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ECONOMIC CONTROLS A~D NATIONAL SECURITY 

9 January 1952 

GENERAL ~OLMAN. Gentlemen: Back in 1941 and 1942 1 doubt whether 
many of you here today ever searched your evening paper for the latest 
developments on price controls, wage controls, or economic stabilization 
in general. At that time you were much more concerned with the end 
items of production or when and where YOur outfit would go next than 
with the po~sible effects of inflation on our military programs. 

But there were others who w~re concerned and the daily press of 
the Pearl Harbor period carried complete stories with all the details. 
And in these accounts the name of Leon Henderson was one of the most 
prominent because he was plunged in the thick of things long before 
any of our troops, ships# or planes were committed to action. 

As the first administrator of the Office of Price Administration 
(OPA) our speaker carried the terrific responsibility for establishing 
the policies and procedures, as well as creating a favorable atmosphere 
for public acceptance, of the actions which had to be taken. In the 
situation then existing, it was a pioneering job all the way. 

Mr. Henderson has talked to the college on this subject many times 
before. On every previous occasion he has devoted part of the dis- 
cussion to how well we have profited from past experience. I hope he 
will do this again today. 

He is now Chief Economist for the Research Institute of America 
and keeps in close touch with the changing economy. He brings together 
for us today the past and present. Mr. Leon Henderson. 

~. HENDERSON: Thank you, General Holmau. Students, General 
Holman said that I had been here on prior occasions. In 1947 1 covered 
rather extensively the main points, some 24 in number, I think, of the 
experience we had had with control mechanisms during World War II. 
In succeeding speeches I had assumed that~ if you were interested in 
those, the library has not for any reason destroyed the copies. 

Again in 1949 I summarized into major policy groupings what I 
thought the lessons of World Far TI had meant to us and what they sug- 
gested in the way of organization. In 1950 with at least a dim shadow 
of possible involvement, I indicated my opinion as to what would be 
the situation here in the case of any outbreak of war. Frankly, I did 
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not see in the period ahead ~ potential involv~ent in s~aethi~ 
like the Korean episode. Tod~y I am going again to assn~e that these 
th~.ugs are background# to  p ~  particular attention to the course of 
events in control as you .have seen them in the ..last 13 month~# and 
to make a little brash speculation as to some of the problems ahead. 

In the orgauization of ideas which started~ I believe# in 19~# 
I paid tremendous a~ention to ~at I called the ~mowledge o f t h e . e c o  
economic process. It is n~ opinion that a~y mobilization efZort~ 
whether it is ~ on the scale of. pre~areduess# as it is ~ #  or  ~hether 
i t  i s  i n  the  more acute  s t a t e  o f  a c t u a l  c ~ E . i c t ~  c a n n ~  be ope ra t ed  
effectivel~ if not  in direct touch with the ~,~mi'iedgs of the economic 
process and how it is operating in our very cmpl~x eOono~io sys~ 

I have n e v e r  made t h e  sugges t ion# as my f r i e n d  and ~e~A- Mr. 
Baruch has done; b u t  I t h i n k  i f  I were t o  p i c k  up t h i s  i t ~ n  . tha t  I 
c -~ l  a knowledge o f  the  econcmi~ process#  I would want to  have h i s  
sugges t ed  economic g e n e r a l  s t a f f .  So ma~. of  the  p e r p l e x i t i e s  a r i s i n g  
now# as  I see  them coming eve r  the  h o r i ~ m #  a re  condi~ ioned  by and 
w i l l  be  de te rmined  by the  workings o f  t h e  economic system and our r e -  
l a t i o n  t o  the  world ecc~mnio s y s ~ .  Mr. Trmaan's S t a t e  of, the  Union 
message# I would expec t ,w4~! l  p ~  some a t t e n t i o n  to  the  e f f e c t  o f  cu~ 
militaz7 prograa  on ~ economies of the rest of the world~ 

Another thing ~hi~h I stressed was the need for over-all controls; 
and I indicated that if there were an outbreak 'of war# we wo~Id need 
to go much f~-~her  than  the War ProdnctAon Board had gone in executing 
~h~ orde r s  of the Presiden~ ~ rec(,-.onda~ion at that%line was t h a t  
it be embodied in a statute and not be left to the. powers .of 
President. 

Another thing that I had occasion to emphasize was the need for 
trained a~nlnistrators. I have no occasion to withdraw from that. I 
have more occasion, in the l i g h t  o f  the last 18 months, to fortify and 
anpli~ %~at recc~aendation. 

I also suggested that a=~ over--t1 scheme, of controls should pro-  
v ide,  as i t  d id  no t  provids i n  the con t re l  orders and laws o f  Wonld War 
I I #  f o r  decontro l .  I t  may n o t  be new to you, bu t  most people do not  
r e a l i z e  t h a t  the  major  o r g a n i z a t i o n s  t h a t  were c o n t r o l l i n g  t r a n s p o r t a -  
tiQn# oil# rubber# and the rest of those major organizations did not 
have a f.11 and complete statutory background. ~he OPA, dealing with 
prices and rents, was the one which did have. Wage control was the 
result of a formula which was worked out and given expression throug~ 
an executive board. 

But I s t r e s s e d  a l s o  as one o f  the  major  p o i n t s  t h a t  any con t ro l#  
%o be e f f e c t i v e #  must  have p u b l i c  suppor t ;  t h a t  t he  powers  t o  do# t o  
go forward and to plan, do not reside in the statute or in the Execu- 
tive orders# but it was d~ec~ly a nexus with public opinion; and I 
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shall have occasion later on to refer to these. My contention was 
that we should have an over-all authority. At This particular and 
peculiar preparedness stage, where it is public policy to have a pre- 
paredness progrem alongside a civilian economy, over-all authority 
is quite difficult to obtain, let alone the administration and authority 
for a cQuplete centralized control; but it is also difficult to prevent 
inflation unless there are many more powers available to the central 
control auThority. And I think that, while this may be somewhat rep- 
etitious, as I go on I will advert to same of these circumstances. 

I said at one of these meetings--I think it was in response to a 
question fr~n one of the faculty--that I was a bit uneasy about the 
National Security Resources Board (NSRB), which was the designated in- 
strument in the pre-Korean period for m~n= the over-all preparation. 
That isj it was the preparator of the preparedness pl-n~ for the next 
emergency. 

(Story told off the record,) 

The reason for telling that story is to illustrate what I think 
has been, in different words, Mr. Baruch's rec~endation and minej and 
that was that the agencies responsible, as was the contemplation of the 
NS~, should actually administer and should have broad powers in the 
realm of policy making and administration. And if our e~fort, for one 
reason or another, had to be increased, I would expect to see a greater 
amount of authority concentrated in what is now the position occupied 
by Charlie Wilson. 

I made a suggestion then--again, I believe, in response to a ques- 
tion--that some part other than just planning should be done by t~e- 
central organization, whether it was stockpiling, whether it was 
centralized procurement, whether it was research and development~ but 
at amy rate, that I would use the NSRB, as then constituted, as a model 
for pilot agencies, s~ that the administrators would get %heir feet 
wet with the actual problems themselves. 

I don't believe that any high-ranking officials in that organiza- 
tion are at any central post where they are directing activities. I 
sc-nned the organization charts at Defense Production Administration 
(DPA), National Production Authority (NPA), Office of Price Stab~za- 
tion (OPS), and Economic Stabilization. Not one of those top admin- 
istrators--and I think I can say this for t~eir first or senior depu%~ 
too--was in the planning mechaniem or in any responsible postcrisis 
dealing with what was then a fairly substantial military program even 
before Korea. I said then and I sa~ it again--that recomm£mdation of 
action was a good one. 

As to ~he consent of the governed or the public opinion phase, 
i au going to use some examples. As you probably recall when the 
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President asked for the National Defense Act of 1950~ he did not 
pr~ide for control of prices or wages. I was the insistence of 
Congress, acting upon the pressures of citizens and businessmen~ which 
included the price control provisions and the wage control previsions 
in the Defense Act. 

While I think that would be a heal~ and a welcome addition, I 
believe that if the structure of the original Defense Act had taken 
note of the necessity for these powers~ we would have a strong Defense 
~ctj and that you would have more public support for its provisions. 
In other words if you deal with the mechanism as it emerged as a result 
of compromises and the last minute adJus~uente~ you will find that 
something was lost as to the centralization of authority and delegation 
of responsibility so necessary for an efficient mobilization progrsm. 

For example, because of the wrong guess made by the Adm~-istration 
as to what the people would want, there was very little done on the 
side of price control until the gathering storm of inflation was already 
upon us. And some part of the lack of support or indifference of public 
opinion to price control, and one so necessary for .admi~i~tration~ is 
lacking because of that error in judgment or error in guessing. (I 
happen to be in a position where I can do all the Monday morning quarter- 
backing that I wish. ) 

On the public opinion side again~ the Capehart Amendment and the 
Hurlong Amenc~ent, which went through in the last session of Congress~ 
supposedly put restraints on the authority of OPS which came about 
largely because of the necessity for the OPS organization to move so 
~rgently and so rigidly in~ areas that it should have had much more 
time in order to do it right. 

If you will recall, the Di Salle appointment cane at a time when 
prices were running away and the build~ of an organization was not 
an easy task. I have always felt that ~e should have stand-by powers, 
stand-by organizations and techniques, and stand-by people for admin- 
istrators, to • give us same of the advantages of preplanning. 

I think that the s~e thing might be Said on the topic of political 
r interference. I had occasion in dealing with the English and the Cana- 
dians to hear ccmplalnts repeatedly about political interference in 
our administration. That was not Just true of me, but it was tame of 
Don Nelson, of transportationj and all other controls. 

One of our major fights was on the price of oil. I fixed the 
price of oil and the whole oil industry, headed by the delegation flwm 
Oklahoma, with tremendous political power, tried to break that price. 
I had a fellow in my organization, Sumner Pike who stood fizm. ~Finally 
matters came to a head. Judge Vinsonj who was the head of a very sub- 
stantial agency, csme to our rescue. He said that it was an issue o f  
importance and note and he ~us~ained our price, but political influence 
cou ld  have ruined it. 
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Let us take an example that happened recently, which is the 
Quartermaster's necessity for obtaining meat. I think @!~rtermaster 
General~ Herman Feldman announced, before he left, that he was going 
to buy lO million dollars worth of offshore meat because he couldn't 
get enough domestic offerings. The meat industry's action on prices 
was such that he couldn,t go into the open market. He couldn't buy 
corned beef, for exsmple, in the 40-cent range, He was compelled to 
go to the 90-cent and dollar-a-pound range. And it was only by using 
the mechanisms that, I thinkj General Sc~ervell and I devised to satisfy 
the meat people that he was able to get meat for the troops. 

The same thing--but it wasn't effective--was the fight against 
quick amortization~ that you may have noticed. There waa great alarm 
sounded because the authorities, from Wilson on down to Fleischmann 
of IPAj were working seemingly overtime to confer the amortization 
benefits on those who were building auxiliary and extra defense plants. 

Fortunately--and I say "fortunately"--there was determination on 
the part of the top brass. Fortified by their knowledge of how delay 
might have crippled us in such a period, they went ahead. But The 
opposition was an example of the touch-and-go kind of political in- 
fluence for various purposes, which could have been, as I say, quite 
destructive. 

A preparedness period, if we can call the present period that, 
has many difficulties. That was one of the reasons--not the main 
one--why the H-day plan was not able to be used, when we started on 
our defense preparations in the forties. But even preparedness does 
give a number of organizational difficulties and authority difficulties. 

At the present time we cannot barter for critical and strategic 
materials. We have to buy them. First, we are not set up so that, let 
us say, Mexico has lead and we need lead. Mexico wants some pipe to 
bring the oil from one of its oil fields into Mexico City. We say: 
"We will buy the lead in the open market. You will have to dicker for 
your pipe." 

More than that, let as suppose--This is going to be an actual case-- 
that there are 5,O00 tons of tungsten behind the Iron Curtain, and those 
people want to exchange that for vegetable oils, and they will not let 
it go unless they get vegetable oils. As we are set up now, it is 
difficult and dangerous from many standpoints to do that kind of ne- 
gotiation. We will offer %o bu~ tungsten and pay Them dollars for it, 
but we will not let them get vegetable oils. Under the wartime powers 
it was possible to make almos~ any kind of dicker. 

Military goods pricing is another thing. I am not going to advert 
much to that. I referred previously to the Worsley studies. Although 
action has been taken recently by which OPS gave exemption to military 
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pricing~ that would not be, in my opinion, in a war period a good 
thing to do-to give complete exemption for ,~I military goods when 
they represent such a substantial portion of the total of b ~  and 
affect the prices of all c~Lodities. But the exemption is one example 
o£ the arrangement that you have to make in this gray period. 

I spoke in other speeches of other difficulties. One of our 
problems, you probably know, was the conversion, of facilities used 
for civilian pred~ctAon to wartime production. That was one of the 
toughest battles of the early defense period and continued somewhat 
into the post-Pearl Harbor period. 

As of  now~ looking ah. ead~ ar~ change in  the  m i l i t a r 7  progrem~ a~y 
r e v i s i ~  upward, would mean the  n e c e s s i t y  of  conversion of e x i s T ~  
facilities. I ~lu, not quarreling with 1~at has been ~ene, that is~ 
because of relocation necessity of dlspersiQnj and other matters, we 
are building completely independent produoilg plants outside the Detroit~ 
Pi t t eburgh ,  Chicago, and other industrial areas. But I ~ saying T~at 
if we had at the present time a necessity for ~onversion, there would 
be difficulty on account of the limited nature Of the authority for 
mobilization and the lack of complete understanding by the public. 

AS we stand today the price level is slightly lower ~ vhat it 
was at its peak, around March of last year. The indications on the 
usual forecasting method would seem to be that we might have a rise 
of prices of 3 to 5 percent. My contention is that the forces which 
wil l -de te rmine  whether they s tay  i n  t h a t  narrow band or  vhether  the7  

, g o  ~ p  or down are n o t  c l e a r l y  to .be discerned r i g h t  now. And I can . 

conceive of a number of ~ituations, not J~st an armistice in Korea, 
not Just an outbreak elsewhere, which would mean that the control 
auth0ri~y ought to have very, very strong powers. 

For example, we were able right after Pearl Harbor to shut down 
the con~odity exchanges. I had no statutory authority for doing it. 
There were several times before Pearl Harbor when I should have closed 
the exchanges and suspended all futures. We could have saved ourselves 
a lot of trouble. If we have one of those ~imil-~r situations come up 
in this gray period~ the organization and anthority is not present. 

Another problem is the impact of the excess-profits taX, which I 
will not labor. I would like to say that~ talking about an economic 
general staff, the head of an economic general staff would make a sug- 
gestion to the person responsible for the construction of additional 
facilities that there are ma~y avenues in the excess-prQfits tax which 
could be used positively for the increase of production. That is, if 
you run into a snag on the five-year ~uortization~ or on the money 
available by the Government for the building of increased facilities, 
there are still a number of goodj staunch provisions to work with in 
the excess-profits tax which can be used to mobilization advantage. 
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But the hardest th~g is going to be the organization of the 
supply of raw materials. We have had an extraordinary increase in 
both time and size, of the expansion of capacity, raw material capacity, 
atomic energF capacity, plane facilities, tank facilities. As a matter 
of fact, ome of the reasons for the imbalance as between military end 
products and the rest of the program is that the efficiency of building 
and the knowledge of what to build are far outrunning our knowledge 
of what is to be decided upon in the way of deslgn and models for the 
military end products. That is a difficult thing for the p~blic to 
understand but it is true. We also face the prospect that by the end 
of this year we will have 8 or i0 percent additional steel capacity 
and before the end of 1953 we will have a doubling of the alumint~ 
capacity. 

Considered in the narrow focus, mmybe we have the iron ore and 
maybe we have the bauxite, but steel and almninam are seldom used 
alone. We have to bring about power, transportation, copper, zinc, 
and lead--every one of the groups of raw materials that may constitute 
a necessity for expanding the national p~duct. 

Again, at the risk of being boring today, I say that the regular 
authority, as it exists now, and the structure or organization, with 
so many authorities outside the control organization are deficient. 
To mention one, Symington's ability to hold off the Bolivian tin con- 
tract is an example and lead from Mexico and copper from Chile are 
others. 

The organization for the supply of raw materials co~ensurate with 
our needs in 1952 and 1953, and for an all-out program in case neces- 
sity demands it, just does not exist. That needs to be right now in 
the preplanning stage. We cannot create imuediately new, on-the-scene, 
ready-to-be-processed raw materials stockpiles. 

We are right now at a major point in the military program; this 
to me argues the necessity for an economic high command, which would 
work with or subject to the head administrator, the head of all control. 
We have again the old feasibility dispute. I expect in your library 
you have the study by the Conmittee on Public Administration cases on 
the dispute that went on through the War Production Board (WPB), and the 
Joint Chiefs of Staff as to feasibility of the military program. But 
we are at that point of feasibility now. 

Her@ we have now on one side the Joint Chiefs of Staff better than 
anybody else knowing what the perils are and knowing, to make my own 
date, that as of, let us say, July the first we ought to have an ef- 
fective fighting force, fully equipped for an emergency. And here we 
are at a touch-and-go point as to the impact of the military progrL 
When you get down to only IO percent copper, 20 percent this, and 30 
percent that available for civilian business, you can disturb the 
econQm~ violently, ~articalarly when the price level has come to rest. 

R E S T R I C T E D  



R E S T R I C T E D  

The feasibility dispute is here. So~e would want to prolong the 
defense program, as suggested in Mr, Wilson's latest report. There 
are others who would compress it and make sure that we are ahead of 
our due dates. Still there is no real authority to deal with the 
feasibility dispute in terms in which it ought to be dealt. You can't 
have the persona ~ contact of a strong person like Wilson, whose views 
are not shared by his old colleague in General Elect~ic, Phil Reed, 
whose views are not shared by most of the Army's military planners. 
What we rest on is ~m~ly assessments of the equities of the situation. 

Just by way of smmning up: I think we have profited by the 
mistakes and the experiences of World War II. I think our organization 
is better, although it isn't quite perfect, because of the patchwork 
way of putting it together and the lack of a statutory head. But we 
are still really working on a quot a system on production. 

I thlnk we have made enormous progress in the reactivating and 
expansion of facilities. I think our technical work control is so 
much better. ~P is cert-~-ly adequate for all major items. We had 
to mske tests in 0PA. We suggested rationing to give it a test for 
92 percent of supply on the allocation of raw materials. Tickets 
could be written for 112 percent then because of slippage. This time 
~here has been no slipping, Q~P may have 8 or I0 percent of tickets 
out for which there is no materialj but the organization itself and 
the techniques of administration are so much better for a~us~ent. 

That goes also for the OPS orders, for the techniques ~hey have 
worked out on control, because the program that they have represents 
a re~]y professional and technical i,~rovement. 

The budget relationships are so much better, as are the war 
powers in procurement. There is still enough of a build'up of materials 
for the militsry strength. The labor force question, I think, is al- 
most outside the maln influence of the controllers. Stockpiling is 
not so goodo As to research and development, there is st~1~ no ef- 
ficient, direct connection between research and development and the 
operating organizations appl~ the mechani~ in the defense effort. 
I think I am on good ~ound  for sa~Lng that. 

We still, however, are operating with the democratic process. 
There has been no abridgment of the ordinary process by which we 
evaluate decisions taken. While you may quarrel with same of them if 
you are a purist technician, I think we are very fortunate that we 
have the public debate. 

What I ~hink is lacking in the savings bond progrsm, ~d every- 
thing else, is good public relations. I have a feeling that we should 
psy more attention to that. What I would like to see on public relations 
is for the Defense Department and Mr. Wilson's organization to put the 
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same kind of effort on it as they have done on the expansion of ca- 
paclty; to go ahead with a wider and fuller explanation to the public 
as to why the program is needed and what are the d~gers ahead. 

As I have said, to my mind all this argues for an economic high 
command, an economic general staff. So many of the problems of NATO, 
the military aid program, the value of money, the budget, so many 
things, are present outside the frame of reference of the mobilization 
control mechanimu and authority. It seems to me that there ought to 
be thebes~ economic high staff made available to the top controller. 
In turn, to my mind, that would fortify the public opinion that is so 
necessary for support. 

I will now take UP the questions. 
/ 

QUESTION: I have two questions: First, does the Council of 
Economic Advisers make any contribution to the defense organization? 
Second~ do you recomend that we have a reserve of administrative 
officials for an emergency, like the military services have in their 
program? 

MR. HENDERSON: I will take the second one first. I suggested 
that we already had a very~ substantial military budget and that through 
a rotational scheme I would try to bring in the sane quality of admin- 
istration as would be required if there was an expansion due to an 
emergency or a war. However, I don't know whether I made it clear-- 
that for a two-yea r program we should get, let us say, eight men, and 
they would adjust themselves to the pressures of their business and 
divide up the time and the service; and then we would have a pool on 
~hich we could draw. 

That was one of my suggestions and I used the example of stock- 
piling. We have had to bring in Mr. Larson on that and two or three 
top men on the new program that was plainly indicated before. If 
s~ebody had asked ~ho would be the top ones in event of war, you 
would say, "these men." I happen to know One of those fellows; he told 
me that it took him a month to find out how an official operated here 
in Washington. 

As to your first question, the Council of Economic Advisers does 
make some contribution to the defense organization; but that is an 
organ of the ~uployment Act, and its responsibility is under the Em- 
ployment Act. The act specifies what it is to do, which is to recom- 
mend to the President and to Congress through its reports what it 
considers the guiding posts for legislation to maintain full employment. 

That is important, but ! am talking on a broader-range basis. I 
am talking not just of econamists. ~en I say "an econmuic high com- 
mand" I don't mean a board of econQmists. I mean a board of economic 
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operators--the head, let us say, of ~e American Smelting and Refining 
Co~oe~y--fellows who are operati~ in the economic sphere, people of 
known administrative ability. I ~u quite sure that is what Mr. Baruch 
meant. ~ 

QUESTION: i think you agree that one of the major needs in a 
mobilization period such as this is a proper~ well-informed evaluation 
or balancing of the military requirements and the industrial cspacity 
and the civilian requirements. Further, I think you agree That we do 
not have such an evaluation at the present time. Is it your feeling 
that such a function would be handled in this economic stafi~ I~ notw 
who should do this? 

MR. HENDERSONI I would say that the economic staff ~hould do 
the work necessary to keep the person who has to take the administrative 
respensibility advised~ andwell advised. If it is a strong boardj it 
will support him on taking decisions ~hich are unpleasant, you might 
say~ with that background of guidance. + • 

+ 

It is Phil Reed's contention that the military progrem is already 
too high to be borne without a tremendous impact on the strength of the 
civilian economy. Phil Reed is a man of high capaci~ and experience. 
Being at the head of General Electric, his opinion is to be respected. 
But the resolution of that question cannot be done except on an ad hoc 
basis by the man who sits there now. That is the kind of questi~t 
ought to be kicked up to a +Baruch kind of board. I am not suggesti=g 
Mr. Baruch~ but a Baruch kind~ as we know him--people who cannot be 
influenced by political and other considerations. 

QUESTION: Mr. Henderson, you spoke about the need for public 
support; you said that in an emergency there would be need for more 
controls, with the result that within the foreseeable future there 
might possibly be an entirely controlled econ,. You spoke about the 
need of provision for decontrol in our present legislation. Would you 
comment upon what you think might be the means whereby our decontrol 
could be so established so that there would be no possibility of brlug- 
ing about a completely controlled economy in the future? 

MR. HENDERSONt On the first point, I think you have an inherent 
contradiction there. The responsibility for control and domination 
comes from the people.. I don't believe t]iat in a free systemj with 
free press and radio; a~y goverr~ent can force an opinion and get it 
accepted by the people. I do feel that there are many areas of 4-eor- 
marion that the authorities hesitate to go to the people ~ with, for 
various reasons o 

I have no fear + of a continuation of controls. When speaking of 
the need for specific decontrols, I meant with~u the framework of the 
OPS Act or the Defense Act. I think Congress should set up certain 
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standards which would let the administrator tamporarily suspend or set 
aside, when certain conditions have been reached~ certain controls, 
and give him certain standards which he could follow automatically. 

For example, OPS just recently suspended M-51, which it has author- 
ityto do. But it has exercised a tremendous smount of study and taken 
personal responsibility for the great impact that it has on ludustry. 
i would like to see that avoided. I would like to see certain general 
guidance given, which the administrator, ~hen he reaches that point~ 
can say: "I believe that I can certif~ that we ought to suspend this 
regulation now." 

When I was in charge of the ordnanoe propertY accounting I worked 
out a general order om 14,000 cases of officers with property account- 
abilitY who were being held responsible for the loss of side arms or 
things like that. I was in a position to make certification that in 

opinion the Government would lose more in expense than it would g~4n 
in recovery. I could do that. i set certain standards and ! took them 
over to General Lord for approval and then we moved through those cases 
quickly. 

But I had the administrative standards by which to guide my action. 
There was no congressional history or anything else, They went by certain 
standards. Right now you get public critici~. If you suspend prices 
of one industry, all the others would come in and OPS wouldbe overwhelmed. 

QUESTION: I gather that you don't care too much for the NPA as it 
is in the Department of C~m.~erce. 

~. HENDERSON: That is wrong. ~at I say is that it is not really 
a part of the Depar~uent of Commerce. It just happens tobe located 
thereo 

QUESTION: What do you think of the present arrangement, where 
the NPA is located within the Department of Co~eroe and the program 
and allocation authority is in a separate organization, DPA, which is 
~muediately under the Office of Defense Mobilization (OE~), comoared 
with what I understand was the World War II setup, under which WPB had 
the programming and +~e actual operation comparable to DPA? ~ich do 
you think is preferable? 

MR. }~NDERSON. ~ I think the earlier is preferable. We went through 
that question very completely. I would say that a great deal of the 
administration which was left in the Department of the Interior ought 
not to be there in any kind of crucial emergency, because the decisions 
that have to be made are other than normal decisions. 

QUESTION: Are you willing to stand on your remark about the powers 
Of this economic high staff? 
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MR. HENUERSON: I~ answer would be this: For many months this 
relationship that I have spoken about has ~en under study; and, to 
the best of my knowledge, no satisfactory decision has been reached 
as yet. I think I am on good ground for saying that. But in t~e 
kind of organizational structure that we have~ no satisfactory working 
organization which would give us complete effectiveness has been found. 
I don't want to go into detail on that. It migh.t seem that I know 
things that perhaps I ought not to know. But I am quite clear ~ that. 

QUESTION: I gather that you would like to see price ceilings ex- 
panded to include military goods. I r~uember that during World War II 
there was an agreement that all military goods would be exempted from 
the price ceilings-- 

,,MR. H E ~ O N ~  That is no t  true. 

QUESTION: What part is not true? 

MR. HENDERSON: They were not exempted. There was the so-called 
Forrestal-Patterson-Henderson Agreement, which left the final responsi- 
bility with me. They made regular reports to me~ as the records will 
show. We also had very actiwe conferences~ at which they took up c~- 
flicts between our policy determinations. I think that the price control 
authority is where the major responsibility has to be in any period 
where the military purchasing impact is high on the whole economy. 

QUESTION: Would you say that we should have a similar situati~, 
or should we have some sort of cooperative setup rather than a manda- 
tory imposition of ceilings on military goods in this phase of current 
mobilization? 

MR. HEND~SON: I think that the general principle could be best 
worked out on a similar arrangement. However, I think that the price 
administrator should have the right under certain circumstances to 
suspend a price ceiling. 

I will tell you this: When in the last war we worked out that 
arrangement, a lot of that nonsense of the Army purchasing officers 
buying in the open market at their own price disappeared. I think the 
Army and the Navy officials of that period woNld say that it was a 
good thing. 

QUESTION: Do you think that the present price levels are the re- 
sult of action taken by the OPS, or do you think they are the result 
of the availability of goods and consumer demand and things of that 
nature? Also would you comment as te what your view is on the desira- 
bility or effectiveness of the maintenance of farm parity prices? 
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MR, HENDERSON: On the first, it is mixed. Some of the prices 
are held where they are by reason of the ceilings. There is no question 
about that. I think a number of them, particularly at the re~1 
levelsj have been affected by these tremendous sawings. There has been 
an enormous increase in the rate of savings. Temporarily there are 
moderate prices. Because the price freeze came at about the high peak~ 
many of those prices are moderate. I would say, looki~ back at con- 
trol, that I am quite sure there would be no demonstrated price group 
which could not a~tomatically absorb an~ increases in the cost. 

I would stand on what my contention was during World War II--tha% 
the responsibility and the authority must not be confined in a strait 
jacket, 

QUESTION: You mentioned that the excess-profits tax could be 
used to expand production. Would you expand upon that, please? 

MR. ~NDERSON: As it is now, in case anybody wants to go into 
this further, J. D. Longworth's studies on the subject are the best. 
It is almost a suggestion to management to use cheap money for necess~ 
expansion. Normally, every company has submitted to it by its research 
staff, by its technical group, and by its engineers, proposals for 
expenditures in the next budget period. 

Nowj it has to cut its cloth ordinarily to fit its finances, but 
the Excess Profits Tax Act is an indication to me that it should be 
clear to businessmen that they should use their own funds, at anj~here 
frmu 17-cent to 25-cent dollars, for auxiliary things other than actual 
capital investment. In other words, you could do internally with the 
excess-profits dollars a lot of design engineering, ex~erimentation~ 
and everything ~hich cannot be challenged as a cost. 

I think it is not only an indication but an obligation of the 
executives who control a corporation to do ~ that. ~ere the expenditure 
of that dollar is ~oir~ to improve your over-all technical ability or 
marketing ability in the foreseeable future, I think it is their obli- 
gation to do it. 

QUESTION: I would like to ask two questions: First, is your 
preference for centering the mobilization activities in the mobilization 
agency tempered in any way by the fact that we have a longperiod of 
cold war to look forward to, v~ich could be very uncertain in duration? 
In other words) ~ in the last war we started with Pearl Harbor and we 
knew there was going to be an end within a reasonable period. Now we 
don,t know whether it is going to last for I0 yearsp 20 years, or what. 
Might there not be an undermining of the normal agencies of the Govern. 
ment? 

Second, would you please amplify on the feasibility that you 
mentioned? 
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MR. HENDERSON: " It is tempered by what you say. My remarks were 
to point out the difficulties that are inherent. I suggested that we 
co~d have and should have for this period much more control. 

I see no reason why, if we have an economic high command, Cabinet- 
rank people should not be on it as individuals, not representing the 
agencies; or, a Federal Reserve man could be on it, I see no reason 
why on tAe economic high command they should not be there. 

We must look forward, however, to making adjustments in this mixed 
economy between the military and civilian requirements. As we work in 
this formative perioa, we have the necessity plainly of getting our- 
selves actively prepared. I would be for more delegation of authority. 

As to feasibility, I was thinking about two fellows who usually 
think alike, two fellows I have worked with-~+~r. Wilson on the one 
hand and Phil Reed on the other. They seen to have a basic disagreement 
as to the feasibility of even the existing program, which may rise to 
h billion dollars a month expenditure. I know that Phil Reed wouldn.t 
have come to that conclusion and wouldn't have announced it publicly 
without a tremendous amount of study. 

Now we are at a place, in m~ opinion, of touch and go. If we in- 
crease and move toward the July the first date of real preparedness, 
we would have to tighten controls very, very substantially. It is not 
feasiblej in other words, to do more in the existing clLmate. So, as 
I say, on your feasibility, we are at a touch-and-go point right now. 

It gets down then to the measures that ought to be taken by those 
who know they would be held responsible if America should be found de- 
fenseless in a sudden attack. I mean the Joint Chiefs of Staff and the 
military organization, those ~o believe that the strongest thing that 
we could have is a strong economy, with great capacity, and T/fat you 
can't disturb the delicate price relationship right now. The question 
of feasibility is right now with usj as it has not been before. There 
is quite a bit in Mr. Wilson's 1+atest report on that. 

QUESTION: Mr. Henderson, you have covered pretty well the control 
statutes which you reco~nend and certain standards that should be in- 
cluded in those statutes and at what point you think it would be advis- 
able to do it. It seems to me that, rather than doing this the economic 
high command should review those, because what we are thinking about 
now is that usually, when statutes are created, conditions change so 
radically over a period of years, or after a war, that the chance of 
having those things properly set up would be better when that standard 
was reached if it had first been reviewed by the economic high Command. 
What I am coming to is, shouldn't we have a constant planning board to 
determine when decontrol should start, just as much as when control 
measures should be placed on? 
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MR. HENIERSON: This takes me back to what was the central issue 
in 1942, when it was quite evident that there had to be something done 
about wages. The big contention was within the Administration that the 
President ought to use his Executive powers, one, to satisfy the parity 
provision and, two, to establish standards of wage increases. 

Well, that would have given me more authority; but I contended-- 
and won out--that it had to be debated in the Congress; that the Congress 
represented the focus of all kinds of things for which it was responsible, 
and that the general s~andards ought to be established there. 

So i would prefer that general standards be established by the 
Congress. Congress made my life miserable day after day, but I still 
wouldn, t mind one bit letting it hs~mer out general standards on that 
anvil. Despite all the political considerations and everything else, 
that is my answer. 

On the administration business, I would say, have any top group 
that you want to have. 

COLONEL CROSBY: Mr. Henderson, our time has run out. On behalf 
of the student body and the faculty, I certainly thank you for a very 
informative lecture. 
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