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DISCUSSION FOLLOWING PROFESSOR SANDERS' LECTURE 

"THE PROBLEMS OF COST D~TERMINATION" 

Captaln Cheerer I was very glad to have the opportunlty 

to hear Professor Sanders and ~n my dlscusslen tomorrow mornlng, part- 

icularly in regard to the ad3usted compensatlon contract, I shall 

endeavor to dlscuss more in detall how the rules he has brought up 

are applled to those contracts. I was very much !nterested !n one 

remark and that ms that anyone who bellttles the allocatlon f burden shows 

lence 
hls !nexper-but at the same tlme we should not advocate 

control of our Government contracts. We do have a dlfflcult problem 

but It is not insurmountable. 

Q - How do you feel about the theory of the Nye Commlttee 

regardlng prlce fllxlng on M day~ 

A - I am afrald I am not acqualnted wlth that theory. 

Q - The zdea Is to freeze the prlces of the baslc materlals, 

at least, as of the market prlce on the flrst day of moblllzatlon. 

A - I see now, I have read of that but d~d not reao~m~e 

• t by the name. I thlnk it is Imposslble as a practlcal matter as long 

as the Treasury ms followlng the klnd of flnanclal pollcles to whlch i 

have referred. If Senator Nye can control the pollcles of the Treasury 

in such manner that there will be no inflatlon durlng the war perlod 

and before that perlod of rlslng pr!ces then he can freeze prlces, but 

not otherwlse. An attempt to freeze prlces durlng a perlod of ~nflatlon 

would slmply create another of these natlon-wlde bootlegglng s ltuat~ons. 

I speak plamnly as a private c~t~zen. 



was ? 

Q - You don't thlnk it is possible any more than prohlbltlon 

A - Exactly that - and It is not due to the cussedness of 

our cltlzens. They would be squeezed between the upper and nether 

millstone and the contractor and manufacturer would be squeezed in between. 

Q - It appears that In tlme of war It will he necessary for 

the Government to make certaln contracts in whlch it will be vltally 

interested in the cost of produc~lon - the cost plus contract. ~Yould 

It be posslble, In your oplnlon, for the %at Dept., ~n conjunctlon wlth 

cost accQuntants and Industrlallsts, to prepare some sort of manual of 

cost accountlng procedure - a general manual whlch could be applled %e 

flt any part of industry or would it be necessary to enter into great 

subdlvlslons - prepare one manual for one sectlon, etc ~ Could one be 

devlsed to cover ~ndustry as a whole ~ 

A - I would suggest that you would not try to cover Industry as 

a whole. It ~ould make more d!fflcultles than ~t would solve. I had 

thought of the other alternatlve - of obtalnlng manuals for the major 

industrles. You know that most of our large manu£acturlng compan!es 

have manuals for thelr ~nternal purposes. ~hey are some~imes wllllng to 

loan them on give them to Innocent college professors whom they regard as 

harmless. They mlght sometlmes furnlsh them to the Government serv!ce 

If you could make a collsctlon of such manuals they would be a grea~ ald. 

~any Industrles have unlform accountlng and cost systems for thelr 

Industry. There were 600 cost accountlng systems for 600 Industrles. 

I would not want to be bothered wlth a cost accountlng system for the 

celllng wax industry, but many of the baslc Industr~es would Interest 
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you. However, the problems of the dlfferent industrles are so dlf- 

ferent that it would make more trouble than if you would endeavor to 

make a unlformmanual for all industrles. But you have publlshed and 

already available such manuals and the industrles have entered upon 

them In good falth and for thelr own flnanclal purposes. 

If I mlght return to the prevlous questlon for a moment more -- 

I would not llke to leave any mlsapprehenslon on thls polnt. As a 

cltlzen and an e~onomlst, I would favor all the measures whlchthe Treasury 

and the Gover~ment mlght take to avold these Inflatlonary condltlons 

because they make for such hazards as depresslons. If the GoverNment 

will restrlct the quantlty of bends issues - take the flrst measures 

toward ~he flnanclng end - prlces will automatlcally freeze, i am not in 

favor of that klnd of treatment but you can't let your flnanclng and 

prices run wild and then expect the Government to freeze them. 

Q - The present pohcy of the ~ar Dept. and the Navy Dept. is 

to get thelr supphes of non-commerclal items through allocated facllltles 

and there are some ten or twelve thousand of them. The plan Is to use 

ordlnarlly 50% of the capaclty of each plant. In connectlon wlth the cost 

accountlng whlch has to be done In connectlon wlth the negotlated contract, 

conslderlng the personnel requlred to check those contracts as they go 

through, do you thlnk it Is advlsable or eonsldered feas1~e to check them 

afterwards through audlts~ 

A - Cost accountants among themselves - the National Assoclat~on 

hv~/ave 
ofAccountants - when tHeyTgotten together durlng the past ~ew years, have 

~creas~ngly placed emphas~s on the desirability of checking the cost 
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currently ~ad in advance The object is to obtaln efflclency and keep 

down the cost, and I thlnk that the emphasls ~hould be placed on trylng 

currently to supervlse and control costs so that they do not get away from 

us, rather than slmply flnd out afterwards If, in suc~ a case industry 

should say It is Imposs~ble, then you could polnt to a vast body of 

llterature In whlch the whole emphasls has been lald on that polnt of 

vlew. In other words, that effort is still worth maklng and you stand to 

accompllsh a good deal. 

Q - How about the number of people tralned - are there sufflclent 

now tralned to carry out that inspectlon or how are we olng about gettlng 

them~ / 

A - There, of course, Is qulte a problem. In war-tlme there 

~OU i~ 
comes a scarclty of everythlng. You/have to ally yourselves wlth ~hat 

publlc bodies as there are and seek the!r ald. Th~s Natlonal Assoc!atlon 

of Accountants is worthy of cons!deratlon. It has some slx or seven 

thousand cost account,s all over the country and it would be a good 

Idea to seek thelr cooperatlon. It would be a good start, In any case. 

The Amer!can Instltute of Accountants !s a natlonal body representlng 

the C.P.A. fraternlty. These assoclatlons are sometimes looked upon 

askance as representlng the interests of thelr cllents but as a matter 

of fact there are a great many publ!c spirited and honest men among them. 

I agree that there would be a scarcity, but that would be the d~rect~on 

• n which to look. 

Q - ~hat about the ~ncrease ~n price due to scarcity. In 

t~me of ~ace we use sulphur~c acid but ~n war we use n~tr~c. N~tr~c 

acid should ~ncrease ~n price. What about that ~ 
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A - Just ~hat is the pomnt of the questlon - as to whether 

the Government should absorb the mncrease? It could not be done In 

the freezlng of prmces. 

Q - How are you gomng to ad3ust that increase due to scarclty ~ 

A - It seems to me that whatever the cost, or the increase in 

prlce, if there ms one, the Government has to take it, - not the prlvate 

cltizsns. 

prlces ~ 

Q - Will the closlng of commmdlty exchanges prevent speculatlve 

A - No. the exchanges provlde means for temporary runnlng up / 

and down but~zgbaslc movements of commodlty ?rlces are independ-nt of 

exchanges. 

Q - Have you ever dlscussed that wlth ~,~. Baruoh or could you 

glve us any idea why he was so strong In hls statement that it was absolutely 

necessary to flx prlces? 

A - He may have had In mlnd advocatlng a flnanclal pollcy whleh 

would make it possible and I have trled to Indlcate that if you can get 

the Treasury to adopt a flnanclal pollcy to make it posslble, then all 

well and good. There would be tremendous pressure on t he Treasury to make 

It easy for the natlon. The way to make ~t easy is to inflate. 


