d o n l t  went t o  do i t  t h e  same way a g a i n . "  I submi t  t h a t  
t h e  h i s t o r i a n  o f  economic  l i t e r a t u r e  i s  a l r e a d y  f a m i l i a r  w i t h  t h a t  p h e -  
nomenon. S i n c e  t he  N a p o l e o n i c  w a r s - - a n d  I am su re  b e t t e r  h i s t o r i a n s  go 
f u r t h e r  b a c k - - y o u  w i l l  o b s e r v e t h a t  a lways  a f t e r  a war t h e  t h e o r y  has  
b e e n ,  "We s h o u l d  f i n a n c e  a war e n t i r e l y  by t a x a t i o n .  R Then t h a t  i s  
a lways  f o r g o t t e n  i n  f i n a n c i n g  a new war.  

I believe that if we should get into an all-out war, we will have 
to re-examine the problem of financing. We will have to balance the 
desirability of avoiding any postwar inflation a~ainst the problem of 
what very excessively high taxes may do to production and to incentive, 
to economicmanaEement , and so forth. But what we have to recognize 
now i s  t h a t  t h e  p r e s e n t  s i t u a t i o n  i s  q u i t e  d i f f e r e n t  f rom t h e  s i t u a t i o n  
o f  an a l l - o u t  war.  

I w i l l  now b r i e f l y  d i s c u s s  t h e  n a t u r e  o f  the  p r e s e n t i n f l a t i o n ,  in  
o r d e r  to~ c o n t r a s t  i t  w i t h  ou r  e r 0 e r i e n c e  i n  t he  Second World War. 

Yirst, I will mention the size of our total program. I am 
speaking now of the so-called security program, which includes the 
military program, the foreign aid program, the atomic ener~ program, 
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and o t h e r  d e f e n s e  p rograms  which  a r e  o f  a n o n m i l i t a r y  c h a r a c t e r .  You 
know t h a t  t h i s  p rogram as  a who le ,  as  o u t l i n e d  i n  a p p r o p r i a t i o n  r e -  
q u e s t s ,  or  e s t i m a t e s  f o r  coming a p p r o p r i a t t , o n  r e q u e s t s ,  i s  o f  t he  
g e n e r a l  magn i t ude  o f  be tween  140 and 1 .~  b i l l i o n  d o l l a r s .  I t  has  been  
e s t i m a t e d  i n  t he  P r e s i d e n t ' s  economic  r e p o r t  t h a t  by the  end o f  t h i s  
y e a r  t h e s e  s e c u r i t y  proErams may run  a t  an e x p e n d i t u r e  r a t e  o f  ~omewhere 
between 45 and 55 billion dollars. That means about 15 percent of the 
g r o s s  n ~ t i o n a l  p r o d u c t  as  i t  p r o b a b l y  w i l l  be B e f o r e  t he  end o f  t h i s  
y e a r .  Compare t h a t  15 p e r c e n t  w i t h  t h e  45 p e r c e n t  which  we had  as  a 
maximum d u r i n g  t h e  Second World War and  you w i l l  s ee  t h a t  t h i s  s t i l l  i s  
f a r  f rom what can  b e  c a l l e d  a war e f f o r t .  I t  i s  a p rog ram of  q u i t e  
d i f f e r e n t  s i z e .  

Second,  i t  i s  a p rogram t h a t  h a s  t h i s  c h a r a c t e r i s t i c :  I t  i s  a 
p r e p a r e d n e s s  p rogram;  t h a t  means  two t h i n g s .  One, i t  means i n c r e a s i n g  
m i l i t a r y  p r e p a r e d n e s s ,  and a t  t h e  same t ime a lways  b e i n g  r e a d y  t o  s t e p  
up f rom a p r e p a r e d n e s s  t o  an  a l l - o u t  war p rog ram.  I t  means f u r t h e r  t h a t  
t h e r e  i s  an  a b s o l u t e  u n c e r t a i n t y  a b o u t  t h e  t i m i n g .  Such a t r u e  emergency  
s i t u a t i o n  may o c c u r  a t  any  t i m e .  I t  may o c c u r  a f t e r  5 o r  10 y e a r s .  The 
preparedne~ss  p r o g r ~ n  i s  a t o o l  o f  f o r e i g n  p o l i c y  and t h e  f o r e i g n  p o l i c y  
is a long-term foreign policy. We don' t know how long it will last until 
t h e  o b j e c t i v e  i s  a c c o m p l i s h e d .  

These three factors--the relatively small size, pardon me if I call 
50 billion small, I am not using quite the right words--compared to the 
Second World War, s m a l l e r - l e t  me p u t  i t  t h a t  w a y - - u n c e r t a i n t y  a b o u t  t h e  
c h a r a c t e r  and a b o u t  the  d u r a t i o n  c r e a t e  c o n d i t i o n s  which  a r e  u t t e r l y  
d i f f e r e n t  f rom t h e  s i t u a t i o n  o f  t h e  Second  World War. 

Second ,  i t  i s  n o t  o n l y  a d i f f e r e n t  pro&Tam; t h e r e  a r e  a l s o  d i f f e r e n t  
economic  c o n d i t i o n s .  Th i s  t ime t h e  pro&Tam s t a r t e d  when t he  economy was 
r u n n i n g  a t  a v e r y  h i g h  l e v e l  of  employment .  You remember t h a t  by t h e  
midd le  o f  1950,  a t  t h e  t ime  o f  t he  Korean  o u t b r e a k ,  we had  emerged  p r e t t y  
w e l l  f rom t h e  r e c e s s i o n  o f  1949 and were a p p r o a c h i n g  l e v e l s  of  ~ c t i v i t y  
which  c o u l d  be c a l l e d  f u l l - e m p l o y m e n t  l e v e l s .  

T h i r d ,  we had a d i f f e r e n t  a t t i t u d e  o f  t h e  p e o p l e ,  which  must  be 
t a k e n  i n t o  a c c o u n t .  The p e o p l e  had  gone t h r o u g h  t h e  e x p e r i e n c e  o f  a 
v e r y  l i m i t e d  and  mi ld  war i n f l a t i o n  and  a r a t h e r  s e v e r e  p o s t w a r  i n f l a -  
t i o n .  Tha t  e x p e r i e n c e  Ss i n  e v e r y b o d y  t s memory. You need  o n l y  t o  l o o k  
at the difficulty which we are facing, for instance, in the savings 
campaign i n  o r d e r  t o  r e a l i z e  t h a t  we a r e  hawing a d i f f e r e n c e  i n  t h e  
p s y c h o l o g y .  I Aont t  want t o  say  t h a t  t h e  p e o p l e  have  assumed a d e f e a t i s t  
a t t i t u t d e  w i t h  r e s p e c t  t o  t h e  v a l u e  o f  t he  d o l l a r .  I t h i n k  t h a t  would  
be a wrong s t a t e m e n t .  As a m a t t e r  o f  f a c t ,  I have  been  amazed t o  s ee  t h a t ,  
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f o r  i n s t a n c e ,  s a l e s  o f  l i f e  i n s u r a n c e  p o l i c i e s  have r e a l l y  gone t h r o u g h  
t he  r o o f  o f  t he  c h a r t .  The i n c r e a s e s  a r e  l a r g e l y  i n  g r o u p  i n s u r a n c e ,  
i t  i s  t r u e ;  b u t  t he  t r e n d  i s  a l s o  e v i d e n t  i n  s o - c a l l e d  o r d i n a r y  i n s u r -  
a n c e .  I m e n t i o n  the  f a c t  o n l y  t o  i n d i c a t e  t h a t  t he  p e o p l e  by and l a r g e  
have trust in the dollar, which of course puts a heavy responsibility 
on t he  Government .  ~nd t h e  p e o p l e - - t h i s  i s  my b a s i c  p o i n t - - a r e  n o t  
t a k i n g  q u i t e  so much f o r  g r a n t e d  now as  t h e y  d i d  i n  1940.  

Also  i t  must  be r e c o g n i z e d  t h a t  w i t h  r e s p e c t  to  c o n t r o l s  t h e  a t t i -  
t u d e  o f  the  p e o p l e  i s  d i f f e r e n t .  I t  i s  t r u e ,  we had  p o p u l a r  demand 
f o r  a l l - o u t  f r e e z e  when p r i c e s  went up .  Tha t  was a t  a t ime  when t h e  
Government was no t  p r e p a r e d  to  impose such a f r e e z e .  ~u t  i t  i s  c e r -  
t a i n l y  t r u e  t h a t  i n  a p r e p a r e d n e s s  p rog ram,  when p e o p l e  a r e  somewhat 
u n c e r t a i n  how s e r i o u s  the  s i t u a t i o n  i s ,  we have  a d i f f e r e n t  a t t i t u d e  
f rom what we have  i n  a s i t u a t i o n  o f  m a j o r  war .  Tha t  a g a i n  must be t a k e n  
i n t o  c o n s i d e r a t i o n .  

Wel l ,  what  f o l l o w s  f rom a l l  t h a t  I have s a i d  i s  t h a t t h e  immed ia t e  
p r e p a r e d n e s s  p rogram,  t h e  immedia te  b u i l d i n g  up o f  m i l i t a r y  s t r e n g t h ,  
must  be accompan ied  by an  e f f o r t  t oward  a much more l o n g - r u n  s t r e n g t h -  
e n i n g  o f  the  economy. We must aim a t  a s i t u a t i o n  i n  which  the  economy 
w i l l  be s t r o n g  enough t o  c a r r y  t he  heavy  d e f e n s e  l o a d  w i t h o u t  the  n e c e s -  
s i t y  o f  v e r y  s e v e r e  r e s t r i c t i v e  c o n t r o l s ,  which a r e  b e a r a b l e  i n  an 
emergency  o f  s h o r t  d u r a t i o n ,  bu t  w i l l  b e  v e r y  a n n o y i n g  i f  c o n t i n u e d  o v e r  
a v e r y  l o n g  p e r i o d  o f  t ime .  T h e r e f o r e  the  emphasis  must  be on a l l  p o l -  
i c i e s  t h a t  a r e  l i k e l y  t o  p romote  i n c r e a s e d  p r o d u c t i o n  and i n c r e a s e d  
e f f i c i e n c y  and  p r o d u c t i v i t y .  Tha t  p o l i c y  must  be r e c o n c i l e d  w i t h  a 
p o l i c y  o f  economic  s t a b i l i z a t i o n .  

I want t o  use  t h e  l a s t  few m i n u t e s  J u s t  t o  s ay  a few words a b o u t  a 
s t a b i l i z a t i o n  p rogram t h a t  s h o u l d  s t a n d  two t e s t s :  One, t h a t  i t  d o e s n ' t  
i m p a i r  i n c e n t i v e  f o r  more and more e f f i c i e n t  p r o d u c t i o n ;  and ,  on t h e  
o t h e r  hand,  one t h a t  a i d s  i n  a c h i e v i n g  s t a b i l i z a t i o n .  

The p rob lem i s  d i f f i c u l t  f o r  the  f o l l o w i n ~  r e a s o n s :  More p r o d u c t i o n  
means more p a r t i c i p a t i o n  i n  t he  l a b o r  f o r c e .  You c a n l t  g e t  more p a r t i -  
c i p a t i o n  f rom t h e  m i l l i o n s  o f  employed  a t  t h i s  t i m e ,  when the  economy i s  
r u n n i n ~  a t  a h i g h  l e v e l .  You must  g e t  i t  by  i n d u c i n g  more peop le - -women  
and o l d e r  p e o p l e - ~ i n t o  a c t i v e  employment ,  which  means o f f e r i n g  a wage 
t h a t  makes such  employment  a t t r a c t i v e .  I t  a l s o  w i l l  mean l o n g e r  work ing  
h o u r s  s o o n e r  o r  l a t e r .  The a v e r a g e  work week has  been l e n g t h e n e d  a l -  
r e a d y  and f u r t h e r  l e n g t h e n i n g  may become n e c e s s a r y .  I t  means,  f i n a l l y ,  
t h e  need  f o r  more b u s i n e s s  i n v e s t m e n t  i n  o r d e r  to  i n c r e a s e  p r o d u c t i v i t y  
and t he  e f f i c i e n c y  o f  our  o u t p u t .  
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So you see the  d i f f e r e n c e  between the  s i t u a t i o n  now compared to  
the  Second World War. At t h a t  t ime we p r a c t i c a l l y  i n h i b i t e d  a l l  i n -  
v e s t m e n t s  excep t  i n  d i r e c t  m u n i t i o n s  i n d u s t r i e s .  This  t ime  we a r e  
emphas iz ing  the  need  f o r  b u i l d i n g  up i n v e n t o r i e s  and t h e  need f o r  
b e t t e r  p r o d u c t i v e  equ ipment ,  because  we a re  embarking  on a l o n g - r u n  
program.  The need i s  no t  f o r  an a l l - o u t  e f f o r t  t h a t  w i l l  throw e v e r y -  
t h i n g  i n t o  the  b a t t l e ;  bu t  we must be p r e p a r e d  f o r  a l o n g - t i m e  program.  

Now, t h e  consequences  o f  e v e r y t h i n g  we do have consequences  f o r  
t he  t a x  program,  because ,  a g a i n ,  t h i s  i s  p o s s i b l y  an  e f f o r t  o f  l o n g  
d u r a t i o n .  The wors t  may s t i l l  be b e f o r e  u s .  We may have much h i g h e r  
e x p e n d i t u r e s  i n  t h e  f u t u r e .  T h e r e f o r e  the  P r e s i d e n t ,  on t h e  a d v i c e  
o f  t he  Gounc i l  has  d e c l a r e d  t h a t  h i s  p o l i c y  i s  one o f  p a y - a s - w e - g o .  
He wants  no d e f i c i t s  i n  t he  budge t  e x c e p t  t h o s e  t e m p o r a r y  d e f i c i t s  
which a r e  u n a v o i d a b l e  when e x p e n d i t u r e s  t e m p o r a r i l y  p r o c e e d  f a s t e r  t h a n  
the  r e c e i p t s  from new t a x e s  f l ow  i n .  

That  i s  d i f f i c u l t ,  because  t a x e s  were g r e a t l y  i n c r e a s e d  d u r i n g  the  
Second World War and have been r e l a x e d  o n l y  v e r y  m i l d l y  i n  the  p o s t w a r  
p e r i o d .  ]~At t h e  P r e s i d e n t  has  made a l l  p o s s i b l e  e f f o r t s  t h r o u g h  t h e  
S e c r e t a r y  o f  the  T r e a s u r y  i n  t e s t i m o n y  b e f o r e  Congress  t o  o b t a i n  the  
n e c e s s a r y  t a x  l e g i s l a t i o n .  Thus f a r  an i n c r e a s e  i n  revenue  has  r e s u l t e d  
from an expanded t a x  b a s e ,  more income,  h i g h e r  p r i c e s ,  p l u s  the  new t a x  
l e g i s l a t i o n  t h a t  Congress  has  a l r e a d y  a d o p t e d .  The i n c r e a s e  i n  t a x  
revenue  c r e a t e d  budget  s u r p l u s e s ,  which i s  q u i t e  a d i f f e r e n  t e x p e r i e n c e  
f rom the  e x p e r i e n c e  a t  t h e  end of  the  Second World War. The o u t l o o k  f o r  
1952, however ,  i s  such  t h a t  a v e r y  s u b s t a n t i a l  i n c r e a s e  i n  t a x  l e g i s l a -  
t i o n  i s  needed  i n  o r d e r  to  m a i n t a i n  t h a t  r e c o r d  of  the  p a y - a s - y o u - g o  

p o l i c y .  

Xt i s  our  o p i n i o n - - w h i c h  i s  e x p r e s s e d  and documented i n  t h e  economic 
r e p o r t - - t h a t  a t a x  program d e s i g n e d  to  a c h i e v e  t h e  o b j e c t i v e  o f  p a y - a s -  
you-go  i s  c o m p a t i b l e  w i t h  l e a v i n g  s u f f i c i e n t  i n c e n t i v e  i n  i n d i v i & u a l  
b u s i n e s s .  I t  means an  i n c r e a s e  to  a b o u t  18 p e r c e n t  i n  t h e  F e d e r a l  Tax 
l o a d  as  compared w i t h  t h e  n a t i o n a l  income;  and t h a t  l e a v e s  s u f f i c i e n t  
f u n d s  f o r  b u s i n e s s  t o  modern ize  p l a n t  and equ ipmen t ,  and s u f f i c i e n t  i n -  
c e n t i v e  f o r  the  p e r f o r m a n c e  of  work. 

The second e l emen t  i n  a s t a b i l i z a t i o n  program i s  c r e d i t  p o l i c y .  
The e a p h a s i s  o r i g i n a l l y  was on s p e c i f i c  and s e l e c t i v e  c r e d i t  c o n t r o l s  i n  
o r d e r  t o  a c h i e v e  c u r t a i l m e n t  where i t  would be t h e  l e a s t  h a r m f u l  and  a t  
t h e  same t ime p e r m i t  s u f f i c i e n t  c r e d i t  f o r  work ing  c a p i t a l  i n  a manner 
t h a t  would be d e s i r a b l e  i n  t he  e a r l y  s t a g e s  o f  t h e  p r e p a r e d n e s s  program.  
But ,  as  you  know now, u n d e r  t h e  i n i t i a t t v e  o f  t h e  P r e s i d e n t  and of  
Mr. W i l s o n - - o f  the  O f f i c e  o f  Defense  M o b i l i z a t i o n ,  a program f o r  r e -  
s t r i c t i o n  o f  g e n e r a l  c r e a i t  i s  b e i n g  deve loped  and  may be a v a i l a b l e  w~th in  

a s h o r t  t i m e .  
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Thirdly, price and wage policies have gotten under way too slowly 
in the ~pinion of many people. But it was recognized, I believe, that 
in a period of cold war, which is different from a hot war, compliance 
with such controls would not be adequate before the real enforcement 
machinery had been organized and built up. 

What is the general function of price and wage controls in a cold 
war? Let us take a look at the character of the inflation mechanism 
that we have seen during the last six months. What we had was a strange 
phenomenon of inflation without government deficits. We had inflation 
in anticipation of government programs which actually had not yet gotten 
under way on a big scale. 

Prices went up in anticipation of the impact of the defense program. 
Wages then followed suit. In some cases wages went ahead and prices 
followe~. It was a general principle of escalation. That means that, 
for instance, in the first stages of price control, when the costs of 
imported raw materials went up--and they went up plenty~thenimmediately 
the prices of processed goods went up too. It means that increases in 
cost were added to the permlssable prices of final products. In some 
cases even profits were added on a percentage scale of the inflated 
cost. 

We had escalation in wages where the cost of living adjustments 
were translating higher consumer prices pretty promptly into higher 
wages. The same principle prevailed in farm prices. The objective of 
price and wage control is to interrupt that vicious spiraL. 

That can be done only by absorption. It means that some cost in- 
creases must be absorbed. Profits are high now; so there is a certain 
margin for absorption. The recent policy of the Office of Price Stabi- 
lization has been to move in the direction of moderate absorption. I 
say "moderate" because it is always emphasized that there is a necessity 
of permitting sufficient incentive for production and more production 
has been considered. But the tendency is toward absorption in lleu of 
escalation. 

If this policy is further pursued and if then, after some price 
stabilization is accomplished, the escalation of wages and farm prices 
is also slowed down, then I think we will be moving toward a "hold the 
line u policy. That is what I think will eventually be necessary in an 
effort to reconcile the needs of stabilization and the production needs 
of mobilization. 

The remaining time will be used for questions that you may care to 
ask. I don't promise that I can answer all the questions. 
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~JESTION: T h e r e  i s  a d e c r e a s e d  demand now f o r  consumer  g o o d s - -  
t e l e v i s i o n  and s e v e r a l  o t h e r  c o m m o d i t i e s - - i n  f i e l d s  where t he  demand 
has  been  s a t i s f i e d .  We a r e  c o n t i n u i n g  a p o l i c y  o f  guns and b u t t e r .  
A f t e r  t h e  war t h e r e  was a b i g  demand, but  we had a l o t  o f  s a v i n g s  t o o ;  
so we c o u l d  r e c o n v e r t  e a s i l y .  What i s  g o i n g  to  happen  i f  a f t e r  a y e a r  
o r  so t h e  s i t u a t i o n  w i t h  R u s s i a  e a s e s  up and we c u t  down on our  d e f e n s e  
program? 

DR. COLM: Tha t  i s  a v e r y  good q u e s t i o n .  I r e a d  t he  o t h e r  d a y - -  
X t h i n k  i t  was i n  t h e  Wall  S t r e e t  J o u r n a l - - t h a t  we a r e  h a v i n g  s h o r t a g e s  
a l l  o v e r  t h e  economy,  bu t  the  s e v e r e s t  s h o r t a g e  i s  i n  warehouse  s p a c e .  

I t h i n k  t h a t  a s u d d e n r e d u c t t o n  i n  t he  d e f e n s e  program would c r e a t e  
a d i f f i c u l t  s i t u a t i o n .  I want t o  add t h a t ,  i n  my Judgment ,  when t h e  
day and hou r  comes t h a t  t h e  r e s p o n s i b l e  a u t h o r i t i e s - - w h e t h e r  t h e  S t a t e  
D e pa r tmen t  o r  t h e  m i l i t a r y  a u t h o r i t i e s - - f e e l  t h a t  t h e  w o r l d  s i t u a t i o n  
p e r m i t s  a r e l a x a t i o n  o f  t h e  d e f e n s e  p rog ram,  I would in  t h a t  same h o u r  
r e d u c e  i t  and f a c e  t he  d i f f i c u l t i e s  o f  c o n v e r s i o n .  I t h i n k  i t  would be 
a d i f f i c u l t  t a s k ,  bu t  manageab le ,  t h r o u g h  the  m a c h i n e r y  t h a t  has  been  
s e t  up u n d e r  t h e  ~mployment  Act  and w i t h  e x e c u t i v e  and l e g i s l a t i v e  g u i d -  
a n c e .  I do t h i n k  we a r e  p r e p a r e d  to  i n i t i a t e  p r e t t y  p r o m p t l y  such  p r o -  
grams as  would seem n e c e s s a r y  i n  o r d e r  t o  c o n v e r t  f rom d e f e n s e  p r o d u c t i o n  
t o  a d d i t i o n a l  p e a c e t i m e  p r o d u c t i o n .  

I m e n t i o n ,  n o t  as  p r o o f  o f  a n y t h i n g ,  bu t  ae  an i l l u s t r a t i o n  o f  what 
X mean, t h e  p r o m p t n e s s  w i t h  which we g o t  t h r o u g h  t h e  1949 r e c e s s i o n .  
We have been  r e s t r i c t i n g  c r e d i t  f o r  r e s i d e n t i a l  c o n s t r u c t i o n .  ~e can 
s t e p  i t  up a g a / n .  The re  a r e  many p rograms  o f  a p r o d u c t i v e  p e a c e t i m e  
n a t u r e  which c o u l d  be used  f o r  f i l l i n g  the  gap be tween  a l i q u i d a t i o n  o f  
t he  d e f e n s e  program and a g a i n  g e t t i n g  t he  economy i n t o  h i g h  g e a r .  

So,  w h i l e  I t h i n k  t h a t  i s  a v e r y  v a l i d  q u e s t i o n ,  I d o n ' t  t h i n k  you 
ne e d  r e a l l y  be c o n c e r n e d .  I f  t he  R u s s i a n s  t h i n k  t h a t  p e r h a p s  by  an a l l -  
ou t  p e a c e  o f f e n s i v e  t h e y  c o u l d  d e s t r o y  c a p i t a l i s m ,  I c an  o n l y  s ay ,  I 
wish  t h e y  would use  t h a t  t a c t i c .  

QD'~STION: I am a l i t t l e  c o n f u s e d  as  t o  y o u r  e v a l u a t i o n  o f  t he  p r o -  
g r e s s  o f  t h e  p r e s e n t  i n f l a t i o n .  On t~e  one hand you  t e l l  us  t h a t  g o v e r n -  
men e x p e n d i t u r e s  have  n o t  y e t  made any  a p p r e c i a b l e  impac t  on our  economy, 
t hough  t h e y  may i n  t h e  t h i r d  and f o u r t h  q u a r t e r s  o f  t h i s  y e a r .  On t h e  
o t h e r  hand,  y o u  t e l l  us  t h a t  t h e  e x p a n s i o n  o f  bank c r e d i t ,  which  was 
r e s p o n s i b l e  i n  l a r g e  measu re  f o r  t he  s h o r t a g e  o f  warehouse  s p a c e  t h a t  you  
m e n t i o n e d ,  was a good t h i n g .  I n  your  o p i n i o n  would a c u r t a i l m e n t  o f  bank  
c r e d i t ,  o r  a t  l e a s t  t h e  p r e v e n t i o n  o f  e x p a n s i o n  o f  bank c r e d i t  g e n e r a l l y ,  
make p o s s i b l e  an i n v e n t o r y  s h o r t a g e  t h a t  c o u l d  c u t  o f f  m a n u f a c t u r i n g  o f  
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t h e s e  consumer  goods ,  o r  would t h e s e  c o n s u m e r c o o d s  c o n t i n u e  t o  be 
a n u f a c t u r e d  bu t  we would no t  have q u i t e  t h e  p r e s s u r e  a t  v a r i o u s  d i s -  
r i b u t i o n  l e v e l s  which was r e s p o n s i b l e  f o r  t he  c u r r e n t  p e r i o d  o f  

i n f l a t i o n ?  

DR. COLM: I am v e r y  g l a d  you  a sked  t h a t  q u e s t i o n ,  b e c a u s e  i t  
g i v e s  me an o p p o r t u n i t y  to  c l a r i f y  what I s a i d .  %'hen I s a i d  t h a t  some 
i n v e n t o r y  a c c u m u l a t i o n  now i n  d u r a b l e  and some o t h e r  goods  i s  d e s i r a b l e ,  
I meant  d e s i r a b l e  f rom th~ p o i n t  o f  view o f  the  l o n g - r u n  m o b i l i z a t i o n  
e f f o r t ,  because  I am c o n v i n c e d  t h a t  we w i l l  have  a s e v e r e  c u r t a i l m e n t  
i n  t h e s e  i n d u s t r i e s ,  and t h e n  the  f a c t  t h a t  we have an i n v e n t o r y  o f  
m a n u f a c t u r e d  p r o d u c t s  w i l l  e a s e  the  shock  o f  such c u r t a i l m e n t .  

We have to pay ~ price for it; that price is that we get some 
inflation. I didn't say that credit expansion is good. AS with all 
things in life, it has two sldes--a bright side and a dark side. B~t 
it is the same thing. You have to pay a price for getting, not guns 
and b u t t e r ,  bu t  p l a n s  f o r  guns and i n v e n t o r y  and t o o l s  and  equipment  and 
a h i g h e r  economic p r o d u c t i v i t y  and some economic f a t .  

AS I see  i t ,  one has  t o  b a l a n c e  t h e  good t h i n g s  and ask  what p r i c e  
one has  t o  pay  f o r  them. I do no t  b e l i e v e ,  as  some e c o n o m i s t s  do,  t h a t  
i n  o r d e r  to  expand p r o d u c t i o n  f u r t h e r ,  we need  t o  c o n t i n u e  i n f l a t i o n .  
I do n o t  t h i n k  t h a t  i s  a t r u e  s t a t e m e n t .  I done t a c c e p t  t h a t  a t  a l l .  
I t h i n k  t h a t  t h e  P r e s i d e n t  i n  h i s  emphas is  on economic s t a b i l i z a t i o n  i s  
r i g h t ,  and I t h i n k  we a r e  moving toward  a h o l d - t h e - l i n e  p o l i c y .  ~u t  I 
t h i n k  we have t o  p r o c e e d  i n  a somewhat s e l e c t i v e  manner ;  t h a t  we c a n n o t  
s u d d e n l y  c u t  o f f  e v e r y t h i n g  i r r e s p e c t i v e  o f  t h e  harm t h a t  such c u t t i n g  
o f f  may do t o  t he  m o b i l i z a t i o n  e f f o r t .  My whole a t t e m p t  was to  t r y  to  
b r i n g  ou t  t h a t  one p o i n t - - t h a t  s t a b i l i z a t i o n  c a n n o t  be r e g a r d e d  as  an 
end i n  i t s e l f ,  as  a p o l i c y  t h a t  can be p u r s u e d  w i t h o u t  l o o k i n g  to  t he  
r i g h t  o r  l e f t .  I t  i s  a p o l i c y  t h a t  must  d o v e t a i l  w i t h  a l l  o t h e r  p o l i c i e s  
u n d e r  a m o b i l i z a t i o n  p rogram.  So i t  may be somewhat c o n f u s i n g ,  b e c a u s e  
we s ee  t h a t  e v e r y  p o l i c y  has  more t han  one i m p a c t .  I t  has  one impac t  on 
p r i c e s ,  and i t  a l s o  has  an impac t  on p r o d u c t i o n  and p a r t i c i p a t i o n  i n  t h e  
l a b o r  f o r c e .  We have  to  work ou t  t h e s e  t h i n g s  i n  a manner t h a t  w i l l  
reconcile these various objectives. ~ 

@J~ESTION: You have given a lot of emphasis to the balance between 
gove rnmen t  e x p e n d i t u r e s  and t a x e s ,  bu t  you  went v e r y  f a s t  ove r  y o u r  
r e f e r e n c e s  t o  p r i c e s  and wages .  Was t h a t  a m a t t e r  o f  emphas i s  on y o u r  
p&rtT I would l i k e  to  g e t  y o u r  more d e t a i l e d  v iew on t h e  i m p o r t a n c e  o f  
wage and p r i c e  c o n t r o l  i n  t h i s  s t a b i l i z a t i o n  p i c t u r e .  

DR. COLM: That relative emphasis had something to do with an instru- 
ment which  i s  no t  u n d e r  my c o n t r o l ,  namely ,  the  c l o c k .  When I came t o  
p r i c e s  and wages,  I saw t h a t  i t  was g e t t i n g  l a t e .  
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Seriously, I would say that in the cola war effort, in the mobili- 
zation preparedness program, I think price and wage policies have some- 
what t h e  r o l e  o f  a s t o p - ~ a p  measu re .  I t h i n k  we ought  t o  b r i n g  p r i c e  
i n c r e a s e s  t o  a h a l t ,  bu t  p r o c e e d  no t  a s  i f  we t h i n k  t h a t  t h i s  i s  t h e  
whole Job .  We must mop up as  much as  we p o s s i b l y  can o f  t h e  p u r c h a s i ~ E  
power by a d d i t i o n a l  t a x e s .  I n  an a l l - o u t - w a r  proEram I would p u t  my 
main emphas is  on d i r e c t  c o n t r o l s  and r e g a r d  t a x  p o l i c y  a s  a s u p p o r t i n g  
p o l i c y .  I n  a p r e p a r e d n e s s  p rogram o f  p o s s i b l y  l o n g  d u r a t i o n  I would 
p u t  my main emphas is  on t a x  and c r e d i t  p o l i c y ,  b u t  w i t h  s u p p o r t  by  p r i c e  
c o n t r o l .  I do n o t  t h i n k  t h a t  0 o n g r e s s  w i l l  r e a l l y  e n a c t  s u f f i c i e n t  
t a x e s  i f  t h e r e  i s n ' t  an a s s u r a n c e  t h a t  t h e  e x e c u t i v e  b r a n c h  w i l l  do 
e v e r y t h i n g  w i t h i n  i t s  power  t o  brir~g p r i c e s  t o  a h a l t .  Tha t  would seem 
to be paradoxical, because we say we want the taxes as an anti-inflation- 
ary device, and at the same time we think that tax policy cannot be 
e f f e c t i v e  w i t h o u t  t h e  s u p p o r t  o f  p r i c e  p o l i c y  and o t h e r  d i r e c t  c o n t r o l s .  
I t h i n k  t h a t  i s  a b o u t  t h e  r e l a t i v e  emphas i s  t h a t  I would p l a c e  on t h e s e  
i n d i r e c t  f i s c a l  c o n t r o l s  as  compared  t o  d i r e c t  c o n t r o l s .  

QUESTION: You mentioned that we have to expect this inflation 
spiral until we get some absorption. Doesn't that absorption have to 
be in either profits or wa~es? 

DR. 00LM: I d o n ' t  f e e l  t h a t ,  i n  c o n s i d e r i n g  t h i s  q u e s t i o n  o f  a b -  
s o r p t i o n  o f  p r i c e s ,  a b s o r p t i o n  i n  t h e  c a s e  o f  wages i s  comparab le  w i t h  
t h a t  i n  t h e  c a s e  o f  p r o f i t s .  We have a l e v e l  of  p r o f i t s  i n  t h i s  c o u n t r y  
i n  g e n e r a l - - I  am n o t  s p e a k i n g  o f  i n d i v i d u a l  b u s i n e s s e s  o r  i n d i v i d u a l  
i n d u s t r i e s - - w h i c h  p e r m i t s  a b s o r p t i o n  w i t h o u t  i m p i n g i n g  on t h e  n e c e s s a r y  
i n c e n t i v e  f o r  a d d i t i o n a l  p r o d u c t i o n  e x p a n s i o n ,  w i t h o u t  c u r t a i l i n ~  funds  
which  a r e  needed  f o r  f i n a n c i n g  such  e x p a n s i o n .  

The J o i n t  Commit tee  on t h e  Economic R e p o r t ,  a c o n g r e s s i o n a l  com- 
m i t t e e ,  h~s p u b l i s h e d  a v e r y  i n t e r e s t i n g  s t a f f  s t u d y  i n  which i t  c o n -  
s i d e r e d  t h a t  m a t t e r  u n d e r  t h r e e  k i n d s  o f  d e f e n s e  p r o g r a m s - - m o d e r a t e ,  
m i d d l e ,  and h i g h .  Under  t h o s e  h e a d i n g s  t h e y  u s e d  40 b i l l i o n ,  50 b i l l i o n ,  
and 63 b i l l i o n  d o l l a r s  r e s p e c t i v e l y  f o r  t h e  P r e s i d e n t ' s  s e c u r i t y  p rogram 
f o r  1952.  They f i g u r e d  how much c o n s u m p t i o n  would be a v a i l a b l e ,  i n  
f i s c a l  t e r m s ,  meaning i n  d o l l a r s  as  o f  1950 p r i c e s .  They f i g u r e d  t h a t  
i n  1950 t h e r e  was a s u p p l y  o f  consumer  goods  and s e r v i c e s  amoun t ing  t o  
184 b i l l i o n  d o l l a r s .  They f i g u r e d  t h a t  u n d e r  a m o d e r a t e  d e f e n s e  p rogram 
we may have 206 b i l l i o n  a v a i l a b l e  f o r  consumer  goods  i n  f i s c a l  1952;  
u n d e r  a m i d d l e - s i z e d  p rogram,  199 b i l l i o n ;  and u n d e r  a h i g h  p rog ram,  
190 billion. That latter is approximately the same as we have available 
in fiscal yeast 1951. 

Now, t h e s e  p rograms  a r e  n o t  y e t  o f  a n a t u r e  where t he  t o t a l  amount 
o f  c i v i l i a n  c o n s u m p t i o n  must  be d r a s t i c a l l y  c u r t a i l e d .  When we speak  of  
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d r a s t i c  c u r t a i l m e n t ,  ~hat  we r e a l l y  mean i s  t h a t  p e r s o n a l i n c o m e s  
have  gone up and t h a t  p e o p l e  must be p r e v e n t e d  from s p e n d i n g  a l l  t h e y  
have ,  p e r h a p s  t h r o u g h s t e p p i n g  up p u r c h a s e  o f  E bonds o r  some o t h e r  
k i n d s  o f  s a v i r ~ s  bonds ,  i n  a d d i t i o n  to  r e d u c i n g  t h e i r  p u r c h a s i n g  p o v e r  
t h r o u g h  t a x e s .  / ~ t  t he  p r e s e n t  d e f e n s e  program i s  no t  y e t  o f  a magni -  
t u d e  which  r e q u i r e s  t h a t  t h e  s t a n d a r d  o f  l i v i n ~  i n  g e n e r a l  be d r a s t i -  
c a l l y  c u r t a i l e d .  I t  i s  a program which w i l l  p e r m i t  t h e  p u b l i c  i n  
g e n e r a l  t o  m a i n t a i n  a b o u t  t h e  p r e s e n t  s t a n d a r d  o f  l i v i n g ,  w i t h  p e r h a p s  
a d i f f e r e n t  c o m p o s i t i o n - - w i t h  c o n s i d e r a b l y  l e s s  i n  t e l e v i s i o n  s e t s ,  
and so  f o r t h ,  and some i n c r e a s e s  i n  o t h e r  goods and s e r v i c e s .  

• So I do t h i n k  t h a t  t he  q u e s t i o n  o f  a b s o r p t i o n  i s  t he  e s s e n c e  o f  
the  whole  program.  ~ut  i t  s h o u l d  no t  be a mech~u ica l  a b s o r p t i o n  a l l  
a l on~  t he  l i n e .  There  s h o u l d  be some e x a m i n a t i o n  o f  where  a b s o r p t i o n  
can t a k e  p l a c e  w i t h o u t  i n t e r f e r i n g  w i t h  our  c o u n t r y l s  o b j e c t i v e .  I f  
t h e  program s h o u l d  be  s t e p p e d  up ,  t h e r e  w i l l  come a p o i n t  where I 
t h i n k  o ~ r t a i l m e n t  o f  e v e r y b o d y l s  s t a n d a r d  o f  l i v i n g  may become n e c e s s a r y .  
But we s h o u l d n o t  c r o s s  t h a t  b r i ~ e  b e f o r e  we r each  i t .  

COL0/~L ~ N E $ :  Dr.  Colm, a s  a p i n c h  h i t t e r  you  have  c e r t a i n l y  
c l e a n e d  up t h e  b a s e s .  You have  made a complex s u b j e c t ,  t o  me a t  l e a s t ,  
v e r y  u n d e r s t a n d a b l e .  On b e h a l f  o f  t he  c o l l e g e ,  X thank  you  f o r  a c c e p t i n g  
t h i s  a s s i g n m e n t  on such  s h o r t  n o t i c e  and do ing  such  a s p l e n d i d  J o b .  

(so Apt I~I--S~)S. 
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