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~i ' t i  

Mr. Ewan Clague, Commissioner of Labor Statistics, Department 
of Labor, was born in the State of Washington. He attended the Univer- 
sity of Washington and completed his graduate work at the University 
of Wisconsin where he majored in labor economics. In 1926 he entered 
Government service in the Bureau of Labor Statistics; later he was 
associated with the Metropolitan Life Insurance Company and conducted 
research in technological unemployment for Yale University Institute 
of Human Relations. For five years in the early 1930's he was profes- 
sor of research and statistics at the Pennsylvania School of Social Work, 
University of Pennsylvania. In 1936 he returned to Government service 
when the Social Security program was inaugurated and was the Director 
of the Bureau of Employment Security of the Social Security Board until 
1946 when he returned to the Department of Labor, and with the excep- 
tion of 1954-55 when he served as Special Assistant to the Secretary of 
Labor, he has been Commissioner of Labor Statistics. This is his first 
lecture at the College. 
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W A G E  S T A B I L I Z A T I O N  IN T H E O R Y  AND P R A C T I C E  

4 M a r c h  1958 

CAPTAIN LAUTHRUP: General Mundy, Admiral Clark: So far 
in economic stabilization we have dealt mainly with the indirect con- 
trols as seen by representatives of the Federal Reserve System, bank- 
ers, businessmen, and politicians. Today we move into the area of 
direct controls. 

The particular aspect of that with which the speaker will deal is 
"Wage Stabilization in Theory and Practice.  " I am well aware that 
wage stabilization is a fact that you know very well. I feel that you 
have been stabilized for quite a few years .  But there are other fac- 
tions in the country to which this applies, which are certainly of 
greater  intere st. 

Our speaker this morning is Mr. Ewan Clague. He is the Commis- 
sioner of the Bureau of Labor Statistics in the Department of Labor. 
He has been connected with the Department of Labor since 1926. He 
did have somewhat of a sabbatical leave when he was a professor up in 
Pennsylvania University for five years during the thirties. He has held 
his present job as Commissioner since 1946 and, in that capacity, he 
has been directly concerned with this problem of wage stabilization. 
It is a responsibility of his office, and he probably has the final say-so. 

Mr. Clague is not new to the College. Although he has not been 
presented in this auditorium before, he has come over here several  
t imes for seminars.  

So i t  i s  w i t h  a g r e a t  d e a l  of  p l e a s u r e  t h a t  I w e l c o m e  M r .  C l a g u e  
b a c k  a n d  p r e s e n t  h i m  to t h i s  y e a r ' s  c l a s s .  

M R .  C L A G U E -  G e n e r a l  M u n d y ,  A d m i r a l  C l a r k ,  a n d  M e m b e r s  of  
t h e  C l a s s :  I s h o u l d  e x p l a i n  t o  y o u  t h a t  m y  job  i s  t h a t  of  a s t a t i s t i c i a n  
a n d  an  e c o n o m i s t .  O u r  B u r e a u  d o e s  p r e p a r e  t h e  s t a t i s t i c s  w h i c h  a r e  
u s e d  a s  t h e  b a s i s  of  w a g e  c o n t r o l s  d u r i n g  a w a r t i m e  p e r i o d  o r  o t h e r  
e m e r g e n c y .  We  a l s o  p r e p a r e - t h e  p r i c e  s t a t i s t i c s ,  a n d  t he  c o s t  of l i v i n g  
i n d e x ,  s o - c a l l e d ,  w h i c h  i s  a g u i d e  f o r  p r i c e  c o n t r o l s .  A n d  t h e n  we  
p r o d u c e  s o m e  o t h e r  d a t a ,  s u c h  a s  t h e  n a t u r e  of  c o l l e c t i v e  b a r g a i n i n g  
c o n t r a c t s  a n d  o t h e r  s u c h  i n f o r m a t i o n ,  w h i c h  m a y  b e  u s e d  in  t he  s e t t l e -  
m e n t  of  w a g e  d i s p u t e s .  In  f a c t ,  in  t h i s  w h o l e  s u b j e c t  of  w a g e s  a n d  
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p r i c e s  a n d  p r o d u c t i v i t y  and  c o l l e c t i v e  b a r g a i n i n g  a n d  l a b o r  m a n a g e -  
m e n t  r e l a t i o n s h i p s  we  b a s i c a l l y  a r e  t h e  f a c t - f i n d i n g  a g e n c y .  

D u r i n g  W o r l d  W a r  II,  a n d  a l s o  d u r i n g  t he  K o r e a n  o u t b r e a k ,  we  
s e r v e d  a s  t h e  s t a t i s t i c a l  f a c t - f i n d i n g  a g e n c y  f o r  t h e  W a g e  S t a b i l i z a t i o n  
B o a r d ,  a n d  of  c o u r s e  a l s o  f o r  t h e  O f f i c e  of P r i c e  S t a b i l i z a t i o n .  

I b r o u g h t  a l o n g  a few c h a r t s  w i t h  m e  t o d a y  to  h i g h l i g h t  s o m e  of  t h e  
p o i n t s  I a m  g o i n g  to  m a k e  c o n c e r n i n g  t h e  w a y  in w h i c h  t h e s e  f a c t s  s e r v e  
to  i l l u m i n a t e  t h e  p r o b l e m s  to  w h i c h  I a m  g o i n g  to  d i r e c t  y o u r  a t t e n t i o n  
t o d a y  a n d  a l s o  s e r v e  t he  a d m i n i s t r a t i v e  a g e n c i e s ,  t h o s e  w h o  d e c i d e  
w h a t  w i l l  h a p p e n  in  w a g e  s t a b i l i z a t i o n  and  p r i c e  c o n t r o l ,  a s  a b a s i s  
f o r  t h e i r  d e c i s i o n s .  

L e t  m e  m a k e  one  m o r e  p o i n t  b e f o r e  I s t a r t  ou t .  I a m  b o u n d  to  
t o u c h  u p o n  s o m e  o t h e r  a s p e c t s  o f  w a g e  s t a b i l i z a t i o n ,  b u t  I s h a l l  m a k e  
j u s t  a n  o c c a s i o n a l  f o r a y  off  i n t o  t h o s e  f i e l d s  o n I y  f o r  t h e  p u r p o s e  of  
o u t l i n i n g  t h e  p r o b l e m s  of  w a g e  s t a b i l i z a t i o n  i t s e l f .  M y  t o p i c  i s  c o n -  
f i n e d  to  w a g e  s t a b i l i z a t i o n .  

T h e  f i r s t  b a s i c  e c o n o m i c  p r o b l e m  t h a t  c o m e s  u p  in  c o n n e c t i o n  w i t h  
a n y  a t t e m p t  t o  d e a l  w i t h  w a g e s  i s  t h e  f a c t  t h a t  w a g e s  h a v e  t w o  a s p e c t s .  
I n  one  r e s p e c t  t h e y  a r e  a w a g e  r a t e ,  in  w h i c h  t h e y  a r e  a l a b o r  c o s t  t o  
t h e  e m p l o y e r ,  o r  a t  l e a s t  a d e t e r m i n i n g  f a c t o r  in  l a b o r  c o s t .  On  t h e  
o t h e r  s i d e  of  t h e  c o i n  t h e y  a r e  i n c o m e  to  the  w o r k e r  a n d  c o n s t i t u t e  h i s  
p e r s o n a l  i n c o m e  w h i c h  e x p r e s s e s  i t s e l f  i n  d e m a n d  t h r o u g h o u t  t h e  e c o n o m y .  

At the beginning of World War II, the economic situation was one 
in which we were operating far below capacity, as you know. In 1939, 
throughout 1940, and even during 1941, we had a volume of idle capac- 
ity of plant and equipment which was ready to be put to use. We had 
something like 8 million or so unemployed who were available also 
for jobs. In that kind of situation it is not surpr is ing that the f i rs t  
resul t  of any kind of wartime or near-wart ime activity is simply to put 
idle capital and idle labor to work. And the last thing in the world that 
anybody wants to do in that stage is to interfere with the quickest pos- 
sible private enterpr ise  expansion of the economy. 

T h a t  w a s  n o t  q u i t e  t r u e  in  t h e  c a s e  of K o r e a ,  a l t h o u g h  t h e r e ,  t oo ,  
we  h a p p e n e d  to  h a v e  b e e n  j u s t  c o m i n g  ou t  of a m i n o r  b u s i n e s s  r e c e s -  
s i o n ,  a n d ,  o n c e  m o r e ,  we  h a d  t h e  i d l e  e q u i p m e n t ,  on  t h e  m a n a g e m e n t  
s i d e ,  a n d  t h e  w o r k e r s  a v a i l a b l e  f o r  m a n n i n g  it .  



So t h a t  t h e  f i r s t  t h i n g  t h a t  h a p p e n s  in  t he  e c o n o m y ,  i s  t h a t  t he  
p e o p l e  go  b a c k  to  w o r k  a n d  t h e r e b y  e x p a n d  t h e  l a b o r  f o r c e .  H e r e  I 
p r e s e n t  c l~ar t  1 ( p a g e  5) t o  s h o w  w h a t  w a s  h a p p e n i n g  in  1941,  f o r  
e x a m p l e .  T h i s  i s  t h e  r a t e  of  u n e m p l o y m e n t ,  s h o w i n g  u n e m p l o y m e n t  
a s  a p e r c e n t  of  t he  l a b o r  f o r c e .  Y o u  w i l l  n o t i c e  t h a t ,  e v e n  a t  t h e  e n d  
of  1940,  w h e n  w e  w e r e  in a p r e p a r a t o r y  s t a g e ,  we  h a d  14 p e r c e n t  of  
t h e  l a b o r  f o r c e  u n e m p l o y e d .  N o t e  t he  g r a d u a l  a b s o r p t i o n  t h a t  o c c u r r e d  
d u r i n g  t h i s  one  y e a r .  I a m  s h o w i n g  t h i s  b y  m o n t h s  in  t he  c h a r t .  T h e  
u n e m p l o y m e n t  r a t e  h a d  g o n e  d o w n  to  7 p e r c e n t ,  o r  h a d  b e e n  c u t  in  
h a l f ,  b y  t h e  end  of t h e  y e a r  1941.  I h a v e n ' t  g o t  1942 on t h e  c h a r t ,  b u t  
y o u  c a n  s e e  s o m e  of  the  r a t e s  in  r e c e n t  y e a r s ,  r u n n i n g  a t  2 p e r c e n t  
in  e a r l y  1953,  f o r  e x a m p l e ,  o r  3 p e r c e n t  d u r i n g  1956.  I t  w a s  h i g h e r  
in  1954,  w h i c h  w a s  a r e c e s s i o n  y e a r .  A n d  1949 i l l u s t r a t e s  an  a v e r a g e  
r a t e  of  6 p e r c e n t  u n e m p l o y m e n t .  T h a t  r a t e ,  b y  t he  w a y ,  c o n t i n u e d  i n -  
t o  t h e  s p r i n g  m o n t h s  of  I 9 5 0 .  

So a g a i n  we  h a v e  an  i l l u s t r a t i o n  of t h e  f a c t  t h a t  a t  t h e  i n c e p t i o n  of  
an  e m e r g e n c y  y o u  m a y  f i nd  t h a t  t h e  f i r s t  t h i n g  t h a t  n e e d s  to  b e  d o n e  i s  
s i m p l y  to  g e t  t h e  i d l e  c a p i t a l  a n d  l a b o r  to  w o r k .  W a g e  s t a b i l i z a t i o n  
o r  p r o b l e m s  of c o n t r o l  d o n ' t  o c c u r  t o  p e o p l e ' s  m i n d s .  

I h a v e  a n o t h e r  c h a r t  ( c h a r t  2, p a g e  6) to  s h o w  the  r i s e  i n  e m p l o y -  
m e n t .  T h i s  i s  a p i c t u r e  of t he  e m p l o y e e s  in  n o n a g r i c u l t u r a l  e s t a b l i s h -  
m e n t s ,  t h a t  i s ,  in  e n t e r p r i s e s  of i n d u s t r y ,  c o m m e r c e ,  a n d  G o v e r n m e n t ,  
w i t h  a g r i c u l t u r e  l e f t  ou t .  T h a t  i s  a m a j o r  f a c t o r  no t  p r e s e n t e d  h e r e .  
Y o u  w i l I  s e e  t h a t  f r o m  1939 o n w a r d  m a n u f a c t u r i n g  j u m p e d  f r o m  10 m i l -  
l i o n  in 1939 to 18 m i l l i o n  in 1943.  T h i s  i s  t he  i n v e r s e  of u n e m p I o y m e n t .  
A f t e r  a b s o r b i n g  t h e  u n e m p l o y e d  t h e  e x p a n s i o n  of e m p l o y m e n t  d r e w  on 
t h e  n o n w o r k i n g  p a r t  of t he  l a b o r  f o r c e - - w o m e n ,  f o r  e x a m p l e ,  o r  y o u n g -  
s t e r s  w h o  n o r m a I l y  w o u l d  h a v e  b e e n  in  s c h o o l ,  b u t  w h o  t h e n  w e n t  to  w o r k .  
Y o u  w i l t  n o t e  t h a t  s o m e  of  t h e  i n d u s t r y  g r o u p s  d o n ' t  g r o w  s o  f a s t .  I d o n ' t  
n e e d  to  go i n t o  d e t a i l s ,  b u t  n o t e  e s p e c i a l l y  t h a t  c o n s t r u c t i o n  r o s e  h e a v i l y ,  
d u e  to  the  b u i l d i n g  of  m i l i t a r y  b a r r a c k s ,  a n d  o t h e r  w a r  c o n s t r u c t i o n .  

So, the second thing that happens is the drawing of new and addi- 
tional people into the labor force, expanding it in order to get the needed 
p r o d u c t i o n .  

T h i s  b r i n g s  up  t h e  f i r s t  e c o n o m i c  d i l e m m a  t h a t  o c c u r s .  T h e  w a g e  
r a t e  m a y  n o t  b e  c h a n g e d - - t h e  r a t e  f o r  a g i v e n  o c c u p a t i o n  o r  j o b - - v e r y  
m u c h .  T h o s e  of y o u  w h o  a r e  in  t h i s  f i e l d  m u s t  be  f a m i l i a r  w i t h  t h e  p r o b -  
l e m s  a n d  p o l i c i e s  of d i s p u t e  s e t t l e m e n t s  a n d  w a g e  s t a b i l i z a t i o n  d u r i n g  
W o r l d  W a r  II .  T h i s  is  a b u l l e t i n  ( i n d i c a t i n g )  of t h e  B u r e a u  of L a b o r  



S t a t i s t i c s  wh ich  s u m m a r i z e s ,  by a n u m b e r  of a u t h o r s ,  the  e x p e r i e n c e  
that  we had wi th  t h e s e  p r o b l e m s  of wage s t a b i l i z a t i o n  and d i spu te  s e t t l e -  
m e n t s  and a l l  the  r e l a t e d  p r o b l e m s .  H a r r y  Douty,  who has  w r i t t e n  a 
c h a p t e r ,  is the Ch ie f  of ou r  Wage D i v i s i o n  in the B u r e a u  at the p r e s e n t  
t i m e .  He w a s  a l s o  ac t i ve  as a s t a t i s t i c i a n  and r e s e a r c h e r  fo r  the  Wage  
S t a b i l i z a t i o n  B o a r d ,  not on ly  d u r i n g  Wor ld  W a r  II but a l so  d u r i n g  K o r e a ,  
when  he  w a s  a d i v i s i o n  c h i e f  wi th  us .  He ca l l s  a t t e n t i o n  to the fac t  tha t ,  
in the f i r s t  two o r  t h r e e  y e a r s  of the w a r t i m e  p e r i o d - - 1 9 4 0 ,  1941, 1942- -  
wage  r a t e s ,  as such ,  did not  i n c r e a s e  to any c o n s i d e r a b l e  ex ten t .  T h e y  
w e r e  not r i s i n g  s p e c t a c u l a r l y .  But to t a l  e a r n i n g s  going to l a b o r  e x p a n d e d  
v e r y  r a p i d l y .  

And h e r e  I want  to c a l l  y o u r  a t t e n t i o n  a g a i n  to what  I c a l l e d  the two 
s i d e s  of the coin .  As peop le  go b a c k  to w o r k  m o r e  m o n e y  f lows  into  
t h e i r  p o c k e t s .  E v e n  if we had w a g e s  c o m p l e t e l y  s t a b i l i z e d ,  you can  
r e a d i l y  s e e  that ,  if t h e r e  a r e  10 m i l l i o n  peop l e  at  w o r k  i n s t e a d  of 8 m i l -  
l ion, we a r e  go ing  to have  a g r e a t  dea l  of a d d i t i o n a l  p u r c h a s i n g  p o w e r  
u n d e r  way.  So the f i r s t  th ing  that  happens  is a g r a d u a l  s w e l l i n g  of the 
wage  p a y r o l l s ,  the s a l a r y  p a y r o l l s - - I  a m  i n c l u d i n g  e v e r y b o d y - - t h e  p e r -  
s o n a l  i n c o m e  p a y r o l l s  of the c o m m u n i t y .  

How a r e  you going  to d e a l  wi th  tha t  p r o b l e m ,  which,  at the  m o m e n t ,  
is  not a f a c t o r  of wage  i n c r e a s e s  at a l l  but  a f a c t o r  of e c o n o m i c  i n c o m e  
e xpa ns ion ,  w h i c h  of c o u r s e ,  now b e g i n s  to have  i ts  e f fec t  as  c o n s u m e r s  
s t a r t  to buy  goods  wh ich  t h e y  e x p e c t  to be ab le  to g e t ?  F u r t h e r m o r e ,  
th is  is  topped  by  an a d d i t i o n a l  f a c t o r .  H o u r s  of w o r k  m a y  n e e d  to be 
i n c r e a s e d .  C e r t a i n l y ,  if a m a c h i n e  has  b r o k e n  down y o u ' v e  got  to have  
peop le  w o r k  o v e r t i m e ,  and, g e n e r a l l y ,  u n d e r  o u r  n o r m a l  r u l e s - - i n  f ac t  
it is e v e n  in the l a w - - t i m e  and o n e - h a l f  is pa id  fo r  o v e r t i m e .  Now, 
48 h o u r s ,  t h e r e f o r e ,  is not 48 h o u r s '  pay i n s t e a d  of 40 h o u r s ;  it is 
52 h o u r s '  pay  i n s t e a d  of 40 h o u r s .  Tha t  b e c o m e s  a n o t h e r  f a c t o r  of ex-  
p a n s i o n  of i n c o m e .  

So, what  h a p p e n s  is a v e r y  g r e a t l y  e x p a n d e d  r i s e  in the v o l u m e  of 
c o n s u m e r  p u r c h a s i n g  p o w e r ,  long b e f o r e  wage  s t a b i l i z a t i o n  b e c o m e s  a 
k e e n  i s s u e .  This  is shown by th is  c h a r t  ( c h a r t  3, page  7) in w h i c h  I 
have  s h o w n  the a v e r a g e  h o u r l y  e a r n i n g s  fo r  1939. Th i s  l ine  ( ind ica t ing)  
shows  the  a v e r a g e  h o u r l y  e a r n i n g s .  Th i s  next  l ine shows  the g r o s s  
e a r n i n g s  ( ind ica t ing)  i n c l u d i n g  the o v e r t i m e .  You wi l l  s e e  how the o v e r -  
t i m e  is f a t t e n i n g  it up. Th i s  top l ine shows  the w e e k l y  e a r n i n g s  ( indi-  
ca t ing) .  Th i s  is the pay e n v e l o p e .  You s e e  how m u c h  h i g h e r  tha t  is .  
It r o s e  to 200 (1939=100) by  e a r l y  1945, when  the w a r  had not ye t  ended .  
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The chart dramatizes the fact that the pressures start coming, not 
first on wages but on prices, and the result is that price control be- 
comes the first item that gives the country concern. That is the way 

in which the war economy really begins to give signals that a spiral is 
about to get under way. 

I am not going to deal with the problems that are involved in mop- 
ping up this purchasing power. I shall simply indicate the kind of thing 
that, of course, everybody thinks of right away. One is increased taxes. 
In other words, the Government picks off some of that increased income 
and takes it in the form of taxes. Another thought, of course, is war 
bonds. We can divert this purchasing power into war bonds and thereby 
neutralize it. The surplus income is paid to the Government and the 
Government buys the war supplies that are necessary, so the purchasing 
power does not find its way into civilian channels. Of course, as you 
know, we did sell an enormous volume of war bonds on a purely volun- 

tary basis during the war. We suffered the consequences of that at the 
end of the war when we had the inflation of 1946-48. That diverted pur- 
chasing power was then convertible into current buying power, by cash- 
ing the war bonds. This took effect in 1946 to 1948, and the cost-of- 
living index responded. That is shown in this chart (chart 3, page 7). 
Here is the consumer price index at the end of the war. You can see 
how quickly it jumped once the purchasing power of consumers was 
allowed Io exercise its effect. 

In the meantime, during the war period, we applied rationing and 
price controls. That wasn't done in the early days of the war, prices 
began rising then they leveled off as controls became effective. The 
index of consumer prices does not go on up. We try to hold prices 
down, but we have a difficult time doing that and the situation gets 
worse as the years progress. We have this dilemma of the excess 
purchasing power trying to find an outlet, and we try to neutralize it 
in one way or another and so prevent its expressing itself in prices. 

That is the underlying economic problem that leads eventually to 
wage stabilization. It is not long before the Nation has to face the fact 
that increasing purchasing power is bringing a rise in prices. As the 
prices start up the workers become restive and want to know why their 
wages don't buy more. Then there is an effort to figure out how to ar- 
range for their compensation in the light of the rising cost of living. 
Almost the first thing that is decided is that we had better raise the 

wages as much as the consumer prices have risen. By that time the 
Wage Stabilization Board is on its way. 
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I will mention one other point in this connection. Would there be 

any way in which we could avoid this upward pressure of the weekly 

income? It is hard to see how we can avoid it as we expand the labor 

force. We certainly can't do anything about the fact that an extra per- 

son is brought into the labor force--a wife, or a son, or a daughter-- 
and starts to work and draws pay. There is no way in which we can 

conceivably avoid the expansion that occurs in that way. 

But is there any way in which we could avoid the weekly growth of 

the wages for the same person? Well, cutting out overtime pay would 

eliminate a little of it. Instead of time and one-half, let's say we pay 
straight time. That might be one way of holding wage income down. 
But remember that trying to get a worker to work additional hours and 

paying him straight time for all those hours, when he has been accus- 

tomed a l l  his l i f e  to get extra pay, is not easy. 

In Britain this is one angle which they tried in their stabilization 

policy in 1940, when they were in a desperate condition. They had to 

face the issue, and wondered what they would do in order to get more 

output. Their first thought was that they would expand the hours, but 
would not expand the weekly pay. This would give them a reduction in 

the hourly rates, if they carried it through rigorously. But it cer- 
tainly did not inflate the weekly pay too much, and it did make a con- 
tribution, so to speak, by having people work more hours in order to 

meet the needs of the nation. However, although I believe that was 

discussed in this country, it never really received any serious atten- 
tion. The focus of wage stabilization was not on the weekly earnings 
but on the hourly rates. Therefore, these other wage factors flowed 

free and we directed our attention to mopping up, in some form or 

other, the higher purchasing power. 

Now, let me take the next step. First of all I stress again the 
point that we were trying to get more labor in the economy, and, of 
course, we needed to redistribute the manpower we had. Again let 
me refer to chart 2, page 6. You can see that some types of indus- 
tries, like manufacturing, had to expand their labor supply very rap- 
idly. In wholesale and retail trade, let's say, we actually were dis- 
couraging people, hoping there would be fewer who would work in that 
line. In fact, during the four war years we had practically no gain at 

all in employment in distribution--retail trade. 

The Government, itself of course, has to expand its civilian em- 
ployment. This chart (page 6) doesn't even touch on the military expan- 
sion. And, of course, construction employment expanded in the very 
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early stages. Later it declined rapidly when we decided we had to stop 
contruction of everything except necessary military activities, in order 
to have manpower for other purposes. 

A n y h o w ,  t h e  f i r s t  g r e a t  c o n t i n u i n g  p r o b l e m  t h a t  h i t s  t h e  c o u n t r y  
a s  s o o n  a s  w e ' v e  g o t t e n  f u l l y  e m p l o y e d  is  t h e  r e d i s t r i b u t i o n  of  m a n p o w e r .  
T h i s  b e c o m e s  a m a j o r  p r o b l e m  w h i c h  d i r e c t l y  a f f e c t s  w a g e  p o l i c y .  W a g e s  
in  t he  p r i v a t e  e c o n o m y  a r e  an i n c e n t i v e .  C o n s e q u e n t l y ,  we f a c e  the  q u e s -  
t i o n  of  h o w  to  u s e  w a g e s  to  g e t  t h e  m a n p o w e r  r e d i s t r i b u t e d .  H e r e  I m u s t  
c a l l  y o u r  a t t e n t i o n  to the  d i f f i c u l t y  t h a t  y o u  f i n d  in  a w a r t i m e  s i t u a t i o n  
e v e n  m o r e  t h a n  in p e a c e t i m e .  

First of all, you in the military immediately proceed to pick up 
most of the highly flexible and movable new labor force that we have, 
namely, all the young men. Generally speaking, it is the young men 
in our economy who will move. A young man is willing to leave the old 
hometown and go 3, 000 miles out to the west coast to take a job. He is 
on the make and is eager to start a career. In our normal peactime 
situation he is the movable, flexible, and readily adaptable part our labor 
force. But the military proceeds to pick most of those young men up. 

So we are driven back, then, to the older people who are now available 
for redistribution. But older people are very thoughtful about themselves. 
They may have confidence in their own abilities, but the fact is that they 
are deeply rooted. Redistribution therefore becomes rather difficult. 
Let me cite some of the factors of inertia. 

O n e  i s  job  s e c u r i t y .  I h a v e  a j ob ;  I h a v e  d e v e l o p e d  m y  c a r e e r  t o  a 
c e r t a i n  e x t e n t  i n  m y  f i r m ,  in  m y  i n d u s t r y .  I k n o w  t h i s  i n d u s t r y  w e l l .  
N o w  y o u  a r e  t r y i n g  to  s h i f t  m e  a w a y  to a n o t h e r  p l a c e  a n d  a n o t h e r  o c c u p a -  
t i o n .  I h a d  a v e r y  d r a m a t i c  p e r s o n a l  e x p e r i e n c e  in  t h i s  in  m y  o w n  f a m i l y .  
I c a m e  f r o m  t h e  S t a t e  of  W a s h i n g t o n .  M y  f a t h e r  w a s  a f a r m e r  ou t  t h e r e ,  
an  e a r l y  h o m e s t e a d e r .  I h a d  a b r o t h e r  w h o  w a s  w o r k i n g  in the  l u m b e r -  
y a r d  a n d  w a s  a l s o  a f a r m e r .  W h e n  W o r l d  W a r  II  b r o k e  ou t  t h e r e  w a s  a 
g r e a t  n e e d  of  p e o p l e  w h o  k n e w  s o m e t h i n g  a b o u t  l u m b e r .  I w a s  on t h e  
S o c i a l  S e c u r i t y  B o a r d  a t  t h a t  t i m e ,  a d m i n i s t e r i n g  t he  u n e m p l o y m e n t  i n -  
s u r a n c e  s y s t e m .  One  of  m y  f r i e n d s  in  P o r t l a n d  w a s  t a l k i n g  a b o u t  t h e  
n e e d  to  g e t  s o m e  p e o p l e  a n d  I t o l d  h i m  a b o u t  m y  b r o t h e r .  He s e n t  m e  
w o r d ,  " P l e a s e  s e n d  h i m  d o w n  to  P o r t l a n d . "  M y  b r o t h e r  l i v e d  a b o u t  300 
m i l e s  up  t h e  C o l u m b i a  R i v e r .  " S e n d  h i m  d o w n  to  P o r t l a n d  to  s e e  m e ,  " 
m y  f r i e n d  w r o t e ,  " b e c a u s e  we  s u r e l y  c o u l d  u s e  a m a n  w h o  k n o w s  a b o u t  
l u m b e r . "  I w r o t e  to  m y  b r o t h e r  a n d  s a i d  " G o  on  d o w n  a n d  s e e  S o - a n d - S o  
in  P o r t l a n d .  He  w i l l  g i v e  you  a job  a n d  y o u  w i l l  c o n t r i b u t e  to  t he  w a r  
e f f o r t .  " N o t h i n g  h a p p e n e d ,  I w r o t e  a n o t h e r  l e t t e r  to  h i m ,  b u t  s t i l l  n o t h -  
i n g  h a p p e n e d .  I w a s  ou t  on  t h e  west  c o a s t  i n  t he  l a t e r  y e a r s  of  t h e  w a r  
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visiting my mother, who was still living then. I said to her "You know, 

I can't understand it. I had a wonderful opportunity for brother down 

there in Portland. What in the world is the matter? Why didn't he 
move?" My mother said to me, "Don't you realize that he has lived in 

this town and in this community, except for one short period, all of his 
life? He is rooted here just as firmly as a tree that is growing out in 

our yard. You couldn't possibly have moved him. You ought to have 

known that. " I woke up then to the realization of how rooted a person 

can become in his native environment, so to speak, and how difficult 

it is to move him. 

I could go on and cite some other examples that are more general- 

ized than my personal illustration. 

The next factor is seniority. A person has seniority in a firm and 

he doesn't want to give that up. He's got the right to a pension and to 

other benefits. For example, at that time, during the war, while I 

was in the Social Security Board, a man called me up. He was a ma- 
chinist working down here at the Washington Navy Yard. He called my 
attention to the fact that he would have to serve five years in the Govern- 
ment in order to get into our Civil Service retirement system, and he 
doubted that the war would last that long. In the meantime he was 

losing his coverage in social security, in the old age insurance system, 
which he would get in the business world. He called me, the Director of 

that Bureau, to tell me that he was going to leave that Washington Navy 

Yard job and go back to private industry where he could protect his so- 

cial security rights. He was about 61, as I recall, when he talked to 
me. I couldn't give him permission to go. As a matter of fact, at that 

time he didn't have to have Government permission to change jobs. I 
guess he resigned. I tried to call his attention to some of the wartime 

duties and to the fact that the war might last longer than he thought, and 

some other hopeful suggestions. But the net result was, I believe, 

that he finally did quit and went back to private industry. This again 
illustrates that an older person can't lose sight of what his future is 

going to be. 

Home ownership is a factor. People are living in a community and 
don't want to leave it. I don't need to elaborate on that. 

All these factors have to be overcome in order to get efficient war 

manpower. That is why we must deal with the key problem in wage sta- 

bilization, namely, the need to raise the wages in the places and the 
industries where we want to get more workers. It makes good, sound, 
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economic sense. It happens in peacetime in private industry all the time. 

In other words, in the shipyards they set a good, fat wage rate, and that 

encourages people to drift out of the other occupations, because they can 

move to a new, higher-income status. In fact, we almost have to dothis, 
in order to attract them. War industries are likely to be new firms. 
Even if it is an old firm, it sets up a new branch. It may be out in the 

country somewhere, far removed from where people are normally work- 

ing; or the shipyard will be located in one of the port cities and they 
must find some way to attract workers from inland states. 

So you find that, in the wartime period, the next thing that happens 

is the setting of higher wage rates in war-expanding industries in order 
to attract people into those industries. 

But again this brings still another problem--the problem of rising 
income and rising purchasing power. Let's say a young lady is working 
in a ten-cent store. She leaves the ten-cent store and goes to work as 

a welder in a shipyard, and her wage is tripled. Now, that drives up 

both her hourly and her weekly earnings, even though there has been 

no change in the rate of pay for any job. The shift drives up the average 

hourly earnings of the whole economy, because she has moved from a 
low-paying occupation to a high-paying occupation. She is now serving 
the war effort; but the old economic pressure still continues. More 
income is now flowing to consumers, and inflation threatens. Yet we 
must deal with wages as a factor to induce people to move into the new 

industry, and, if those differentials aren't made pretty high, we can't 

overcome the inertias that I have mentioned. The decisions made by 

the arbitrators and the policymakers usually result in raising the wages 
a great deal in the wartime industries. 

Later on, as the war deepens, all these things accumulate and create 
pressures that are hard to control. That drives us to the so-called alter- 

natives. Here are some of the alternatives that are usually applied by 

the wage stabilization organization. Plant closing--you are all familiar 

with that. Officials order a certain type of nonwar activity to close 

down. That's all; the plants have to be closed. That throws people out 

of work. The hope is that they will take jobs in a war plant. This is 
something that is naturally approached very gingerly, as you might 
imagine. I am not going to get into that aspect of it. 

Maintaining the civilian economy and supplying civilian needs means, 

generally speaking, that the administrative agencies pick around the 
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c o r n e r s  at lhe  eduCes. Bu t  n e v e r t h e l e s s  t h e y  do  c l o s e  p l a n t s  and  s h u t  
do\vt~ s u p p l i e s .  T h e n  we  ge t  s o m e  u n e m p l o y e d ,  who  t h e n  b e c o m e  a v a i l -  
a b l e  f o r  t r a n s f e r '  and  p l a c e m e n t .  

A n o t h e r  o p e r a t i o n  tha t  o c c u r s  is  a d r a f t  on an  e m p l o y e r  in the  c o m -  
m u n i t y ,  b y  w h i c h  he i s  r e q u e s t e d  to  s h a r e  h i s  w o r k e r s .  T h i s  h a p p e n s  
p a r t i c u l a r l y  w i t h  s k i l l e d  w o r k e r s .  P e r h a p s  t h e r e  a r e  no t  e n o u g h  of  
t h e m  to go  a r o u n d .  T h i s  p l a n t  h a s  s o  m a n y  and  t h i s  o t h e r  p l a n t  h a s n ' t  
got  qu i t e  e n o u g h ,  s o  the  a d m i n i s t r a t i v e  a g e n c y  c o m e s  in l o o k i n g  a r o u n d  
to  s e e  if  an e m p l o y e r  c a n  s p a r e  a c o u p l e  of  m a c h i n i s t s ,  o r  d r a f t s m e n ,  
o r  s o m e  o t h e r  s k i l l .  A kind of v o l u n t a r y ,  bu t  n e v e r t h e l e s s  a s o m e w h a t  
o r d e r e d ,  s h i f t i n g  o c c u r s .  

In t h i s  c a s e  s o m e t i m e s  u n i o n s  can  be  q u i t e  h e l p f u l ,  b e c a u s e  t h e y  
a r e  i n t e r e s t e d  in the w e l f a r e  of  t h e i r  m e m b e r s .  T h e y  a r e  a l s o  i n t e r -  
e s t e d  in r e t a i n i n g  the  l o y a l t y  of t h e i r  m e m b e r s .  In s o m e  c a s e s ,  a s  in 
b u i l d i n g ,  f o r  e x a m p l e ,  w h e n  it i s  n e c e s s a r y  f o r  w o r k e r s  to  m o v e  
a r o u n d  f r o m  one  p a r t  of the  c o u n t r y  to a n o t h e r - - p l u m b e r s ,  m e t a l w o r k -  
e r s ,  e t c . - - t h e  u n i o n  w i l l  o p e r a t e  a s  an e n f o r c e m e n t  a g e n c y ,  s e l e c t i n g  
s o m e  of  i t s  m e m b e r s  and t e l l i n g  t h e m  to go  to  an a r e a  w h e r e  t h e y  a r e  
n e e d e d .  It  b e c o m e s  in a w a y  a t y p e  of c o m p u l s i o n ,  b u t  t he  w o r k e r s  a r e  
s u p p l i e d  b y  t h e i r  own v o l u n t a r y  a g e n c y  and  to  s o m e  e x t e n t  b y  i n d i r e c t i o n .  

Another scheme is to apply employment service clearance; that is, 
to try to arrange things so that no employer can hire workers independ- 
ently at the gate. Of course we have unemployment insurance now, so, 
at least if they want to draw benefits, this brings workers into the em- 
ployment office. Sometimes, during the war, they didn't apply at the 
office and they didn't care about the benefits. They preferred to be off 
resting or to be hunting another job on their own and did not pass through 
that reemployment machinery. However, employers generally try to 
keep track of every ex-employee who is out of work and to offer them a 
job instead of benefits. When workers come in they are ready with a 
half-dozen jobs to offer them. So the attempt to provide clearance through 
a governmental agency is not in order to shut out private employers 
from hiring and exercising their best judgment, but in order to make 
sure the Government, itself, in some way or other, keeps track of all 
available labor and does what it can to direct it. 

Of course the objective, then, of the employment service is to 
operate Jn such a way as to put these people in places where they will 
be most needed. 
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The payment of travel costs is another illustration of efforts made 

to get workers. People say they can't afford to move to Seattle, Wash- 

ington, but, if their moving expenses and the expenses of moving their 

families are paid, plus a settling-in cost, then they can perhaps be in- 

duced to move. There will be an extra cost, but it is something that 
doesn't become a part of the wage rate. Perhaps the worker w~ll ac- 

cept a relatively small wage increase for that shift, provided all the 

other costs are met. That is a way of overcoming the resistance to 

transfer. 

Finally, I might mention status, and all kinds of awards and honors, 

and things of that sort. In these situations, when you are substituting 

some of these other things for straight, cold-blooded, economic incen- 

tive, you have to think of almost anything that will appeal to the person 
and that might be helpful in getting him to perform high priority work. 

Let me take up the next topic, which is wage policies. What are 
some of the wage problems? How does the administrative agency oper- 
ate its wage policies as it moves along? What problems does it encoun- 
ter ? The first one is the problem, as I indicated, of cost-of-living 

escalation. The cost of living is almost certain to rise no matter how 

we handle it. It is likely to go up to some extent, and therefore there 

is pressure to adjust wages to it. To make matters worse, there are 

many collective-bargaining contracts now in force, contracts that regu- 

late wages in the peacetime economy by changes in the consumer price 

index, up or down. In wartime it will hardly ever go down, so it's 
only a one-way street. But the effect of this is, as the Nation enters 

the wartime period, that the labor and management groups, who have 

been getting along for years, with no troubles at all, may now come into 

conflict. An escalator clause contains a definite provision that every 

year Or so--usually the old contracts have this--a readjustment of wages 

will be made if the cost of living rises too much. So the workers now 

expect this to continue. When Korea began this was one of the first 
things the Wage Stabilization Board had to consider, because in that 
outbreak we already had the General Motors type contract, in which a 

continuing escalation had just been worked out with the United Automobile 

Workers. As a matter of fact the escalation had two factors in it. It 

not only had the ups and downs for the consumer price index, which 

would mostly be up, but, secondly, it had a productivity factor, an annual 

increase which was written in for five years ahead, from May 1950. 

So, here was a peaceful relationship, in which presumably the econ- 

omy was absolutely protected against shutdowns, labor disputes, or any 
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such break. The Wage Stabilization Board had to wrestle with this. 
What could it do? Throw the factor out? If they throw it out, they will 
create a labor-management problem right away. So the simple solu- 
tion of this first problem is to leave that contract alone; let it operate. 
But if they do that, what are they going to do with the rest of the labor 
force that is not under such contracts? Well, these workers will get 
under it if they can, and they will likely be asking for an equivalent 
wage increase. That is what happened in Korea. They did get adjust- 
ments for the consumer price index, and in general the rule that was 
followed was that wages during the Korean period would be raised 
across the board, at least by that much. I am talking about the hourly 
rate. It was raised during that period to the equivalent rise in the cost 

of living, as measured by the price index. 

In actual fact, of course, they never did adopt the productivity fac- 
tor. That was interesting. I went down and testified myself at one 
time before the Wage Stabilization Board. They asked me to present 
productivity figures indicating whether or not they should adopt the 
theory of the peacetime rates of productivity increase in the economy, 
which runs roughly 2.5 or 3 percent per year. They wanted to determine 
whether that should be accepted as a normal wage stabilization operation. 
The Board ruled, no; and I think appropriately so, because we weren't 
getting that kind of productivity during the war. We now find out that 
the wartime gain was probably not more than I percent per year. So 
they made the decision that they would not adopt that provision. They 
allowed all existing contracts to operate, but they would not allow any- 
body else to come in under an automatic escalator. 

The next factor is inequities. People are caught at a disadvantage, 
the private wage economy being what it is. Workers come forward and 
say they need wage increases because their wages are actually substand- 
ard. They say they are getting wages even below the national minimum 
set by the Fair Labor Standards Act of the Federal Government, that 
they are getting only 65 cents an hour. Or they point out some other 
parts of the country where the same occupation in the same industry is 
worth much more. Then begins the problem of the upward pressure of 
the people who are behind. They present their case and the Board finds 

itself with an enormous volume of problems. How do they settle where 
the wage rate should be ? What are some of the inequities that ought to 
be straightened out ? Which differentials ought to be maintained, in which 
case they must tell some workers that their wages should not be moved up? 

There was a very good illustration of this during World War 11. 

The Secretary of Labor had a visitor at one time on the subject of a 
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salary stabilization issue. If you want to recognize how complicatedthis 

problem is, I can illustrate it by telling you who came in to see the Secre- 

tary. It was Stan Musial, who was with the St. Louis team at that time, 

the Cardinals. It seems that the Salary Stabilization Board had drawn a 

certain rule, that a person could not get an increase in salary of more 

than a certain percent. Musial had just signed up for a salary increase 

that was more than that percentage. I don't remember now what his new 

salary was to be. At any rate, the Board ruled that he couldn't have that. 

He came in to plead his case on the subject of equity. His argument was, 

"I've got only a few years as a ballplayer. We are all obsolete by the 

time we are 40. If I don't make my real income now, I'm lost. Why 

should I be held down in this way? My differential is set. My boss is 
perfectly willing to pay me this amount, and here your governmental 
board has taken it away from me." I don't remember how they settled 
that case. I think they drew a new rule, as a matter of fact. I recall 
that they considered a rule that the salaries of the members of the whole 

team couldn't rise more than a certain percent; so that, if the employer 

gave more to one, he would have to give less to another. It meant that 

the boss had to chose among his ballplayers the ones who were to get 
the greatest increases. 

One other factor I might mention is the dirty jobs. Of course, in 

peacetime there is always some poor derelict willing to take them, but, 

when times are good, they don't want them. What do you do about found- 

ries ? I think they wrestled with foundries in World War I, in World 

War If, and in Korea. And, if we ever have another trouble, they are 

going to be wrestling with foundries. It's dirty work and comparatively 
low pay. It's not too highly skilled, and it is now getting more mecha- 
nized. One of the blessings of our American economy is that we are 
mechanizing that now. But, when you are faced with the fact that you 

can't get foundry workers, that you can't get steel, and you can't get 

battleships, then you've got to get somebody in the foundries; and no- 

body wants to go. It even means sometimes shifting workers who per- 

haps have worked for higher wages with another industry, let's say, 

steel. How are you going to get them over there in the foundry? That 
problem never was completely solved. They wrestled with it for long 
periods of time. 

Another problem is brackets and classifications. You can put the 

most rigid rules in operation, and have the finest stabilization under 

way. How are you going to prevent an employer from promoting a man? 

Say that he loses somebody over here and says, "I'm going to move this 
man up to that spot. " So he promotes this man. How are you going to 
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regulate that, or control it? The answer is, it's just almost impossible. 
How can you go in and say, "I've reviewed this fellow, and he isn't qual- 
ified?" There are, roughly, 60 million people working in the United 
States, and you can see how difficult it is to keep the employer from 
voluntarily giving a man this increase. I will refer to that briefly again 
when I come to interrelationships of these different administrative agen- 

cies. 

So far I have been treating wage stabilization as though it was some- 

thing strictly by itself, operated by itself, by an independent agency. 
But, of course, sooner or later, as the wage increases go on, there 
will be price increases necessary and then you will be over in price 

stabilization. 

At any rate, the problem isn't that the Government is safely arbi- 
trating between labor and management. The Government faces an em- 
ployer who is eager to make the wage increases, who is trying to make 
them, who would like to make more of them if he could get better men, 
or have his people satisfied and not lose them. And really it's the 
Government against the world, so to speak. That again makes wage 
stabilization exceedingly difficult to administer. 

Then, finally, there are fringes. This is one of the things we got 
into, particularly in Korea. I mean that wage incentives take the form 
of pensions, of longer range rights, of granting seniority that will pro- 
tect the worker in the longer future. In other words, workers are 
offered these things instead of a wage increase. This kind of thing grew 
very rapidly during the Korean period, because it promised to save im- 
mediate costs. By the way, there is a lot to be said for it. It saves the 
immediate cost, and therefore stops the current pressures; but of course 
it comes out later on in the form of real costs which the employer will 

have to pay in the postwar period. 

I have two more points which I will summarize. They are impor- 
tant points. One is, How do you administer this whole business? What 
about the coordinated relationships? I spoke about the fact that one of 
these economic factors impinges on another. I should emphasize the 
fact that, somehow or other, you've got to have an integrated policy. 
In the United States, on the whole, we have tended to split these differ- 
ent elements into different operations. Wage stabilization is treated 
independently of price stabilization and independently of dispute settle- 
ment. I said "dispute settlement, " because sometimes we have a very 
critical situation in coal, or steel, or some other industry, which has 
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a d i s p u t e  t ha t  c o m e s  up a n d  h a s  to be  s e t t l e d .  V e r y  f r e q u e n t l y  a l i t t l e  
b i t  of w a g e  n e g o t i a t i o n  w i l l  h e l p  to s e t t l e  t h a t  d i s p u t e .  T h e n  we o p e n  up 
a lo t  of  o t h e r  p r o b l e m s .  How do we  r e l a t e  t h e s e ?  

O u r  t h e o r y  w a s ,  a n d  we p r o c e e d e d  p r e t t y  w e l l  w i t h  i t  in  W o r l d  
W a r  II and  in K o r e a ,  w h e n  we s t u c k  to it  p r e t t y  c l o s e l y ,  t h a t  d i s p u t e  
s e t t l e m e n t  w a s  f o r  t he  F e d e r a l  M e d i a t i o n  and  C o n c i l i a t i o n  S e r v i c e ,  f o r  
the  N a t i o n a l  L a b o r  R e l a t i o n s  B o a r d ,  o r  f o r  s p e c i a l  a r b i t r a t i o n  b o a r d s .  
I t  w a s  a r g u e d  t h a t  w a g e s  a n d  p r i c e s  w e r e  a l l  f i x e d  a n d  c o u l d n ' t  be  u s e d  
to  s e t t l e  a d i s p u t e ,  t h a t  d i s p u t e s  had  to  be  s e t t l e d  w i t h i n  t he  c o n f i n e s  of 
e x i s t i n g  w a g e s  a n d  p r i c e s .  B u t  the  w a g e - p r i c e  r e l a t i o n s h i p  i n v o l v e d  in 
d i s p u t e s .  I f  an  e m p l o y e r  g i v e s  a w a g e  i n c r e a s e  in a c e r t a i n  s i t u a t i o n ,  
e q u a l i z e  w a g e s  o r  to c o r r e c t  i n e q u i t i e s ,  he m a y  t r y  to  g e t  a p r i c e  i n -  
c r e a s e  o n l y  to f i n d  t h a t  h e ' s  s t u c k  wi th  t he  e x i s t i n g  p r i c e s ;  he  c a n ' t  ge t  
a p r i c e  i n c r e a s e  j u s t  b e c a u s e  he h a s  b e e n  a w a r d i n g  a lo t  of w a g e  i n -  
c r e a s e s .  T h e  t h o u g h t  i s  t h a t  he  s h o u l d n ' t  h a v e  b e e n  a w a r d i n g  a lo t  of  
t h e s e  w a g e  i n c r e a s e s .  

to  

T h a t  s o u n d s  g o o d  t h e o r y ,  e x c e p t  t h a t  he  f i n a l l y  s h u t s  down,  b e c a u s e  
he is  no t  m a k i n g  a n y  m o n e y .  T h e n  we  h a v e n ' t  g a i n e d  m u c h .  He s a y s ,  " I  
d i d n ' t  w a n t  the  w a g e  i n c r e a s e s ,  bu t  the  W a g e  S t a b i l i z a t i o n  B o a r d  o r d e r e d  
t h e m .  I ' m  s a y i n g  to you  t h a t  I ' v e  got  to g e t  10 c e n t s  m o r e  on t h i s  p e a c e -  
t i m e  a r t i c l e  I a m  p r o d u c i n g ,  b e c a u s e  I c a n ' t  do b u s i n e s s  o t h e r w i s e .  

So y o u  do h a v e  to  b r i n g  t h e s e  two  t o g e t h e r .  At  t h e  e n d  of  W o r l d  
W a r  II  we  c o m b i n e d  t h e m  a l l  in w h a t  a m o u n t e d  to  an  e c o n o m i c  s t a b i l i z a -  
t i o n  a g e n c y .  In  t h e  K o r e a n  s i t u a t i o n  a l s o  we  c r e a t e d  an  e c o n o m i c  s t a b i -  
l i z a t i o n  a g e n c y .  I t h i n k  t h a t  in  t he  l o n g  r u n  i t  w i l l  a l m o s t  b e  i n e v i t a b l e .  
N e v e r t h e l e s s ,  I t h i n k  o u r  c o u n t r y  on the  w h o l e  h a s  b e e n  s o m e w h a t  of  t he  
o p i n i o n  t ha t ,  t h e r e  is  a c e r t a i n  s t r e n g t h  in  k e e p i n g  t h e s e  f a c t o r s  in i s o -  
l a t e d  c h a n n e l s  a n d  in no t  p u t t i n g  t h e m  a l l  t o g e t h e r ,  p e r h a p s  we c a n  t h e n  
h a n d l e  t h e m  a l i t t l e  b e t t e r  t h a n  if  we f o r c e d  t h e m  a l l  in to  one  a g e n c y  in 
w h i c h  we got  too  m u c h  c o o r d i n a t i o n  a n d  c o m p r o m i s e .  

Finally, let me say a word about compulsion and then I'II close. 
There is always the argument that one of the best ways to regulate man- 
power would be to have directed labor. Early in World War II Great 
Britain, when it was under the gun, had a system of compulsion. They 
could order workers sent from one place to the other, and could apply 
an ordinary compulsive directive on the labor force. If they said a man 
had to go to a foundry, he had to go to a foundry. If they wanted to shift 
a m a n  f r o m  h i s  e a s t  c o u n t r y  t o w n  to t he  w e s t  c o a s t ,  t h e y  s h i f t e d  h i m  
f r o m  h i s  t o w n  to  t h e  w e s t  c o a s t .  
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Generally speaking, this doctrine sounds very persuasive, and I can 
assure you that, in most every discussion that occurs in this country in 
civilian agencies, and perhaps in yours as well, there is some attention 
paid to this question. But, on the whole, most of us come out with the 
feeling that we have to handle this very gingerly, and that, for the most 
part, what we have to count on is a continuation of voluntarism through- 
out the great bulk of the war mechanism. I think it is said that in Britain, 
all during the four years of war, something like 30, 000 different individ- 
uals were actually ordered to go to certain places to go to work. This 
was an insignificant fraction of the whole population, of the whole labor 
force; so it didn't play much of a part. Of course, that's not quite the 
way to view it. The fact that they had the compulsory authority meant 
that a good many people went voluntarily because it was easier to go 
that way. In other words, it did give those in the labor service in 
Britain a power which meant that their persuasive talents were a little 
stronger. The fact that they exercised only this amount of compulsion 
is a good indication of the fact that they recognized that assigning people 
by compulsion is usually not a very effective way to do it. 

On the whole, in a democracy such as we have, in a labor force in 
which it has been the custom for years to operate on pure voluntarism, 
it is too much to expect people in wartime to suddenly become subser- 
vient to the powers of a dictatorial government. That requires pretty 
much of a shift of thinking, and it is difficult to bring about. Compulsion 
will be established and maintained only on the fringes of the problem. 
We introduced a little bit of compulsion, as I indicated. We limited 
peoples' choices. We told the person, "You're out of work here; you 
can have a choice of these three other places. We'd rather you went to 
this one. You can go here or there. But you can't take a job anywhere 
else. You won't get unemployment insurance, either, if you don't take 
it. " In other words, there was a narrowing of choice. But this is still 
not compulsion. If a man has his choice of at least two alternatives, you 
can't really say that he has been ordered to do something. 

T h e r e f o r e ,  I th ink  I would  s a y  in s u b s t a n c e  tha t  c o m p u l s o r y  c o n t r o l s  
of the  kind tha t  do a n y t h i n g  m o r e  than  a p p l y  to the  f r i n g e s  of the  p r o b l e m  
a r e  p r o b a b l y  not  a u se fu l  d e v i c e  to c o n s i d e r  as  a r e g u l a r  p o l i c y .  It m a y  
be m o s t  u s e f u l  to m e e t  a t e m p o r a r y  s i t u a t i o n ,  as  when  the  B r i t i s h  had to 
c l e a n  up London .  T h e y  a p p l i e d  t e m p o r a r y  c o m p u l s i o n  of t ha t  s o r t  to 
a s s e m b l e  and  r e c r u i t  the  w o r k e r s  in the  c o m m u n i t y .  

To  m a k e  the  e c o n o m i c  s y s t e m  as a who le  o p e r a t e  e f f e c t i v e l y ,  what  
we r e a l l y  have  to do is w r e s t l e  wi th  t h e s e  p r o b l e m s  tha t  I have  s k e t c h e d  
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o u t  f o r  y o u ,  t o  d e v i s e  w a y s  a n d  m e a n s  o f  m o p p i n g  up c o n s u m e r  p u r c h a s -  
i n g  p o w e r ,  t o  p r e v e n t  i t s  t a k i n g  e f f e c t  on  p r i c e s ,  a n d  to  h o l d  t h e  l i n e  a s  
w e l l  a s  o n e  can ;  to  w r e s t l e  w i t h  t h e s e  p r o b l e m s  of  h u m a n  b e i n g s .  B e -  
c a u s e  t h a t ' s  t h e  b e s t  w a y  to  m a k e  o u r  e c o n o m i c  s y s t e m  w o r k  a t  i t s  b e s t .  

T h a n k  y o u .  

C A P T A I N  L A U T R U P :  M r .  C l a g u e  i s  r e a d y  f o r  y o u r  q u e s t i o n s .  

QUESTION: I would like you to explain if you can, sir, why the con- 
sumer prices remain the same, although the volume sales have decreased 
considerably. 

M R .  C L A G U E :  W h e n ?  

S T U D E N T :  F o r  t h e  p a s t  q u a r t e r .  

M R .  C L A G U E :  Y o u  m e a n  r i g h t  n o w ?  Y o u  a r e  n o t  t a l k i n g  a b o u t  t h e  
w a r t i m e  p e r i o d  ? 

S T U D E N T :  No .  

M R .  C L A G U E :  Y e s ,  t h e y  a r e  s t i l l  p o i n t e d  up ,  a s  s h o w n  on  t h e  c h a r t .  
T h a t  i s  d u e ,  a s  I e x p l a i n e d  on  T V  t h e  o t h e r  d a y - - a f t e r  I go t  t h r o u g h  w i t h  
m y  p r e s s  c o n f e r e n c e ,  w h i c h  I h a v e  e v e r y  m o n t h  on  t h e  C o n s u m e r  P r i c e  
I n d e x ,  s o m e  of  t h e  T V  c o m p a n i e s  w a n t e d  m e  to  t a l k  a b o u t  i t  f u r t h e r - -  
p r i m a r i l y  t o  t h i s  f r e e z e  in  F l o r i d a  a n d  t h e  r a i n s  in  T e x a s ,  a n d  t h e  w e a t h e r  
s i t u a t i o n  g e n e r a l l y .  I t  w a s  p r i m a r i l y  in  f o o d ,  a s  s h o w n  on t h i s  c h a r t  
( c h a r t  2). H e r e  i s  t h e  C o n s u m e r  P r i c e  I n d e x  a g a i n .  T h i s  b l a c k  l i n e  i s  
t h e  f o o d  p r i c e  i n d e x .  T h a t  m o v e m e n t  w a s  s e t  in  m o t i o n  in  t h e  l a s t  f e w  
m o n t h s .  I a m  a f r a i d  t h a t  i s  g o i n g  to  c o n t i n u e  f o r  a w h i l e .  

T h a t  h a s  n o t h i n g  t o  do  w i t h  u n e m p l o y m e n t ,  w i t h  t h e  n u m b e r  of  u n e m -  
p l o y e d ,  o r  w i t h  t h e  f a l l i n g  s a l e s  in  c l o t h i n g  s t o r e s ,  o r  a n y t h i n g  l i k e  t h a t .  
A s  a m a t t e r  of  f a c t ,  c l o t h i n g  w a s  d o w n  v e r y  m u c h  in  t h e  J a n u a r y  s a l e s ;  
h o u s e  f u r n i s h i n g s  w e r e  dow n ;  on a u t o m o b i l e s  y o u  c a n  g e t  b i g g e r  d i s c o u n t s  
t h a n  y o u  e v e r  g o t  b e f o r e .  B u t  f o o d  is  f a t t e n i n g  up .  F r u i t s ,  v e g e t a b l e s ,  
a n d  in  f a c t  a l l  o f  t h e  82 f o o d s  in  o u r  i n d e x ,  e x c e p t  o n e ,  e g g s ,  w e n t  up  l a s t  
m o n t h .  E g g s  w e n t  d o w n .  So,  i f  y o u  w a n t  t o  s a v e  m o n e y ,  e a t  e g g s ,  a t  
l e a s t  t e m p o r a r i l y .  

B u t  l e t  m e  s a y  t h a t ,  in  g e n e r a l ,  o u r  c o n s u m e r  p r i c e  i n d e x  d o e s  n o t  
r e f l e c t  v e r y  a c c u r a t e l y ,  o r  v e r y  s o o n ,  t h e  g e n e r a l  b u s i n e s s  s i t u a t i o n .  
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In  1949,  y o u  w i l l  s e e ,  i t  d i d  d e c l i n e .  H e r e  i t  i s  ( c h a r t  3).  W h e n  y o u  
h a v e  a l o n g  and  s o m e w h a t  d e e p  r e c e s s i o n  i t  w i l l  r e s p o n d ,  b e c a u s e  
p r i c e s  w i l l  f a l l ,  e v e n t u a l l y .  B u t  y o u  w i l l  s e e  t h a t  in  1 9 5 3 - 5 4 ,  a t  t he  
e n d  of t h e  K o r e a n  W a r ,  we  e x p e r i e n c e d  n o  e f f e c t  a t  a l l .  T h e  d e c l i n e  
d i d n ' t  l a s t  l o n g  e n o u g h  a n d  d i d n ' t  go  d e e p  e n o u g h  to  s e r i o u s l y  u n d e r -  

m i n e  r e t a i l  p r i c e s .  

QUESTION: S i r ,  c o n t i n u i n g  in  t h e  s a m e  v e i n ,  and  l o o k i n g  a t  y o u r  
s e c o n d  c h a r t ,  in  t he  b l a c k  l i n e ,  on  a l l  i t e m s ,  I p r e s u m e  t h a i  i s  t h e  
a v e r a g e .  T h a t  s h o w s  t h a t  f o r  q u i t e  s o m e  y e a r s  f o o d  p r i c e s  h a v e  b e e n  
a t  l e a s t  50 p e r c e n t  h i g h e r  t h a n  a v e r a g e .  We  a r e  p u t t i n g  u p  b i l l i o n s  of  
d o l l a r s  e a c h  y e a r  to  k e e p  p r i c e s  w h e r e  t h e y  a r e ,  a n d  t h a t  l o o k s  l i k e  
t h e y  a r e  a w a y  ou t  of  r e a s o n .  T h e  o n l y  r e a s o n  w h y  f o o d  p r i c e s  s h o u l d  
be  h i g h e r  t h a n  t h a t ,  e v e n  t h o u g h  p a r i t y  i s  l o w e r  t h a n  90 p e r c e n t ,  s u p -  
p o s e d l y ,  w o u l d  be  b e c a u s e  o f  t h e  a d d e d  c o s t  o f  f o o d  p r o c e s s i n g .  B u t  
I d o n ' t  t h i n k  t h a t  w o u l d  h a v e  g o n e  u p  e n o u g h  to  m a k e  a l l  t h a t  d i f f e r e n c e .  

It l o o k s  l i k e  B e n s o n  is  c o r r e c t .  

M R .  C L A G U E :  W e l l ,  f i r s t  of  a l l ,  f o o d  p r i c e s  w e r e  v e r y  l o w .  
I h a v e  s h o w n  t h i s  c h a r t  on  a 1939 b a s e ,  b e c a u s e  w e  w e r e  t a l k i n g  a b o u t  
p r e w a r ,  a n d  I w a s  t r y i n g  to  s h o w  t h e  w a r t i m e  d e v e l o p m e n t .  T h i s  
b a s e  m e a n s  t h a t  1939 e q u a l s  100.  F o o d  p r i c e s  in  1939 w e r e  v e r y  b a d l y  
d e p r e s s e d .  T h e y  w e r e  a w a y  b e l o w  a v e r a g e .  So,  if  t h e y  w e r e  v e r y  l o w  
t h e n ,  i t  d o e s  m a k e  t h e m  l o o k  h i g h  n o w .  I s h o u l d  h a v e  b r o u g h t  y o u  m y  
o t h e r  c h a r t .  On  t h e  1 9 4 7 - 4 9  b a s e - - o n e  of  t h e  f a v o r i t e  d e v i c e s  I h a v e  i s  
t o  s h o w  t h e  f a r m  p r i c e s  on 1 9 4 7 - 4 9  a n d  a l s o  on  1 9 3 9 - - f o o d  p r i c e s  a r e  
l o w e r  on t he  c h a r t .  T h a t ' s  w h a t  t h e  f a r m e r  i s  n o w  c o m p l a i n i n g  a b o u t .  
H e ' s  u s e d  to t he  p u r c h a s i n g  p o w e r  h e  h a s  h a d  in  r e c e n t  y e a r s .  

I a m  v e r y  p r o u d  of  m y  p r o f e s s i o n  a s  a s t a t i s t i c i a n .  I d o n ' t  w a n t  
to  d e v a l u a t e  i t  in  a n y  w a y .  B u t  I w o u l d  l i k e  to  r e m i n d  y o u  t h a t  t h e  
w o r d  " c h a r t "  c o m e s  f r o m  t h e  s a m e  r o o t  a s  " c a r t o o n . "  T h e  p o i n t  
I a m  t r y i n g  to  m a k e  i s  t h a t  a c h a r t  i s  a w o r k  of  a r t ,  w h i c h  i s  d e s i g n e d  
to  b r i n g  out  v i s u a l l y ,  a s  i t  c a n  d o ,  s o m e t h i n g  t h a t  w o u l d  t a k e  a l o t  
of  t i m e  to  e x p l a i n ,  a n d  t h e n  w h i c h  w o u l d n ' t  b e  v e r y  c l e a r ,  a n y h o w .  So 
m o s t  of  u s  s t a t i s t i c i a n s  h a v e  to  w o r k  w i t h  a n d  w a n t  t o  w o r k  w i t h  c h a r t s .  
B u t  a c h a r t  d e p e n d s  on  t h e  h o n e s t y  a n d  i n t e g r i t y  of i t s  p r o d u c e r .  L i k e  
a c a r t o o n ,  i t  c a n  t r u l y  p i c k  u p  t h e  e l e m e n t s  he  i s  t r y i n g  to  g e t  a c r o s s ,  
a n d  i t  c a n  b e  a m a g n i f i c e n t  m e t h o d  of  c o m m u n i c a t i o n .  B u t  i t  c a n  a l s o  
b e  a c o m p l e t e  d i s t o r t i o n ,  b e c a u s e  i t  m a y  n o t  g e t  to  t h e  h e a r t  of t h e  m a t -  

t e r .  

I a m  g l a d  to  c a r r y  y o u r  q u e s t i o n  a s t e p  f u r t h e r ,  i f  y o u  l i k e .  Y o u  
r a i s e d  t h e  q u e s t i o n  a b o u t  t h e  c o s t  of  p r o c e s s i n g .  I h a v e  a n o t h e r  c h a r t ,  
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which I don't have here, but which takes the food processing figures and 
does break them into three parts. There is the cost of the raw material 
when it first hits the market--that is, hogs in Kansas City, wheat in 
Minneapolis, and so on. Secondly, there is the processor's price. That 
would mean the price of corn flakes at Battle Creek, the price of meat 
at the packers, and so on. That's the processor's price. Then there is 
the retailer's price. There are those three curves. The top one would 
be the retail price. Next would be the processor's price. That would 
be something like this (indicating). The raw materials price would be 
something like this (indicating). Why is the gap widening? By the way, 
in former periods, as in the recession years of 1949 and 1950, we find 
that raw material prices go highest in the boom and drop furthest in the 
recession; and then rise fastest again in the wartime period. So the raw 
material prices fluctuate widely. They are above sometimes and below 
sometimes. The processor's prices are usually in between. They don't 
fall quite as fast and they don't rise quite as fast. The finished product 
is the most sluggish in price. The interesting part is that since 1951, 
when we put on some controls, at the time of Korea, these three sets 
of prices have the same pattern, but the interesting point is that the 
pattern is widening. 

W h y  i s  t h a t ?  I n c i d e n t a l l y ,  we  in  t h e  B u r e a u  of  L a b o r  S t a t i s t i c s  c o l -  
l e c t  a l l  t h e  p r i c e s ,  i n c l u d i n g  t h e  r a w  m a t e r i a l  p r i c e s ,  s o  t h e r e  i s  n o t h -  
i n g  i n c o m p a r a b l e  w i t h  o u r  p r i c e  c o l l e c t i o n .  O n e  e x p l a n a t i o n  i s  t he  
p a c k a g i n g  t h a t  i s  o c c u r r i n g  n o w .  In  t he  o ld  d a y s  t o m a t o e s  w e r e  b r o u g h t  
to  m a r k e t  in  b u s h e l  b a s k e t s ;  we  p u t  o u r  f i n g e r s  t h r o u g h  t h e m ,  f o u n d  t he  
g o o d  o n e s ,  a n d  l e f t  t h e  r e s t .  N o w a d a y s  t h e y  c o m e  in a c e l l o p h a n e  p a c k -  
a g e .  Y o u  c a n ' t  f e e l  t h e m  t h r o u g h  t h e  c e l l o p h a n e .  T h e y  a r e  p r e s e r v e d .  
T h e y  k e e p  t h e m  i n  t h e  d e e p  f r e e z e .  So, we  a s  c o n s u m e r s  a r e  g e t t i n g  a 
f a r  b e t t e r  i t e m ,  in  a way ,  a n d  y e t  t h e y  a r e  j u s t  t h e  s a m e  t o m a t o e s ,  and  
t h e y  h a v e  no m o r e  c a l o r i e s  t h a n  t h e y  h a d  b e f o r e .  B u t  t h e y  c o s t  m o r e .  

T h e  o t h e r  f a c t o r  t h a t  i s  p r e s e n t  i s ,  of  c o u r s e ,  t r a n s p o r t a t i o n  c o s t  
a n d  a l l  t h e  o t h e r  c o s t s  of  t h e  p r o c e s s i n g .  T h e n  f i n a l l y ,  t h e r e  i s  t he  r e -  
t a i l e r ' s  m a r g i n ,  on  t o p  of  t h e  s h i p p e r s ,  t h e  t r u c k e r s ,  t he  r a i l r o a d s ,  and  
a l l  t h e  o t h e r  f a c t o r s  i n v o l v e d  in  g e t t i n g  t h e  g o o d s  to  t h e  c o n s u m e r .  So 
i t  l o o k s  a s  t h o u g h  t h e r e  i s  a s t e a d i l y  w i d e n i n g  m a r g i n  b e t w e e n  w h a t  t he  
f a r m e r  g e t s  a n d  w h a t  the  h o u s e w i f e  p a y s .  

O n e  l a s t  w o r d :  T h e  r e c e n t  r i s e  in  p r i c e s  h a s  n o t h i n g  to  do  w i t h  
S e c r e t a r y  of  A g r i c u l t u r e  B e n s o n .  He m i g h t  b e  r i g h t  o r  w r o n g .  H i s  
s u p p o r t  p r i c e s  a r e  on  w h e a t ,  c o r n ,  t o b a c c o ,  c o t t o n ,  a n d  p e a n u t s ,  b u t  
t h e  p r i c e s  t h a t  h a v e  c a u s e d  u s  t h e  t r o u b l e  r e c e n t l y  a r e  t h e  f r u i t s  and  
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vegetables, on which there is no control at all. This is due to a loss of 

supplies. People have to eat, You've got to eat or you won't do anything 

else for very long. Consequently, even the unemployed and the people 

on benefits are going to put their first money on food. Therefore, if 

food supplies are short, the price is going to'{oup. A reporter said to me 
in a recent press conference, "How do you account for it? There's a lot 
of unemployed and a lot of other people worried about their future income, 
and some of them working part time.': I said, "Yes, but they've got to 
eat first." They've got to economize somewhere else. Where do they 
economize? On the durables, that is, autos, appliances, furniture-- 
something that they can put off. They are not buying cars, they are not 
buying houses, some of them are not going to buy an overcoat this year. 
If the car doesn't break down they can drive the old one for a while longer. 
You watch the economy month by month by month and you will see that the 
area in which the consumer is not expanding his purchases is in the du- 
rables, where he can put off his purchases. In the meantime, he must 
buy food, and this price index will go up as long as there is a shortage of 
food supplies. 

QUESTION: I was interested in the chart on the employees in non- 
agricultural establishments. On your wholesale and retail trade people, 

I assume the pulses are probably the Christmas trade. In the Govern- 
ment side of it, is that the reflection of budget cycle in which we are all 

more or less captive? 

MR. CLAGUE: No. That's the Post Office, hiring my sons and 

yours to deliver mail. This is the Christmas season (indicating). 

Secretary Somerfield seems to be dampening that bulge down a little. 
If he gets mechanized enough maybe he won't have to have all the extra 

postmen. I think it is almost unavoidable, though. There is more mail 

at Christmas than at any other time. 

QUESTION: The Wall Street Journal last week had an interesting 
analysis of the consumer price index. It pointed out, among other things, 
that the retail prices used had a 10-month lag of the prosperity. Th is  
raises the question as to whether the wholesale prices are better or 
more useful. If they are more recent, why can't they be used? 

MR. CLAGUE: Wholesale prices are more useful for analyzing the 

business situation, yes, indeed. They certainly are, because the retail 

price index is sluggish, as you indicated. In the consumer's market 

basket, we have all the representative items--we don't have every item-- 

that the consumer buys. We have about 300 items in the Consumer Price 

Index, The average family buys about 2,000 goods and services. But the 
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300 s t a n d  f o r  t h e  2 , 0 0 0 .  F o r  e x a m p l e ,  t h e r e  a r e  the  s e r v i c e s  of  v a r i o u s  
k i n d s - - d o c t o r  s e r v i c e s ,  h o s p i t a l  s e r v i c e s ,  s t r e e t c a r  f a r e s ,  a n d  t h i n g s  
of t h a t  s o r t .  T h e y  a r e  no t  c o m m o d i t i e s  a t  a l l .  H e r e  i s  t h e  l i n e  s h o w i n g  
t h e  r i s e  of  t h e  s e r v i c e s .  You  c a n  s e e  i t  on  t h e  c h a r t .  H e r e ' s  f o o d ;  
h e r e ' s  a p p a r e l - - t h a t ' s  c l o t h i n g ,  s h o e s ,  t i e s ,  o v e r c o a t s ,  a n d  s o  o n .  
H e r e ' s  t r a n s p o r t a t i o n ,  w h i c h  i s  a m i x t u r e  of s t r e e t c a r  f a r e s ,  r a i l r o a d  
f a r e s ,  b u s  f a r e s ,  and  p r i v a t e  a u t o m o b i l e s .  L o o k  at  t h i s  l i n e .  T h a t  
r e f l e c t s  t he  d i s c o u n t s  on  a u t o m o b i l e s .  D i s c o u n t s  a r e  h o l d i n g  t h a t  l i n e  
d o w n .  S t r e e t c a r  f a r e s  k e e p  on  g o i n g  u p .  T h e y  l a g  v e r y  m u c h  i n d e e d ,  
a s  y o u  k n o w .  A c o m m i s s i o n  h a s  to  p a s s  on  a f a r e  i n c r e a s e .  T h e y  
a r e  n o w  t a l k i n g  a b o u t  g o i n g  to  25 c e n t s  h ~ r e  in  W a s h i n g t o n .  W e l l ,  t h a t  
i s s u e  c a n  go  on  f o r  a y e a r  o r  two ,  w i t h  h e a r i n g s  a n d  s o  on .  B u t  w h e n  
t h e  f a r e s  go  up  t h e y  a r e  l i k e l y  to  s t a y  t h e r e .  T h e y  n e v e r  c o m e  d o w n .  
So y o u  g e t  a s l o w  u p w a r d  m o v e m e n t  in  p u b l i c  t r a n s p o r t a t i o n .  

H e r e  i s  a t y p i c a l  g r o u p  of  c o n s u m e r  i t e m s .  S t r e e t c a r  f a r e s  a r e  
h e r e .  H e r e  i s  a g r o u p  of  s e r v i c e s - - d o c t o r  b i l l s ,  h o s p i t a l  b i l l s ,  b e a u t y  
p a r l o r  s e r v i c e s ,  h a i r c u t s ,  a n d  s o  on .  T h o s e  t h i n g s  go  s t e a d i l y  on  u p .  
T h e y  s e l d o m  go  d o w n .  A d o c t o r  d o e s n ' t  r a i s e  h i s  f e e s  v e r y  o f t e n ,  bu t ,  
w h e n  he  r a i s e s  t h e m  h e ' s  l i k e l y  to  l e a v e  t h e m  t h e r e .  So we d o n ' t  g e t  
a n y  f l u c t u a t i o n .  T h a t ' s  w h y  t h e s e  l a g .  Y o u  w i l l  n o t i c e  h o w  t h i s  l i n e  
h a s  l a g g e d  b e l o w  t h e  a v e r a g e .  L o o k  a t  t h e  w a y  t h e  c o m m o d i t i e s  go  up  
a n d  l o o k  a t  t h e  w a y  t h e  s e r v i c e s  l ag ,  a n d  r e n t s .  T h r o u g h  r e n t  c o n t r o l  
t h e y  n e v e r  h a v e  c a u g h t  u p  y e t .  We s t i l l  h a v e  s o m e  r e n t  c o n t r o l ,  

QUESTION: I a m  c u r i o u s  to  k n o w  i f  y o u  w i l l  be  w i l l i n g  to p r e d i c t  
w h a t  l a b o r  w i l l  do i f  a n d  w h e n  y o u r  c o n s u m e r  c o s t  c u r v e  h e a d s  d o w n -  
w a r d ,  a n d  l a b o r  w a g e s  b e i n g  t i e d  to  t h a t ,  t h e y  w i l l  h a v e  to  g e t  a n e w  
g i m m i c k .  W o n ' t  t h e y ?  

M R .  C L A G U E :  F i r s t  of  a l l ,  you  t a l k  a b o u t  l a b o r  in  t h e  a b s t r a c t .  
T h a t ' s  a l l  o f  u s - - 7 0  m i l l i o n  p e o p l e ,  s o m e  u n i o n ,  s o m e  n o n u n i o n ,  s o m e  
u n s k i l l e d ,  s o m e  s k i l l e d ,  a n d  s o  on .  I t ' s  t h e  b r o a d ,  g e n e r a l  m a s s  of 
w o r k i n g  p e o p l e .  

M o s t l y ,  l a b o r  s o l v e s  i t s  own  p r o b l e m s  in  i t s  o w n  p a r t i c u l a r  i n d u s t r y ,  
i n  i t s  o w n  f i r m .  Now,  t h a t  m e a n s  t h a t ,  w i t h  p a r t i c u l a r  u n i o n s  in  p a r t i c -  
u l a r  i n d u s t r i e s ,  y o u  c a n  g e t  a l l  k i n d s  of  b a r g a i n s  in  one  w a y  o r  a n o t h e r .  

I m i g h t  c o m m e n t  on  m y  h e a r i n g  r e c e n t l y  b e f o r e  t h e  H o u s e  C i v i l  S e r v -  
i c e  C o m m i t t e e .  T h e y  w e r e  t a l k i n g  a b o u t  G o v e r n m e n t  s a l a r i e s - - c i v i l -  
i a n  s a l a r i e s ,  n o t  y o u r s - - b u t  i s  t h e  s a m e  g e n e r a l  i d e a .  T h e y  w e r e  t a l k i n g  
p r i m a r i l y  a b o u t  t h e  C o n s u m e r  P r i c e  I n d e x  a n d  i t s  r e c e n t  r i s e .  I t  h a s  
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gone  up a b o u t  6 p e r c e n t  in the  l a s t  two y e a r s .  T h e n  t h e y  got in~.o a 
d i s c u s s i o n  a s  to w h a t  o u r  p r i c e  i n d e x  s h o w s  and how we t a k e  a c c o u n t  
of  the  f a c t  t h a t  p e o p l e  n e e d  m o r e  m o n e y  t o h u y  m o r e  t h i n g s .  A f t e r  al l ,  
w h y  s h o u l d  we s t a y  l i v i n g  the  w a y  we did  in 19397 What  kind of a u t o -  
m o b i l e  do we p r i c e  t o d a y ?  

I b r o u g h t  out  the f a c t  t h a t  we t r i e d  not  to ge t  the  r i s i n g  s t a n d a r d  
of l i v i n g  in o u r  p r i c e  i n d e x .  T h i s  i s  an  i n d e x  t h a t  s h o w s  the  r i s e  in 
p r i c e s  of a f i x e d  m a r k e t  b a s k e t .  If you  a r e  g o i n g  to b u y  a C a d i l l a c  in -  
s t e a d  of a F o r d ,  f o r  e x a m p l e ,  t h a t  wou ld  not  be s h o w n  in  the  i n d e x .  
T h e r e  a r e  l o t s  of  r e a s o n s  why  y o u r  c o s t  of l i v i n g  g o e s  up.  If  you  h a v e  
a n o t h e r  b a b y  in the  f a m i l y  y o u r  c o s t  of l i v ing  w i l l  go up, bu t  the  p r i c e  
i n d e x  w o n ' t ;  b e c a u s e  we a r e  o n l y  s h o w i n g  the  c o s t  of a f i x e d  m a r k e t  
b a s k e t  and  the  e f f e c t  of p r i c e  c h a n g e s  on the c o s t  of  l i v ing .  

So I was explaining this. The Congressmen asked: "How do you 
~rrange for people having an improved standard of living? A man ought 
to have a car now; maybe in 1939 he didn't." They were feeling that in 
tome way the consumer price index ought to show the rising standard 
of living. But I explained that the index does not show the rising stand- 
ard of living. 

However, in practically all industries in the country, private in- 
dustries, the wages always rise more than the cost of living, as meas- 
ured by the Consumer Price Index. The chart (chart 3, page 7) shows 
the index compared with weekly earnings in manufacturing. Wages have 
gone up 3.5 times. They were $24 aweekhere (1939) and they were 
$84.00 a week here (1957). That's because those workers are sharing 
in the productivity of the country. They don't bargain exclusively on this 
index. If you stay on this index for a time your salaries will fall behind 
the general average. 

I c a n  u s e  m y s e l f  as  an  i l l u s t r a t i o n .  B a c k  in  1939 I was  the  b u r e a u  
d i r e c t o r  in t h i s  G o v e r n m e n t .  I w a s  g e t t i n g  $8, 000 a y e a r .  R i g h t  h e r e ,  
in O c t o b e r  1956, I got  a r a i s e  to $ 1 6 , 0 0 0 .  I t ' s  j u s t  doub le  and  t h a t ' s  
e x a c t l y  w h a t  the  p r i c e  i n d e x  h a s  done .  In o t h e r  w o r d s ,  a f t e r  18 o r  20 
y e a r s  I c a u g h t  up w i t h  t he  c o s t  of  l i v ing .  And the  l a s t  r i s e  in  the  i n d e x  
h a s  pu t  m e  b e h i n d  a g a i n .  I h a v e  no p r o d u c t i v i t y  i n c r e a s e  a t  a l l .  H e r e  
is  the  p r o d u c t i v i t y  i n c r e a s e  ( i n d i c a t i n g ) .  L o o k  at  t h a t  gap.  T h i s  i s  the  
r i s e  in  t he  s t a n d a r d  of l i v i n g  of t h e  a v e r a g e  w o r k e r  in  m a n u f a c t u r i n g  
i n d u s t r i e s .  T h e r e  a r e  s o m e  13 m i l l i o n  of t h o s e  p e o p l e .  T h e r e ' s  a n -  
o t h e r  4 m i l l i o n  s a l a r i e d  w o r k e r s  t h a t  a r e  no t  in h e r e ,  bu t  t h e y  h a v e  
s h a r e d  in  t h a t  g a i n  too .  O r ,  t a k e  b u i l d i n g  c o n t r u c t i o n  w o r k e r s ,  f a r m  
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labor, domestic servants, 
productivity gains except 
in productivity. 

etc. Nearly everybody has achieved some 
the Government worker. We have no share 

Q U E S T I O N :  If o u r  w a r t i m e  c o n t r o l s  w e r e  w a r r a n t e d  in the  l i gh t  
o f  the  e v i d e n t  i m b a l a n c e  b e t w e e n  p r o d u c t i o n  and  p u r c h a s i n g  p o w e r ,  in 
y o u r  j u d g m e n t ,  s i r ,  w a s  it  w a r r a n t e d  f o r  us  to  r e m o v e  the  c o n t r o l s  
a t  the  end  of  the  w a r ,  w h e n  we  w e r e  w e l l  a w a r e  of  the  f a c t  t h a t  p r o d u c -  
t i on  and  p u r c h a s i n g  p o w e r  w e r e  v e r y  m u c h  ou t  of  b a l a n c e ?  

MR. CLAGUE: Books have been written on that subject, and people 
are still debating it and fighting about it. In Britain they didn't remove 
them. They felt they didn't dare, because of their international exchange 
situation. When we did remove the controls, you see what happened. 
Here's the index (at the chart). It jumped 25 percent in a period of two 
years, 1946-48. I spoke above about all this excess purchasing power 
being tied up in war bonds. I don't want to leave the impression that 
everybody liquidated his war bonds. There was some liquidation. For 
example, my wife is a doctor; she needed an office, so in 1945 we sold 
all our war bonds and bought a house out in Arlington, Virginia, and 
fixed it up as a medical office. We were doing exactly the thing that 
brought about the inflation. We took something that was in the hands of 
the Government and neutralized for purchasing power, and converted it 
into current purchasing power. But the more important difference was 
that, instead I0 to 20 percent of our salaries being taken out for war 
bonds, this money immediately became available for current use. There- 
fore, this raises the question: How could we have continued to neutralize 
t ha t  ? 

L e t ' s  t a k e  a c c o u n t  of  w h a t  w a s  a c t u a l l y  d o n e .  T h e  f i r s t  t h i n g  t h a t  
g a v e  up the  g h o s t  a f t e r  W o r l d  W a r  II w a s  the  W a g e  S t a b i l i z a t i o n  B o a r d .  
T h e y  had  a l l  the  p r o b l e m s  I m e n t i o n e d  a b o v e ,  and  s o m e  t h a t  we  h a v e n ' t  
d i s c u s s e d .  S i n c e  the  w a r  w a s  o v e r ,  t h e y  d e c i d e d  t h a t  t h e i r  j ob  w a s  d o n e .  
So they resigned. But the Government said, "Wait a minute, now. We 
can't let things go. We'll keep price control. If we keep price control 
the businessmen can't give a lot of wage increases, because they won't 
be able to pay. So price control was maintained for about six or eight 
months. But the pressure got stronger and stronger. I don't need to 
remind some of you who were living in the summer of 1946 that we were 
off again and on again. Certain prices were controlled, and then they 
weren't; and then they were controlled again. Finally, the Government 
gave up and controls were nearly all eliminated. We couldn't keep the 
wage control effectively, by trying to work indirectly through price control. 

26 

\ 



After Korea, we had very much the same issues, and, when peace 
was achieved, both wage and price controls were dropped at once. 
There's a lot of argument in favor of doing this. Some of these con- 

trols get worse and worse the longer they are operated. Controls are 

never too easy at best, and there's a relaxation of popular opinion that 
makes it difficult to keep them going in peacetime. Canada did not re- 

lax. They controlled prices and wages in the postwar situation some- 
what better than we did. Britain did also, but they had been under the 
guns and so the population was more willing to stand for it. 

I think my answer to you is that, politically, and with the popular 

feeling, it is practically impossible to keep controls going very long, 

unless we have some continued emergency. The Russians have done 
very well keeping it up for 12 years. Even in that kind of an economy, 

they have to wrestle with the same problems. The Russian consumer 
tries desperately to exercise his power of getting some civilian goods, 
but the Russian leaders have managed to keep him alarmed about war. 

And of course the Russians had a simpler way of mopping up purchasing 
power. They just cancelled the bonds and savings of the people. We 

couldn't do that. 

QUESTION: Last year the Administration resisted any wage raises 

for both the Government employee and the military. Would it be possi- 

ble that the chart would have to show a quantitative implication of the 
statement made, that they wanted to resist the inflationary pressure? 
I realize there would have been an example set. Could it have been 

measured, also? 

MR. CLAGUE: By "measured" you mean, could we have told how 
much inflation could have been brought about by us in the Government ? 

S T U D E N T :  A s s u m i n g  it  w a s  not  in i t s e l f  g o i n g  i n t o  a c o s t  s p i r a l ,  
w a s  i t  in i t s e l f  i n s i g n i f i c a n t  o r  w a s  i t  an e x a m p l e  of i n f l a t i o n ?  

MR. CLAGUE: Oh, significant. 
the whole. Talking about an example, 
the fellow on the bottom of the pile. 

It wouldn't have made a dent on 

they are making an example of 

CAPTAIN LAUTRUP: I think we will call a halt at that point, Mr. 
Clague. Thank you for your fine presentation. I am not sure whether 
you have proved by your statistics whether we are better off or worse 
off, but I think we feel bet ter  about it. 

(13 A u g  1 9 5 8 - - 4 ,  1 0 0 ) O / m m s : m s r  
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