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Mr. Harold Leventhal, Chief Counsel for the Office of Price 
Stabilization, was born in New York City on 5 January 1915. He was 
graduated from Columbia UniVersity with the B.A. degree in 1934. He 
vms elected to Phi Beta Kappa and received the Green Prize for scholar- 
ship. In 1936 he received the LL.B. degree from Columbia Law School. 
He served as editor-in-chief of the ,'Columbia Law Review." In 1936-37s 
he was law secretary to Supreme Court Justice Harlan F. Stone; 1937-38, 
with the Office of the Solicitor General; 1938, law secretary to U. S. 
Supreme Court Justice Stanley Reed~ 1938-39~ Solicitor General's Office 
under Robert Jackson; 1939-40, chief of litigations, BitumLuous Coal 
Division, Department of the Interior; 1940-43, assistant general coun- 
sel, OPA~ 1943-46~ lieutenant commander U. S. Coast Guard Reserve; 
1945-46, assigned to Justice Jackson's staff at the Nurnberg Trials; 
1946, adviser to Price Decontrol Board; 1948, executive officer on 
Hoover Reorganization Commission. From 1946 to 1951 he was engaged 
in private practice as the senior partner in the law firm of Ginsburg 
and Leven in Washington o He withdrew from this service in January 1951 
when he became Chief Counsel for the Office of Price Stabilization. 
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PRES~;T AND FUTilE PLANS FOR PRICE STABILIZATION 

2 Nmy 1951 

COLONEL BARNES: ~ur series of talks on the economic mobilization 
program ccn b:!nues this morning with a discussion of ou~ ~rGse~t and 
future plaus for price stabilization. For the talk ~:.~is ~c~:n#~g our 
speaker :Ls ~,~ro Harold Leventhal. ~vho is Chief Couusel for thr Office 
of Price S[-abilization~ 

~. Levent~hal has held a n~anber of important executive v, osts in 
the Federal Government° They are given in his biography~ Therefore, 
this mornLug he cught to be in a position, if anyone sho~!d:, of beiug 
able to tell us what plans are being devised to make everything cost 
less when everything costs more° 

Mr. Leventhal, it is a great pleasure to present you to this 
audience. 

NR. LEV~NTHAL: General Vanaman and gentlemen : I think an appro- 
priate story about any stabilization program is that which the grand 
old master in this field, Mr. Baruch~ tells. "What is inflation like? 
It is like the fellow who jumps out of the window of a 50-story building. 
As he passes the twenty-second story, somebody calls out to him~ ~How do 
you feel? "-~ He says, rSo far so good. l'~ 

!nan inflationary situation, while it is still going (m~ people 
are rather happy about it. Bub, of course, the time of reckoning is 
bound to come. I said they are "rather" happy about it. They are not 
completely happy, because they have some uneasiness about the situation. 
We have had enough experience with price and wage increases in this 
country to know what is going to happen. Certainly the general public 
realizes that, while these prices and wages are still going up, a day 
of reckoning must take place sometime. 

I think it is true that we have seen in the last year--at least 
since Jmue of 1950--a situation of widespread uneasiness over the kind 
of troubles that will come about With price and wage increases and an 
inflationary situation, an ~measiness that makes the country in general, 
indeed, all segments of the country, more nearly ready for the kind of 
controls that they think are necessary to prevent inflation than they 
have ever been before. 

It is interesting to note, as I did~ that your college calender 
shows that you have been studying the problem of procurement and eco- 
nomic stabilization in the period between 20 November 1950 and 26 January 
1951 which by happenstance is largely the base period of the general 
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ceiling price freeze. Certainly, if there was ever a time to study the 
subject~ when history was in the ma ~k-ing~ that was the time. It was the 
time~ roughly, after the Chinese intervention abroad and the bidding ~or 
materials at home~ The price increases that took place during November 
and December 1950, Js~uuary 1951, and since then~ have borne out very 
sharply the fundamental ~isdom of Bernard Barton's proposal that as of 
some time like 24 J~ne 1950 or at least whenever a major crisis developed, 
there should be some k~-~d of price and wage freeze. 

I may add that I disagreed with $~r. Daruch on that proposal in World 
War ii because I didn't think the situation called for it at that time, 
though it did in 1950. The country was already producing at top levels 
and already operating with a maximum of employment and a minimum of unem- 
p!o~unent, in addition to those conditions of labor and its implications 
as to wage rates~ there was obviously going to be thrown upon us this 
gigantic dei'ense effort--I say "gigantic." Obviously~ its actual scope 
~;~s not known at that t~.ne and still is not k n o ~ r n .  Committees of the 
Defense Department are still engaged in determining what the proper scope 
of that effort is. It must be balanced against estimates of what the 
civilian economy can stand. But if the present estimate of 50 billion 
dollars a year holds up--and at the present time contracts are being let 
in excess of that--we obviously have a situation in which money will be 
pumped into the system in payment for these goods and services and where 
the amotmt of civilian production will decline, perhaps not so seriously 
as at first we thought it would declines but enough so that we will have 
a fundamental imbalance brought about by a demand for goods and not 
enough goods available to meet the demand° Such a situation under ~ncon- 
trolled conditions will mean price inoreases~ leading in turn to wage 
increases and the familiar inflationary spiral. 

The situation that has developed in i950 reflects an interesting 
variation. The classical inflationary situation is that of an nnbalanced 
government budget, where, as I say, a tremendous amount of money is being 
pumped into the economic system at a rate faster than it is being taken 
out by the Federal Government. But in the period from June 1950 to the 
close of the year you had an overbalanced budget. More money ~vas being 
taken out by the Federal Government than was actually being pumped in° 
Nevertheless, you had a very fast increase of prices. There was an 8 
percent Lncrease in the cost of living Ludex and a much higher percentage 
in the wholesale price index. 

This sounds like a contradiction of ordinary theories~ but~ in fact~ 
it is not. It is merely the result of the fact that there was s~ antici- 
pation by businessmen of the shortages that they knew would occur° They 
knew that there would be an imbalance between demand and supply with the 
excess of money that was going to take olace when the defense program 
really got rolling. Of course~ the timi~g was J~nportant, because things 
were going to be tight° Some people jumped in a little too fast and too 
far v~ith their purchases. But they were making what were reasonable 
business predictions about what was going to take place when the defense 
program got rolling. 
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The situation in 1950 also saw a tremendous £ucrease in the volume 
of bank credits. Businessmen were being loaned money by their banks with 
which they could both finance expansions and acquire large inventories of 
goods. So, even though there was not any large amount of borrowed money 
being pumped in by the Federal Government, the banks by increasing the 
amount of dollars available for spendiug~ produced exactly the same effect 
on the market and on prices° 

But let us leave the mechanics of the way in which price pressures 
build up, with the excess of demand over supply, and consider what the 
fundamental purposes of the economic stabilization program are. I will 
leave out of consideration over-all defense mobilization ~ad such matters 
as production controls, and confine myself to the economic stabilization 
controls and to our attempts to keep price and wage levels relatively 
steady. 

One aspect of the purpose of such a program~and a familiar one, I 
th~k~ to you in the services~is the way in which price ~creases 
virtually wipe out part of the appropriation that is given to the 
services° Mr~ Charles Wilson estimated that out of a lO-bi!lion-dollar 
appropriation~ the amount of 2 billion dollars in fact has been canceled 
out by price increases since 1950o On individual items the rate of in- 
crease has been staggering. It reached as high as 600 percent on some 
strictly military items. Even for an item like shoes it was lO0 percent. 
It meant an ~qcrease from five dollars to ten dollars in the basic price 
that the military has to pay for a pair of shoes. 

That feature, the disappearance of the appropriation, although very 
dramatic, is not the mos~ important of all the factors in this program. 
For if we could proceed all along the l~e into a higher price level, 
~ud~ if there were no unfortunate consequences~ it would not make too 
much difference, it would be relatively easier to get a given amount 
of military appropriations. 

A major difficulty in the situation of a rising price and wage level 
is the large part of the American public who are on ~_ucomes which cannot 
be increased. Their incomes are not flexible and do not go up in times 
like this. Therefore they are caught in a squeeze, a hardship situation. 
They ordinarily include people on pensions or cn social security~ and 
people vfno have jobs where they cannot get more salary. I am not talk- 
lug about the really tragic inflations, such as the inflation fin China, 
or the C~rman mark iaflation following World l~lar I. I also mean the 
kind of inflation that took place in France following the First World 
War, or even that is taking place in France n~'r after World War II. 

The greatest hardshio falls upon people ~u the middle class or 
middle classes. Their standard of l~ving is wiped out by price increases. 
! th~uk if there is ~y great so,~'ce of political stability in this co~- 
try, it is iu that ciass~ and that is the class that is ~rdest hit by 
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p r i c e  and wage increasers o They are h i t  much ba.rder than the workers 
who are r e l a t i v e l y  able £~ t h i s  coun t r y  to  adjusb t h e i r  wages by nego- 
t i a t i o n  or by s t r i k e  and so on, The dangerous consequence of  i n f l a t i o n  
is not only the damage that it does while-it is going on, but the long- 
term consequences upon the middle cl~, as. They lose their place in the 
social structure. They are subjected to .hardships. I think it promotes 
a lack of political stability. ~ the long run that is perhaps the most 
dangerous consequence of this inflation that we are now engaged in try- 
ing to prevent or at least slow do~n. 

Apart from the consequences to this ~iddle class, in a time when 
prices and wages are moving up rapidiy~ as contrasted ~ith the slew 
movements of prices and wages that take place in no~al times~ there 
are increased stresses and strains between the different parts of the 
public~-between bus£ness, labor, and agr~icu!ture.~as to how much of 
the total national income each is to get° ~Wnatever the result, mean- 
.while there is a lot of work:k~g at cross purposes sr.d co~£!icts~ which, 
it seems to me, have a tendency to divide the country and br'h~g about 
a sense of disunity at a time when this comutry is in peril and unity 
is one of the most important national objectives. 

I say these words at a very curious time° But it is my hope and 
expectation that this kind of strife now going on up on the Hill--and 
it will'go on for another month--v~l! sooner or later disappear, and 
we will get some agreements an a basic program of this kind~ that they 
will see the importa~_',.ce ~ the over-all mobilization objective of the 
economic stabilization. 

There remains a question~ which I wish only to mention, and that is: 
~at is the role of direct price and wage control and what is the role 
of so-called indirec~ controls~ such as controls over the amount of 
bank credit and the amount of money that is going to be taken out of 
the system in the form of taxes? If we had a very firm program, which 
prevented any bank credit except where actually necessary for ~ar plants, 
and if we had a very tight tax prog~am which brought back to the Federal 
Gove~iment at least the amot~t o£ mor..ey that was p~aped into the system 
in ~he form of Fayments for materials a:od services, we would broadly 
have that kind of system Ln v~ich you co,~Id do witho~.tt direct price and 
wage controls. You wouldn't have to me<Jr a situation in which there 
would be more money in the system t~han i,l:.,sre a~e goods available, because 

• you wmuld be taking this money out througI.l taxes and through clamping 
down on the absolute ability of banks to make loans. 

Canada~ for :h~stsnce; is now engaged ~n trying a tight program 
which vail actually put a limit on the amoant that banks can !oan~ 
They can do that more easily than v,'e car~, with our 3kx!e-al Reserve 
banking system~ It remains to be seen whether it will be ei'fective 
there or not. 

4 

~,-~ ~ ,~ ~ t~-~ I ~, ~ 

, ! ~  ~ , o~ . ~  ~t ~ J ~  ~. 



2052  

But all this is, it seems to me~ a theore~ical approach, because 
we are not likely to get in this country to that kind of really tight 
tax ~ud credit controls that hL~t, that really prevent money from coming 
~to the system. 

Such controls also have some consequences which have never been 
fully measured~ Tightening up credit c~Drols may lead at least to 
widening the areas of unempio,~em..t~ If your objective is to promote 
general unity~ how much will you accomplishby allowing areas of un- 
employment, due to J~ability of Indus%~'y tO get enough credit~ to 
come in~ 

Moreover, there is a political element in the whole question of 
inflationary controls. The real question isj What makes people will- 
ing to ray higher prices? Part of that is due to fear that goods are 
going to go off the market. That is what caused some of the price rise 
~ 1950. Part of it is the question of whether they have basic confi- 
denca that the Government is going to stabilize the price situation. 
if they don't have that basic confidence, and if they have the resources 
with which to pay the substantial increases in prices, they will do so, 
no matter what kind of tax and credit controls you put into effect, 
especially since the end of World War II the American public has had 
a tremendous amount of liquid reserves~ including savings bonds~ which 
they oouid rush into the system and put into goods if they had the fear 
that the dollar is going to wind up without being worth very much. 

As part of the over-all situation I think it is true that a system 
of direct controls constitutes some assurance to the public that the 
Government is taking action to stabilize the value of the dollar. So 
it has what you might call a political and psychological value in any 
event° And certainly with the kind of program we are likely to have 
in this country on the tax and credit side, it will be necessary in 
economic terms to do that. 

One of the objecti~s that have been raised to direct tax and price 
controls is that the direct price control program interferes with pro- 
duction. If it were to interfere with production, there would be a very 
serious question as to whether we should have such a program. 

One way that a price control can interfere with production is that 
if the price control is not handled right, it will be more profitable 
to produce some goods than others. If you don't get a higher price for 
producing the goods that are in demand and that are necessary, you are 
very likely to produce goods that are not so necessary, because you have 
a higher profit margin. 

I might say that it is ordinarily true that a price-control program 
cannot make it equally profitable to produce every single item. It is 
physically" impossible to administer a program and make the kind of cost 



determinati~s that would be necessary so as to make it equally profit- 
able to produce one item as another. As a matter of fact~ in business 
normally there are very different rates of profit which businessmen 
operate under while they are producing a full lineo Yet businesses 
continue to produce full lines for various reasons~ They want that 
reputation. They don't examine every single element of costs and 
production against every other. 

I think it is noteworthy for the record that during the years 1942 
to 1945~ Wen we had a relatively firm system of price and wage controls 
in this country~ you still b~d the most massive productive effort that 
the world has ever kno~. That experience in itself shows that price 
control need not interfere with production. 

I think it could be said, on the contrary, that because you have 
brought about stable conditions~ you have improved the over-all incen- 
tive to produce, the willingness of workers to produce, over what 
otherwise it might have been° To some extent, because you make it 
unprofitable to hold materials for a rise in price~ you prevent specu- 
lators from putting money into materials. All that encourages produc- 
tion rather than interfering with it. 

Basically the success of a price-control program depends upon its 
administration~ and I therefore might speak very briefly about the kind 
of administrative program that we have and something about what is in 

the wind for the future. 

The administration of the price-control program was established on 
26 January 1951 by the general price freeze regulation. There v, ms be- 
fore that a regulation on automobiles, which was just a freak situation. 
It is largely a psychological thing and does not in any way have any 
impact on the basic program of the agency. 

The first thing that you have to know about the freeze regulation 
is that it is only a very temporary measure. I think it has had a 
considerable effect on prices. I am convinced that there were many 
manufacturers and wholesalers and retailers who would have kept on 
going up with price increases if they had not been stopped on 26 
Januar~g~ ~at the nature of the price-freeze order in terms of admin- 
istration is such that it has only a very temporary value. 

One reason for that is the problem of new goods. The freeze order 
says ~. "You shall not charge more for goods than the price cha!~ged in 
the base period." That is all right as long as the man is producing 
the same identical thing~ But ~u a situation like this he has been 
able to change what he is manufacturing in terms of shoes, sleds~ mops, 
and so forth~ So you have to provide him with a price formula as a 
calculation of the price on the new item, It is possible to set up a 
price form~J~a for that new item~ but that means that you are getting 
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away from the freeze and you are getting on to some kind of formula 
control° So long as you stay with a freeze~ with just freeze regula- 
tions, the industry quickly gets away from the freeze and produces new 
goods. So the freeze begins to cover less and less of the total pro- 
duction. You find that you are on a formula control basis. 

Then, ~mmediately after the freeze, w~ set up what we have called 
Our interim administration° V~e are working it out so that on the day 
when we have a realistic system of price-control regulations, we can 
tell the businessman very quickly just what the prices are on. his com- 
moditieso We have gone in this interim system of regulations largely 
to margin regulation° 

At the basic levels ~-e have had t~hrea programs in effect° To some 
extent we have been able to roll prices back. That was possible in 
steel scrap, for example, and in fats, oils, and hides ~ Steel scrap 
and hides have been the items of partic ~ular interest to the production 
pls~uers in the Army because a lower cost for hides means a lower price 
for the shoes, and shoes are a pretty large part of the Army's buying 
program~ ~re were able ~ those cases to roll back the prices because 
prices had risen fantastically, to a level that was totally unreasonable 
~nder any standard. 

To a large extent our price regulations since the date of the freeze 
have been translatiug the freeze levels as of 19 December 1950 to 26 
January 1951, the base period of the freeze, into equivalent dollars 
and c~-Its ceilings. We have already done that cn oil and~ iu fact, in 
the whole field of petroleum products. 

To some extent we have granted increases since 26 January to compen- 
sate for cost increases tl~at we knew could not be absorbed by the indus- 
try. A dramatic example of that was bittLminous coal. The very day 
following the general freeze we granted an increase of between 25 and 
50 cents a ton on bitum@lous coal to take care of this tremendous wage 
increase which took place in January before the v~age order became effec- 
tive. The bituminous coal industry being what it is, there were several 
small ~es operating on a narrow margin, as well as a small number of 
comfortably large mines. We had to let that wage increase travel on 
into the price. 

At the retail isve!~ we have something like two million sellers. 
To handle the freeze regulations which were generally conceived was 
very difficult for them to do. So we put out a series of retail regu- 
lations which have given pricing instructions to the retailers. We had 
a soft-goods regulation, Regulation 7; which required them to prepare a 
pricing chart; you may have read about this in the papers. They put 
d0~n on their pricing chart vflqat their costs and prices were on the 
list date~ 24 February. We are going to use, from now on, that pricing 
chart as a measure of what their permissible prices will be as the new 
goods come in. 
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You may appreciate some of the administrative problems in the whole 
field~ for example, of house dresses, shoes, and all consumer soft goods 
and furniture, trying to find out, when a new item comes in--new items 
come in by the thousands, because of the style demands--Just what item 
that corresponds to in the base period, and then to set the same price 
as was in effect for the corresponding item in the base period. It 
would be an impossible task for our investigators to enforce. It would 
be almost impossibl9 for the retailers to apply, because you simply 
don't have that definite correspondence between the new item and the 
item that they sold in the base period. The retail trade of this coun- 
try flourishes and thrives on change. 

What we have done in effect is to set up a pricing chart in which 
we say, "Regardless of what this item is, we look at its costs, the 
cost of the new item. Go to your pricing chart and pick out some item 
that you had in the base period in the same category, which cost the 
same amount. Whatever the price vms for the base period will be the 
price ceiling for your new item." That is, because of the difficulty 
of pricing by identity of 1~tems, we base our prices solely on the cost 
of the new items coming into the retailers' hands. That cost corresponds 
to a ceiling price as determined from the pricing chart. We must put 
our main effort en controlling the cost to the retailer at the manufac- 
turing level and the wholesale level. 

That is o n e  technique that has been used. In the food retail 
regulations, we have specific percentage markups set forth in the 
regulation for each item° In the case of restaurants we currently 
have a system of over-all gross margins. It is not possible today 
under our present regulation to tell whether a restaurant is violating 
the ceiling on some particular meal. Our requirement is that over a 
four-month period the restaurant's total margin of prices over food 
costs should be no larger than the margin specified in the base period. 
That means that it is very difficult to enforce on our part. As I say, 
it is impossible to know on any particular meal whether the ceiling is 
being violated. It is necessary to get the total records for a three- 
month or four-month period and find out whether the restaurant is in 
compliance. With that kind of technique we are giving the restaurants 
some freedom in their prices on particular occasions and are exercising 
price control in a very broad and general way. 

It is just an experiment so far as we are concerned, and we can't 
say now whether it will work. If it does work, it may be that it will 
be extended to other fields. If it does not work, we will have to 
abandon it. If it does work, it will hold a lot of promise as a price- 
control system. If we work price controls by means of gross margin 
controls, we will have the best possible method. You can then let the 
Lndividual businessman decide what his particular price will be. You 
don't get yourself involved in a complicated administration of particu- 
lar prices. You check in the price level through the over-all gross 
margin. But, as I said, because you can't enforce any particular ceil- 
ing, there is a question whether that kind of program can work or not. 
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In some cases, althot~h we have allowed prices to go up at the 
• manufacturer's level because we had to~ we haven't let the retailer 
take the same percentage of markup. We have only allowed them to 
take the actual amount of dollars and cents increase of cost. For 
example, we let the price of automobiles go up at the manufacturer's 
level 3,5 percent a couple of months ago. But at the retailer's level 
we told the dealer that he could take only the exact dollars and cents 
amount of that cost increase to him in his business. That meant that 
his margin was squeezed somew~hat. It also meant that the ultimate cost 
to the consumer went up less than 3.5 percent° It went uo only 2,75 
percent instead of the 3~5 oercent t~t it went up at the manufacturer's 
level, 

We have done the same thing with carpets. We have allowed the 
price of carpets to go up, There was a tremendous increase in the 
price of imported carpet wool. We didn't allow the retailer to in- 
crease his price by more than the dollars end cents increased cost. 
Our large program at the moment is the manufacturers' regulations. 
The manufacturers T regulations broadly provide that you take your 
prices that were in effect 24 June 1950, and you add the amount of 
your labor and materials cost increases since that date° The regu- 
lation is somewhat complicated, because we have manufacturing com- 
panies in this country that keep their cost records in very" different 
ways. So we have a provision giving them an option as to how to cal- 
culate the increase in cost over the base period. That is the basic 
principle of the regulation. 

One i~eason wht we have put that regulation into effect was this: 
On 19 December 1950~ Dr. Valentine, who was then the Administrator of 
ESA, put out a voluntary appea! to manufacturers not to increase their 
prices. He promised in making that appeal that nobody would be dis- 
advantaged because of his compliance with that appeal. It was only 
voluntary, after all. But on 26 January 1951 we put the price freeze 
into effect and all manufacturers were frozen at the prices which then 
were in effect. So those who had refused to comply with tbe voluntary 
appeal got the benefit of higher ceiling prices than those manufacturers 
who hag complied with ESA's voluntary appeal. Those who cooperated got 
it in the neck~ as usnal. 

We felt that we couldn't continue to operate a price-control program 
if we were going to violate that kind of assurance that had been given 
to manufacturers--that they would not be disadvantaged if they complied 
with it. That would mean that any time we put out an appeal from now 
on out--end even a formal program must work to a large extent by volun- 
tary compliance--they would just not believe our assurances and we 
would never get anywhere° 

The formula type of regulation has the very same basis whether or 
not the manufacturers complied with our volu~ntary standard° Thsrefore~ 
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if there is some inequaiity~ there will be some price rollback in the 
case of manufacturers who increased their prices faster than their 
costs and there v~il! be some roll foreword in the case of manufacturers 
who did not increase their prices as fast as their cost went up. %~e 
don't know where the balance is going to be. Some of our staff believe, 
and there is some basis in the general economic data for so thinking, 
that the balance will be a rollback. 

In addition to the action that we have taken at the manufacturers' 
and retailers' level, we are working now on the problem of wh~t to do 
about wholesalers. That is a problem of tremendous adminisbrative com- 
plexity. There is more variation between different wholesalers than 
there is between manufacturers and retailers. The complexity in the 
functions which they perform and in their distributive systems is hard 
to imagine. Although we are working out something on that~ it is a 
problem that OPA never did really get hold of. 

I think that in a quick survey of our OPS program we have to talk 
for a moment of what has been done by Mr. DiSalle on the farm level. 
The price ceiling we are putting on cotton sold by producers is the 
first that has ever been put on that commodity at that level. Mr. 
DiSalle had quite a going over by the senators and congressmen from 
the agricultural states. But we believed that it was essential for 
our over-all program. 

The program that has just been announced on meat is a very interest- 
ing one. We have found that since January the price of livestock has 
adv&nced about iO percent. We were unable to put a ceiling en livestock 
in January9 it was just too complicated to do it. The grading problem 
on livestock meant that we co'~_dn 't spell out the freeze regulations. 
So we had to let it alone~ and the price went up about I0 percent. 

Our program first calls for a rollback of the price on livestock 
to where it was before this iO percent increase° That means we will 
be able to set a specific dollars-and-cents ceiling for packers, proc- 
essors, wholesalers, and retailers, which will correspond generally to 
the January level° Then on the first of August we are going to have 
another rollback in the prices of livestock and a reduction of about 
four cents a pound at the retailers' level. On the first of October 
we are going to repeat the process once more and have another four-cent 
rollback across the board. The effect of that will be that it will 
come to something like meat at the retail stores as of the first o£ 
October which will be approximately eight cents, and possibly more, 
below the present level of meat prices. 

I should make a note that at the time we put the general freeze 
regulation into effect we did not do what so many people were urging 
on us to do~ That was to roll back prices very sharply~ There was 
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a lot of general popular and political pressure~ you might say~ for a 
very sharp rollback in prices. But people wanted to keep the wages 
that had increased after June 1950 and they wanted to see ]prices go 
back to Jtnae 1950~ As you Imovr, that is an impossibility, The wage 
increases that had already taken olace ~had appeared in the cost struc- 
ture throughout the economy. It would have been impossible to have 
any substantial rollback from the 26 January level. In fact, it would 
be good enough to be able to tack them where they were. 

However, in the case of particular items, l i k e  livestock~ ~,here 
even after we fiuish all the rollbacks they will still have more than 
120 percent of parity~ we should be able to make that kind of selective 
rollback. We have achieved some price reductions that I think the 
workers will regard as significant, We hope they will have an impor- 
tant effect fin dampening any pressure for vmge increases from here 
on out~ 

The whole process that I have described has been rather technical, 
and I think you will be better able to understand it when you have the 
notes of the presentation rather than by listening to me state it. We 
will ~ve a system of ceiling prices at about the level I have described, 
that is, the period from January to June, plus cost increases to 14 }~arch. 
That is for manufacturers who have had no cost increases beyond 15 ~rch. 
If there are any cost increases after that, the question will be what 
standard we should use in determining whether those cost increases 
should be allowed as price increases. Such increased costs may take 
the form of increased transportation costs, or increases through in- 
efficiency of labor, which may creep into the system when new and 
unskilled labor comes on the scene. 

Mr, Johnston, as Admiuistrator of ESA, tendered us a directive a 
week ago in which he laid down one basic standard. He said that a 
price increase should be allowed for an industry if its costs have 
increased since 15 }~arch to such a point that the industry's over-all 
profits are less than the excess-profits tax base° That is 85 percent 
of the highest three years from 1946 through 1949. The industry can 
pick out th~ best three years of those four and take 85 percent of its 
average profits for the best three years. It is entitled under that 
formula to an increase in price sufficient to return those over-all 
profits if costs have increased. 

That formula still has to be worked out in, a lot of details, 1,That 
will we do about increases in net worth? What about companies in a 
"gro~f0h" position? V~at about companies in a depressed position in 
the base period? We are working on implementing the formula now. 
T~hat basic formula, we feel~ even if there are some cost increases, 
will enable the system to hold the price levels firm, at least for 
some time to comej and that is an important and necessary part of the 
program. If we were merely to permit every cost increase to go into 
effect as a price increase, we wonld not have really checked the 
increase in prices° ll 
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I might say briefly that the question of how far the price-control 
program is to extend to the prices of military goods is up for discus- 
sion at this time. Zn the last war there was an instrument known as 
the Henderson-Forrestal Agreement, under which along list of items 
were regarded as strictly military andwere exempted from 0PA price 
control. On the other hand, those items which the military buys which 
have civilian counterparts, ~hich include basically the food and apparel 
purchasing program, were regarded as tmder OPA price control. That 
allowed certain strictly military items of-apparel, like uniforms, to 
be exempted, while things like und6rshi#os and shirts were subject to 
control. We thought this time of oickiug up where they left off the 
last time, v#_th that very carefully drawn agreement that had been worked 
o~t~ 

There is, Imay say~ some pressure from the )~unitions Board to have 
all military purchases taken out of OPS control. We feel that from the 
point of .view of the success of our program, we would not be able to 
hold a price ceiling on civilian apparel or on food if the military 
people were free to jump in and pay higher prices because of their 
pricing methods. We do have a provision in the regulations where in 
an emergency delivery the military representatives can pay higher 
orices if they send in an immediate report to us what that emergency 
was and v~y it was necessary to pay higher prices. This matter is up 
for discussion at the highest levels. 

i think, however~ it is fair to say that our people have been in 
very close contact with the officials of the Nunitions Board. They 
are very agreeable and hard-working gentlemen. We are trying to iron 
out our problems under our present directive~ and I think there is a 
large chance that they will succeed. I also have met with the Quarter- 
master Generals, and we have solved most of our problems that have 
arisen up to now. 

~ conclusion i would like to say--perhaps I should have said it 
before~that ~{r~ DiSalle is most regretful that he couldn't be here 
today. He had a long-standing invitation~ ~hich he accepted~ to 
address the Economic Club of Chicago, where he is today. But he is 
most interested in presenting this program to you. He realizes how 
~mportant it is to have as broad an understanding as possible of what 
we are trying to do in the civilian sector of the over-all mobilization 
effort on the part of you gentlemen, who have a major responsibility~ 
as we ~rell know, in the over-all mobilization effort. Thank you very 
ml/c h 

QUESTION : Y~° Leventhal~ during your lecture you mentioned that 
in the period from 1942 to !945~ despite very strict controls, our 
country put out a terrific production effort~ that the controls really 
had no effect. But don't you think that during that time, with a real 
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war with a recognized enemy and a job to do, we bed a different situa- 
tion from what we have today; and tha~ fS~(ed-price control~ cost con- 
trol, profit control, and that sort of thing will be hard for certain 
people to take when you don't have a real war to fight? ~ Most people 
don't recognize it as such right now. Isn.t the comparison between 
today and 1942 to 19~5 a little different? 

MR. LEV~ITHAL: I think tl~at point is well taken. I was speaking 
more to the abstract argument that you run into~ that runs as follows. ~ 
The greatest indicator in our economy is prices° That is the indicator 
of what people ~n~nt. The great motivator in production is profit° 
Without that kind of force at work~ you have to substitute some kind 
of government decision, which in a rough way is what price control is. 
Government decisions can never be so accurate or so sensitive as indi- 
vidual bargaining on prices. It therefore must interfere with produc- 
tion. That is a very quick outline of the argument. 

~d th@ argument is not wholly specious. I think it is true that 
the Government works slowly. We have particular problems in understaffed 
and ~nderofficed organizations° We may in certain areas, because of 
inability to reach quick decisions, interfere somewhat with the sort 
of things that would go on in a free-enterprise economy. But I think 
it is also true that if we lay down general ground rules, as we have 
laid them dove, we can .have sufficient flexibility so that we can work 
out individual problems and still get rapid enough decisions that we 
don't interfere with production° 

It is more a question of administration than anything else. I 
think the success of a price-control program depends just as much on 
its administration as on its conception. Of course, that is true of 
any imoortant program. It is like saying that the personnel is more 
important than the organization chart~ It is just one of those self- 

evident truths. 

With good administration you can do a lot; ~with weak adh'ainistration, 
with confused administration~ you can interfere, perhaps in all sorts 
of [miutended ways, with production. But I would say that, certainly 
judging from experience in this cot~try, it is possible in general to 
have effective administration. 

N~J¢, on the problem of incentive, since our general profit standard 
is the excess-profits tax standard~ we believe that there should be 
enough profit on the over-all basis to encourage production to the full. 
It may be that there are particular items where we will nc~v have to 
grant increases in order to get production in those areas where during 
a ~war a man would produce from patriotic motives, even though the margin 
of profit was narrG~v. I don't think we will be able to find them out 
until we are up against that situation~ 
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My personal feeling is ~ that there is really a great deal of unity 
among businessmen in favor of this price-control program~ in terms of 
the necessity of it~ that it is not only ~mportant in terms of profi% 
but imports.ut to the over-allproductive effort. ! think that is some- 
thing that is going to act as some incentive for production° 

~ my opening remarks I passed over any mention of what we do for 
individual companies as contrasted with what we do for a whole industry. 
OPA started off ~rith a very tight standard. It would do nothing for an 
individual company even when it was operating at a loss if the company 
~s not operating out of pocket~ If it was only operating at a book- 
keeping loss~ it didn,t get any consideration. We now recognize that 
we cannot expect an individual company to produce at a loss, even though 
it is just a bookkeeping loss. We think that increases must be granted 
to individual companies even where the regulations are fair and equitable 
in their general application to the rest of the industry. So we are 
starting with a more realistic view of eontrol, I think, since we are 
not in an all-out war situation so far as individual companies are 
concerned° 

Qb~ESTION : I didn't get the full import of your formula with respect 
to price ceilings and the excess-profits tax. If I ~nderstand it at all, 
it is that the person will not get a controlled ceiling price if he is 
not in the excess-profits bracket. Is that right? 

~I. LEVHNTHAL: No. That is not what I meant to say. I will state 
it in this way: After we get our price program working for the interim 
period~ we will have a framework for price-control ceilings coveriug, 
not all industries~ but most industries, and specific ceilings so far 
as we can. That would be set roughly on the level depending on what 
part of the industry is classified, either the January 1951 prices, or 
on the level of the June 1950 price-plus-cost increases, depending on 
which type of regulation the industry happens to fall under. In any 
event, however, we will have a price ceiling° Then the question will 
arise, Has this industry granted any wage increase which was approved 
by the Wage Stabilization Board? If so, what are you going to do on 
the price side to cover that increase on the cost side? The iCC has 
~unounced transportation rate increases which will be effective on the 
third of April. It has granbed the rail carriers an increase. That is 
going to increase everybody's cost. V~at are you going to do to the 
manufacturers ~ the industries that are affected by that increased 
cost? 

The formula says you do nothing. You hold them at their present 
price level under the ceiling. You make no allowance for increased 
cost of labor, you make no allovmnce for increased cost of transporta- 
tion, unless they show that as an industry that approach will put them 
in a position where their general profits will be less than they were 
in three of the years between 1946 and 1949 adjusted by 85 percent° 
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All that this standard does is to say how much of a price increase, 
if any, you are going to grant in order to compensate for' a cost 
increase. 

~UESTION: That is to say, 85 percent of their three best years? 

Y~. LEVHNTHAL: The excess profits tax law says 85 percen~ of the 
three best years between 1946and 1949 inclusive. 

QUESTION: We are charged with making a critical analysis and 
evaluation of the ac~'~on taken since Korea. As I remember it~ last 
year the emphasis was all upon the efficacy of indirect controls, 
such as voluntary cooperation, as opposed to direct controls. Don't 
you think we would have had a better chance of putting a price-control 
system J~to effect if we had started it at the time that ~r. Baruch 
recommended it to be started? Or do you think Nr. Baruch's plan would 
h a v e  interfered with production a t  that time? 

~. LEV~NTI[&L: I think ws would .have much better stabilization 
prospects now if we had taken hold i~ ~Ine 1950 than by capturing it, 
as we did, in January, when so much water had gone over the dam. When 
so many price increases had gone .into effect, we just could not unscramble 
them. 

On the question of whether or not ~!r. Baruch's plan ~¢ould have 
interfered with production, there are those people who say, if you 
are going to wind up ultimately with a price and wage program, it is 
a good idea to let the prices run up a little bit at first. We did 
t~hat in the case of the nonferrous metals. There was a tremendous 
increase~ but it resulted ~ a lot of new mines being put into opera- 
tion ~l this country. 

I am not really qualified to make a judgment a s  to whether or not 
Mr. Baruch's plan would have interfered with production at that time. 
That charge has been made. I think I am qualified to make the judgment 
that it would have meant a firmer stabilization. 

The problem~ however, was that Baruch di~1't really handle the 
question of administration. It does take time to set up an adminis- 
tration. It does take time in a representative democracy for Congress 
to debate a defense production act. 

A very curious phenomenon took place, it seems to me, last summer 
and early fall. I would venture that if President Truman had proposed 
a defense production act with a provision for price and wage controls, 
there would have been a furore about it. But, because he did not, it 
was initiated by a coalition 0£ Republicans and Democrats. 
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It might well have been that, if there had been an attempt to carry 
out the Baruch plan at that time, there would have been opposition to 
the acz. on political grounds, But certainly the impression that I get 
at the highest level among the staffs that I have to deal with, the 
White House staff and others, is that if they could have put that pro- 
gram into effect right away, it would have eliminated a lot of the 
difficulties that the Administration has had to go through in the last 
three months. Obviously~ it would have meant better stabilization con- 
trols 

Now, taking that situation into account, as you have to~ i am not 
sure that there was serious delay until the last couple of months, I 
think that about November or December was the time when the situation 
started to slip. 

Also before that, you remember, and until the time of the Chinese 
intervention I think we 7r~d a very different atmosphere in this country. 
We were ~rinning the war in Korea° Everything was looking good° It 
looked as though this !Lmited engagement would be over very quickly. 
It might have been possible to get over this crisis without the kind 
of price and wage controls that eventually we came up with. At the 
time of Baruch's proposal the situation was confused. It was not clear 
until the Chinese intervention. But after that it does seem to me that 
we should have tightened up on the over-all ceilings or have been ready 
to do so. 

Ready or not~ they should have put some kind of ceilings on. _T 
think Dr. Valentine made a serious error when he said, "I can't put 
on these ceilings now~ because I don't have the staff°" I am very 
sympathetic with his difficulties, but I don't agree with his basic 
apprehension that he could not put the ceilings on because he didn't 
have the staff. I th:hak the only way to get a staff is to have a 
hard-hitting program and then build the staff around it, 

QUESTI®~" Have there been any plans made for controlling produc- 
tien in the event of an all-out war, so that we will get production 
of low and medium cost items and not just luxury items~ as we had the 
last time~ where everybody wanted ordinary shirts~ but there was nothing 
available but sport shirts because the manufacturers could get higher 
prices for them? 

~R° LEV~NTHAL: That is ~nder planning now in a very elemental way 
by OD~ and OPS, i think that was a very serious criticism of OPA's 
0ffort--that~ although the cost of living index included cheaper items~ 
very few of the cheaper items ever got into the market. We are relying 
en production controls to remedy that. 

To the maximum extent possible this time we are trying to set up 
price formulae which do not provide an incentive to produce higher- 
priced items, and ~hich provide relatively sufficient incentive,~to 
produce low-cost items, !6 



Generally speakiug, manufacturers like to keep on producing low-cost 
items, They like to keep in the fields where they know there are going 
to be large markets later. I think it is true that you don~t have to 
give them the same margin of profit on low-quality items as on the higher 
quality to make them produce the low-cost items ~ If the margin is a 
reasonable one, they will continue to produce the low-cost items. 

We are trying to accomplish t;~t by having some flexibility in our 
price ceilings. There is a tempera~y glut of soft goods now~ so there 
is no problem° But there will be a problem when all this zoney begins 
getting into the hands of the workers. I th~nk it will be about the 
latter part of this year. I think by that time soft goods will have 
the same kind of pressure on them that the hard goods market has now. 
If the manufacturers insist on diverting production from low-cost items 
"~uto high-cost items, the Government will have to follow up with an allo- 
cation system, a set-aside ~ystem. 

COLCNEL BARNES; ~Lr. Leventha!, your presentation has been very 
frank and clear and comprehensive. I thank you very much. 

(10 Aug 1951--350)So 
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