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PRICE CONTROL IN ~VAR TIMER 

I want to talk to you informally about the general theme 
of prlce fmxmm~g mn war tnme I understand that what you are 
domng ms trymng to have ready when a war comes, if a war comes, 
a reasonable orogram for mobmhzmng the industrmal resources 
of the country In such a way a~ to brlng qumckly and ade- 
quately to the scene of combat those thlngs that you need, 
that you want, and as you do it to mmpose as httle suffermng 
upon the clvml populatmon as possmble, and to be prepared as 
you should be prepared to make such dmslocatmons mn ordlnary 
processes of industry as are needed, carefully avold~ng dls- 
locatmons whmch are golng to impair the efflclency of thls 
moOm] mzatmon and such as will ruln your ob~ectlves. A mmh- 
tary man is pretty csaoef~l, unless he ms mna very desperate 
~osmt!on, to leave hnnself a margmn of safety as he makes 
p!s~us for mmlmtary actmon He doesn ~ t want to overrate hls 
resources, He won't expect a soft road to take a long train 
of heavy guns You have to reckon mn any plans you make 
upon human nature aria the soc~sl order and you don' t want to 
Undertake throngs that are gomng to bog do~ in a soft road 
You can overtax certamn human motives, you can overtax certamn 
mn@ustrms~l and trade machmnery You must analyze the problem 
mn terms of what ~,e hav~ avamlable for soclal and econommc 
coordmnatmon and control 

Now ~,hat are the instrumentahtles of soclal coordlna- 
tzon and control~ We have many One that is very dependable 
wlthln its inmlt Is soclal expectatlon Xen try to hve up 
to what is expected of them by thelr group, just an nmpersonal 
atmosphere about you, and what you get out of men depends very 
much upon the group. Yo% expect dlfferent thlngs from dlffcr- 
ent ~ro~ps The Army expects a soldlor to be brave, the 
general publlc expects a soldler to be brave And If a very 
breve soldlcr is a llttle careless somctlmes about meetlng a 
note at the bank on the day that it is due and the banker has 
to wrlte hmm about, and when the banker ~mltes hlm about it 
he gets an unsatlsfactory reply, or none, that's not nearly 
so bad as If a banker falls to meet his obllgatlon on the due 
date We expect the banker to be strlctiy, scrupulously 
exact in money matters, but If robbers come into the bank 
and the banker gets rattled and hldes behlnd the count6r w e  

don' t condemn hmm as ~e ~-ould condemn a soldmer under smmmlar 
smtua5mons You make dlfferent demands on men mn dmfferent 
posltlons and you can' t expect the whole cmvllman populatlon 
to take a war ~th th6 slngleness of purpose, the subordmna- 
tmon o~ everythlng, hfe mncluded, that you naturally and 
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rogu±arly expect of men ~n the Army Don ~ t, therefore, expect 
to apply Army standszds or Army d~scmphne to a c~v~han 
population You have got that Army d~scmpllne and you d~dn' t 
get mt mn the f~rst ~eek ±n the Army or the f~rst month mn 
the Army Men are trained a long t~me before they get mt 

~TO~T the instrumentahtles of rehgzon, of propaganda, 
of educatlon, all these thlngs are there, morals, la~ ~ and 
gover~ment. Law can do thlngs and government can do thlngs 
that soclal expectstlon can't do, but if you had a peoplc 
where the shcrlff h%d to be present every tlme a debt ~'~as 
bald or every trine a man performed an uprlght act you' d have 
p~oole go to pleces very qulckly, v~e have a great socmal 
dmscxl~l~ne qu~te apart from law Take such a s~mple matter 
ss m~ng c~nge. You go ~nto a store, buy ~ pack of c~ga- 
rcttcs, g~vo the cl~rk a dollar bmll, and he hands you back 
the change The cmgarettes are f~ftcen cents an@ he hnads 
fou b ~ck a half dollar and some nmckcls. You look at ~t, 
• t man ~ t quite enough You don ~ t thmnk hc h%s robbed you or 
cheated you, you just e~tend ~,ou~ h~nd and show ~t to h~m, 
he looks at ~t, nods, and puts another nmckel on You go 
a~ay not th~nk~ng he v,~s cheating you, ~ust th~nk~ng he was 
m~k~ a mmst~_ke And he doesn't often make a m~stc/<e. 
That ~s e tremendous achmevement, ~sn~t ~t? ~Ve do not expect 
to bc short-ch~ngcd mn ou~ general ecoaommc l~fe In some 
other countries that msn't true, but mn general that ~s truc 
smon[~ us. 7~e take ~t for granted that men w~ll make change 
correctly There is behind that a tremendous socmal pressure 
that has gotten ~nto men~s backbones. 

We have golng on in V~all Street all the tlme, every ~y, 
a volume of buslncss that runs hlgh into hundreds of mllllons 
of doll~rs, over the telephone by word of mouth, wlth no 
memoranda. Men make and lose money on those transactlons. 
The m~n ~rho loses money c~rrles them through. There are 
deallngs in forelgn exchange all by phone On the orders 
that go to the stock exchaage from the phone of the customer 
to the brokerage house and phoned to the stock exchange the 
brok ~r doesn't take a mltten memorandum and nelther does 
the dealer he is aeahng ~zth. Each ~ ~makes hls o~q note but 
the contract ms made by phone or wor~ of mouth, and dlsputes 
r~g%idl~g them are very rare Tremcndous d~sclphne, 
tremendous body of standards In that, ~ud the law couldn't 
make men ~ao that. L~w ms that part of the soclal ~!ll ~hlch 
ill be leguL%rly backed up by the organlzed physlcal force 

of thc group, but the llmlts of ~rh%t physlcal force can do 
are very, very doflnlte. 



Now we have further, as the most ~mpoltant instrument- 
almty of socm~l coordlnatmon and control in econommc imfe, 
the market place, the money economy ~qd the system of prmces. 
Prmces tell men what to do. Prices, wlser tn~o~n any man that 
helps to m~ke them because every man that h~ows anythls~ has 
got to tell it to the prlces Here ms a man de~%im~T in wheat. 
He k~%o~s that the ch!nch bug ms bad mn Kansas and crops are 
golng to be short there. %?ell, he buys wheat, and then ~n 
bu~m~ ~heat he tells mt to the market. Here ms another man 
~lth specm%! sources of mnformatmon from the Argentine, heavy 
plantmnss there, good prospects, ~und he thmngs vheat ms going to 
be pretty abun~%nt He sells wheat. Here ms somebody else 
~th sDec~al ~nformat~on from other parts of the world, from 
o~hcr regmocs of the United States or Canada, and every day 
those prmces go up an@ do~a%, move as each man to] is ~t to the 
prmces, and so w~th com~odmtmes mn general Moreover, wheat 
ms planted somewhere mn the vorld every month mn the year and 
a~ the price goes up or dove, more or ices wheat ~s put ~nto 
tnc sround or more or less land ms dmvertod from whcst to 
somcthmng else. It g~m@es mndustr~al %ctmvmtles of mcn Now 
that great system of prmces loft free, left unrcgulsted, ms 
the bcst equmhbr~tor we _have, the best assursnce we hove 
tl~%t thm~gs ~re going to be produced mn proper proportmons, 
not too ~,Tach of that, enou@h of th~s, prmce here gomng ~n, 
shortage, brace nero going dovaa, oxce~s, Very good They 
curta~l productmon here, they mncrease there, they increase 
th~r~ and cartaml here' equml~bratlon. Capmtal moves out 
of mndustry ~here p~ces ~re going dora% ~nges get down, 
une~plo~nent gets bad, !sborers move over tow~%rd mndustrmcs 
here prices ~%re rmsmng, where there ~s mncreasmng denand. 

~c h~ve, thus, ~n automatmc re-equmlmbratmon, an unconscmous, 
auto-eric process that does not requmre a social bramn. 

Now when governments znterfere ~ ith that they take a 
grave r~ sk. ~Vhen they do ~t in peace tlme they almost in- 
variably make mistakes For example, in the csse of thls 
~heat m~rket ~qlch I have descrlbed, and the ray I descrlbed 
mt .ras the ~ray mt used to be before the governments rulnod 
mr. Tod~zy you h%ve a net~ork of tariffs and trade barrmers 
~ong the countr!es of the world so that the Internstlonal 
market for ~rheat ms very greatly nomrowed You used to be 
able to break s corner mn Chmcago by brmn~mn~ some wheat 
over from Can~d% short order, but they have got a blg tarlff 
wall to come over no~. The Government, moreover, has done 
so many thlngs ~n the way of artlfmcmal manlpulatmon Thas 
No~ Deal dldn' t begln in 1933 The Near Deal ms a mstter of 
personally conducted buslness, desmgned partly to keep up 
the genera! %ctlvmty su%d partly to benefmt speclal cl~sses. 
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That matter of speclal prlvlleges for speclal classes we had 
long t~ne ago. Protectlve tarlff ms the beglnnlng of that, 

but personally conaucte~ buslness is newer The last ortho- 
doxy you had desllng wlth the genera] buslness sltuatlon was 
19~0 to 19~°3 In that benlghted day the ~overnment of the 
Unlted States d~dn't feel mt was ~ts busmness to make 
prosoer~ty, or to unbalance the budget for the purpose of 
Increasing consuming power. The Treasury had the old- 
fashioned pol~cy that it was its bus~ne~s to protect the 
currency, the sound gold dollar, to reduce expenses, and to 
relmeve m~s~nes~ as fsr as ~t could by reducing taxes. 
Tl~%t ~ s all they d~d through the whole of the cr~s~s of 1920. 
They pald dow~ pubhc debts, they cut e~-penses sharply, they 
d~dn ~ ~ feel ~t was necessary to put people on the pubhc pay- 
roll to g~vo them employment, they kept red.orang the pubhc 
payroll. ~he result ~as that ~e got a quick hqu~dat~on, 
terrmf~c imq%~dat~on, commodlty prices broke from 248 to 
158, that's a terrm~me break. Wages reacted not nearly so 
much Insol%ent people went broke, and solvent ones stayed 
solvent. They rea~usted prices and costs qulckly The 
trade turned up ~n August of 1921, and we had a labor short- 
s~c mn the spr~ng of 192S Meanwh~lo all the t~mc govern- 
ment debt aria taxes were going down 

mhat is old-fashloned. The New Deal began, In the 
sense of a personally conducted market and buslness sltuatlon, 
in 1924 ~Then the Federal Reserve System for the ~urpose of 
maklng prosporlty bought $500,000,000 worth of Government 
securltles, creating what was at that tlme regarded as a 
fantastlcally low money market, wlth 2~ call mono[ and 
acceptance rates. Commerclal paper got dovm to 3~, maybe 3 
Ba~/<ors would llke to have those rates ~galn' But It was 
fantastlcally low in our experzence and the speculators 
responded wlth a groat 3oY. ~here were tremendous issues of 
fo~ czgn bonds here, a groat zncrease in ne,v securztzes of 
all klnds, rlsmng stock market Issues and blg agrlcultural 
cxoorts b~sed on the forelgn bonds, and so on. 

And th~n the Government contlnued personally to conduct 
the market. Every tlme the stock market would begln to flag 
a lltt!e blt you would hoar somethlng fzom Secretary Mellon 
or from Presldent Coolldge, the "Capcadores of Wall Street" 
my fr!cnd i~Iph Robey calls them in an artlcle in the 
Atlantlc Monthly. The Capeadere is the man who waves a red 
flag at the bull. And all '~as merry. 

I Tnen the great break_ in the market came ~n 1929 Mr. 
Hoover began to incre~se the New Deal He called in the 
heads of buslness and banks and railroads, urglng them to 
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hold up ~ages, to hold up prmces, to ~ncrease capita] outlay. 
Hc got the munmc~paht~cs as far as hc could to ~ncroase their 
capital cxpendmtures, borro~ more money. _Railroad presmdents 
p%rt~cu/ho/~ly were loyel, the poor old Frmsco went home and 
voted preferred d~v~dcnd~ for the rest of the year, to "create 
purcl~%smng po ~er." ~A'. Hoover also had the Fcde~(%l Reserve 
people zoduce ~oates again, buy moze Government securities, 
an~ oose off the ~oney market, and we got ~<nother flare up, 
~nothcr stock marl-et boom In esmly 1930, and Issued a lot 
more forcmgn oonds 

And then ~r. Hoover's Farm Board came in~o mctlon Thls 
Is the story I vant to tell about th~%t wheat market, 
Beglnnl~ ~n 1928 various countries, Hungary, C~qag~, the 
Argcntmnc ~ud others ~,e, o art~f~cmal!y munmpulatmng the price 
of wheat by gover~ncnt ~ctmon or by pools sanctzoncd by the 
governments The prmce vas held too hzgh, wzth the result 
theft b~twccn 1926 and 1929 the v~s~blo supply of v~hcat ~n the 
~,orld doubled. Fs~ncrs produced more t~m%n they otherv~se 
would h~v~ 9reduced. P~oo!e consumed loss than they would 
otherv~sc h~ve coasumed, m~d the v~szble supply doubled. We 
l~dn' ~ done that. Wo h~@ been produczng ,~heat aria scll~ng 
rot, but ~n 192q ~7mth the bre~ ~n the stock msrkct the Ne~ 
Docl boc~an to oLAV ~heat and held up the przce of wheat wzth 
the fcs~a/t tlm~t the Arg3ntmne, C~nada, already pretty tzre8 
of holding, sold under cover of our umorc!la 'Ve d~dn't ~ell 
to trio outszde ~ orld, our fsrmers' plcnt~ngs ~ncreased ~n the 
~untor, end that whole vzs~blo supply of wheat wr~s trans- 
ferred from the outside ~ orld to the United States. 

No ~ thct klnd of thlng hoppcns, you see, vher_ govezn- 
ment mntcrfores ;zth przce~, and when you go to do it In war 
tLme 3 ou vant to be mlghty sure of your reason, mlghty sure 
of your purpose. Just why are you dolng it? Whet ~ro the 
objoctlves? That good can you do by it? 

! became convlnced as I ~atched what our Government dld 
in 1917 ~n thls matter theft you could de bomc good ~n sp~clal 
cases If you ~Tcre sule of your objectlvos and If you d!dn' t 
overstr~In human nsture in the process. First of all, you 
h~ov wh~t you v~nt in ~w~r throe. In the Wo~id ~,or you wsuu~ed 
just ss much wheat as you could have to go to the A/~ny, to go 
to Euroloe, s~nd wheat was rothcr short. You dldnVt w~qt 
copper roofs belng put on clvmhan homes in the Unlted States, 
you ~mntod all the copper you could get for the Army. Sugar 
you h~d to have on a great scale for smokeless powder. There 
~rere varlous deflnlte thlngs that you had to buve, o~Icohol, 
coal, ~d so on. The prob]em in pe~ce tlme Is a ve~7? vague 
oroblem No ~overnment knows wh~%t shouAd be produced, only 
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th~ market kno~vs that. But mn war t~mo the Azmy knows Ghat 
snould be produced, hat you have got to have, defznzte thzngs, 
and you Gon't want to pay too much for %hcm. You don't want 
to have ~,hot ms produced dzverted to non-essentzcl uses, a~l 
you ,ant to hnvc enough p~ educed, you don' t want ~o d~scourage 
nroductzon. Of course one of the fL°st tendenczcs zf you hold 
do~ ~ prmcc zs to reduce the zncentmve to productzon, and you 
h~ ~c got to watch that through all stages of the game. 

i studled pretty carefully dttrlng the War the retall 
prlc~ control of sugar mn Massschusetts at flrst hand, I was 
toschlng ~t Harvard then. Also the ca~e of wheat or~d flour 
over the coLuqtry, thc c~se of copper over the country, snthra- 
c~tc coal s,_a bltumlnous coal, No ~ the c%se is pretty simple 
,itn reference to the rct%ll prlce of sugar in N~ssachusetts. 
Haze ~ss a very stsxthng, sudden, ne~J demsnd for sugar to 
m ke ~icohol, to mi[e smokeless pounder, and that cut very 
sli~rply Into the sugar mvollsble for clvlllan uses Moreover, 
trcu%oortat~_on ~%s incro%s~ngly con~ ~ndeered for nor purposes. 
It ~asn't easy to incrccse the supply of sug%r in Massachusetts, 
no matter ~hat people l~,d been wmlhn~ to pay, by brlngz~ It 
mn from the sugar reglons The questlon woe, temporarily st 
lesst, how to keep the sugar supply of Massachusetts, ~hlch 
couldn't increase much, from all be!i~@ bought up by the 
~v6cLlthy end icovmng tho poor wmthout az4y, and what to do 
about mt There as pretty general feclmng over the com- 
munmty that the p~ ~ce of sugar should be kept dov,n. It ~as, 
but ~,hen you d~d th%t you hDd to r~t~on th~ supply. That was 
done, fmrst ten pou_~ds to one customer, then two, then one. 
You ent ~nto a restau~ont and they wouldn't put a sugar bowl 
on the table, they would gmve you a lump of sug~%r or ~ httle 
p per sack ~th a teaspoon of sugar mn mt, but by a bmt of 
dmscuss~on a man could get t~o lumps. I th~nk a man hsd 
trouble yettmng three. It was a th~ng that affected a very 
small p~rt of the retamler's bus~ness, much easxer to hold 
h~_m to one price on su@~r than ~t would h~%ve been mf you 
h~d trmed to regulate everyth~_ng mn hms bus~ness. It was 
~uch easmer to hold the reta~!ers on th~s thmng where there 
~as a pretty f~xed supply thqz~ ~t would h~ve been ~f they 
nod had to buy up the wholesale msmket to get more sugar. 
You have got to ~,atch not merely the retailer temporarily 
but the whole chain of events ioadzng up to the retailer. 
That w~s z short run matter, ~t was very easy, p~rt~cularly 
~hcn you b~%d these war-tnne motives to pL%v ~mth 

The problems are much greater ~en you undertake to 
rcgul~te a ~hole industry It wasn't hard in copper. You 
h~d q hlgj~ly concentrated Industry. Most of the m!rmng 
comD~nles are very blg. They were consplcuous t~rgets for 
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Dublmc dms~pproval mf they dmdn' t play ball. The leaders mn 
the mndustry ~ere, moreover, men of encrgj and abmhty, ~d 
~ero patrmot~c men. It was agreed that the prmce of copper 
shou] a be cut, as I remember, from thirty cents to twenty-three 
cents a pound. At that brace 99~ of the prod~ctzon could go 
om wmthout loss, and much of ~t at ~ good profit. 

Further, zn the case of mlnlng in contrast wlth ~grlcul- 
?urc ~Jhon you are fl~ng on cost of productzon of whc#t, 
the old economzsts to the contrary not~zthstandzng, land rent 
zs p~rt of cost of pzoductmon. Ls~d rent represents the 
alternatzvo use. 1~czcver you have got an alterr~t~ve you 
have go~ a cost. You have got to p~y enough for ~hcat la~&d 
to keep ~t from bc~z~g used for corn or for alfalfa or some- 
thzn~g else t~t it coul~ be used for ~ut in the csso of 
copper, mmne rent ms not a pmrt of cost of productzon zn the 
short run. In the lono~ run, yes, because zf you arc not 
gmvzng the~ that mzne rent they w~ll 3~st take out of zt t h,&t 
they cs~& got and l~t the rest go. _~hoy ruzn the mzne 3car 
zn mznd ahzsys thst for the short run you don~t h~ve to pay 
mzne rent, You must al~ys conszder ~vhat optzons a man 1~s 
when ~ou arc tryzng to reo~imte hlm Now zu the case of 
m&thrac~te eo~l s~a~n, the przce-fzxz~%~ was not c d~ffzcult 
pro0!em because there ~a~n, s fev grc~t mznzng ccmpanmes, a 
fc~, bzg deposzts. ~.en you g~t to bztumznous you had thou- 
sands of mznes scett¢red over bz~ aress ~ud ,,hen you got to 
,~,hcat and flour you had m~llzons of f~mers, a great multz- 
tude of mzlls, ~nd so on You have got a dzfforent problem. 

In th~ case of ~vho~t sad flou~, therefore, it ~Tas neces- 
sary, In older to keep the farmers produclng }~neat, that the 
flxcd p~ ico should be a hlgh prlce. In order to keep the 
m111ers in the trade golng, and there arc a lot of them, they 
l~d to be dealt ~ith pretty d!plom~t!c~lly They were pretty 
p~tr!otlc A lot of th~ contented themselves ~ith less 
proflts But the margmns ~rere cut rather too thln In certaln 
GaS e s 

They met one problem, tl~t of flxlng dlffefentlal 
qt~llty in vrheat and the posslbmllty of ~ var!~tlon in 
prlc~, varlstlon in d~ffcrentlal, by provldmng that there 
should be a standard flour contamning flxed percentages of 
dlffcrcnt grades of ~heot ~ hlch helped them to keep the 
dlffcrentlal flxed in prlce. 0n the whol~, theft ~Jorked 
p~ etty ~.,cll. There ~,as in the wlnter of 1917-1918 e sllght 
ircrease lu the acreage of wlnter vhomt wh!ch was a pretty 
good test. W!th It ~Ii ratloned you couldn't buy a barrcl 
of flour any more. If you had a barrel of flour you were 
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expected to turn ~t back to the retailer and take le~s than 
that b~t by b~t and you were expected to m~x your flou~ vath 
b~mrley or other th~ngs for making bread I wonder how many 
of you remember how bad the bread got that summer at the 
Cosmos Club? We carrmed ~t through, we made a sort of re- 
l~g~on of ~t, and you can have a throng of that sort ~n war 
t~me ~o~? In war t~ne as long as the people' s hearts are 
ma the ~a~ they ~mll put up w~th a lot of th~ngs Notice 
the d~fference mn war t~me, moreover, when you are fmx~ng 
pr]ccs you are ho!d~ng them down. In peace tame the effort 
h%s b~en to hold th~n up 

Now In soft coal, down to the wlntcr of 1917 they made 
pretty ghastly mlstal<cs They cut the marglns much too 
flue, ~nd they cut the prlce too low. You had thousands of 
scattered mlnes and they a~e hard to control They hadn't 
al±o~red any dlfferentlals in coal There ~s one flxed 
pr!co fo~ bltumlno~s coal Thcre was one case where a 
compass havlng a mlne wlth a hlgh ash content and one wlth 

hmgh number of thermal units 3ust close@ do,~n the good mane 
and used the mmne w~th h~gh ash content because there was no 
d~ffe~entmal allowed ~he trade was used to making d~ffer- 
entms~Is ~n coal on the ~as~s of BTU' s Follow trade practmces 
just as far as you can, study trade practices, get ~ntell~gent 
men of the trade ~n w~th you Learn about themr system of 
prmvate wmres, their ways of getting communication, their 
ways of collect~ng ~nformat~on. Fmnd out where the sore 
spots are going to be, consult the trades. They w~ll co- 
o~erate w~th you magnificently Close cooperation w~th men, 
yes, but use their brains as well. There' s one of your best 
resources, the b±~amns of the able men ~n the mercantmle fmeld. 
Even banko±~s have bra~n~. 

I am ~olng to refer to a document I have here, a photo- 
stat~e copy of whlch I will glve you. It !s a paper I read 
before the A~nerlcan Economlc Assoclatlon at the meetlng of 
D~cembcr 1917 It goes mute a great deal of detail. I 
~-maQo~ne you have the Amcrlcan Economlc Revlew which contalns 
the prococd!ngs, pubhshod in March, 1918, for the December 
mcetlng, but I ~Tlll glve yOU thls a~dltlonal copy Ym Harry 
Garflcld, ~rho took charge of that coal sltuatlon when it was 
pretty bad, is a very va~bane gGntleman, and one of the thlngs 
that was needed was a flrst rate gentleman to smooth down 
ruffled tempers. He dld that nlcely and he made concosslons. 
I haven' t followed thoroughly that soft coal control after 
December of 1917, but I thlnk it got v~ry much better under 
hls pohcles ~vhlch ~re in th~ dlrectlon of maklng more 
ailo~ance for human nature, conclhatlng, and ~idenln~ the 
mgurglns 
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No~ one throng tb~t you want ~ be perfectly clear about 
ms that your obDectzve zs vmm~ng a v~af. Your ob3cctmve ~s 
not to kcoo people f~om makmng some money The Government ms 
&] together too much concerned v~mth 3ust prmce rather than 
functional prmco, You arc concerned ~,mth functmonal price, 
the prmce that ~m!l let the processes go on That ~ s one of 
the appall~ng th~ngs about govermnent ~hen mt comes ~nto 
economic l~fe It ~s anmmated by mcamcval conceptions. 
Government control of economic l~fc grow out of v~ar and war 
~as a state of nature ~n the m~ddlc ages and early modern 
times. In the 19th century the market became thc great 
coordmnator and broke avay from these mcd~aval restraints. 
No~ th~s last groat ~ ar made Government vcry po~orf~l and 
th~s depression brought Government actively znto economic 
centre! again on the bas~s of medieval and early mo~[ern 
economic fall%c~cs 

My friend Senator Gore, the bhnd Senator from Oklahoma, 
one of the great mlnds of the country, In hls speech ,~hlch 
he had to extenTporlzo at the tlmo of the Thomas Amendment, 
combatlng the debasement of the dollar and other thlngs, sald- 
"Henry the VIII approached total depravlty as nearly as the 
nnperfectlons of hm~mn nature would allo~v But the vilest 
th!ng that Henry ever dld ~ms to debase the coln of the realm:" 
If you read Henry's argument and explaaat!on of thzt you will 
flnd that he ~as concerued ~rlth promotlng forolgn trade and 
l~provlng the Gconomlc sltuatlon of England by making easler 
money All these thlngs have been trled before, and, above 
all, prlce-flxlng on the theory of just prlce° Nobody has 
~kv rlght to try flxlng prices who hasn't mastered the theory 
of econGT~ic equlllbrlum in terms of prlce, and before tackllng 
prlce flxlng you ~'ant to master vhat the great masters of 
economlcs zlready have done wlth the omslysls of frea prlces. 
In partlctLl~r I oJn golng to n~ne t~/o or three thlngs the 
prlco-flxe~ ought to read bGforo he does ~%nythlng Res~ John 
B~tos Cl~rk t s "Dlstr]butlon of Wealth", a great book pub- 
l!she@ in 1899, a plcture of the economlc equlllbrlum Read 
the chapters on cost of produetlon in Bohm-Bawerk's "Posltlve 
Theory of Capltal" qnd rea~ the chapter on cost of production 
~n Wzcser~s "Natural V~lue " You mmght reed, too, a book by 
Schaoffle coiled the "Q~ntessencc of Soc~sl~sm " There ~s 
some d~scuss~on of fu~qctmonal price mn that. Fmrst, learn 
~hat prices do, (~qd ~hy free prmces are needed 
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Gol~al Jc~en: ~m~tlem~n, if %h~Te are a%7 ~uos%x~ns you ~ like 

ask 5. ~so~ ~/i be ve~ glad %0 ~ ~h~m° We ~ve this pri~lege 

~o our ~s%s as ~11. 

q. In ~di%Im~ ~o ~ problem of price control we have s%u~/~ s o r e s t  

%he s%~ of control of ~of~%. ~ you care %c speak h~ef~7 on the 

ma%%a~ as  %o ~ % h e r  or  not the control  of pr6fi% in war is feasible in its 

relationship ~ the p~ice con%~l? 

A. I ~ifferenkla~ b8%ween a l~mg war and ~ short; war. If you have 

got ~ sh~rt ~ar what y ~  ~sn% i s  qu~ck r e su l t s  a% the t m ~ i ~ .  You waa~ 

• ~ t~ ~ k e  ~re~% sh~f%s, ~ ~o lm~ up new pl~ats ,  s ~ e  turn to doing 

another % h ~ ,  and %here ~ t l  b~ r~sks in tha t .  You hezt ~e~ter l e t  them 

ae~ the ~ incentive.  A~ a ~ go~s on f a r t he r  an~ fu r the r  Fou have ~o~ 

~e~r bt~ ad~s taen~s  ma~,  then ~ can tnca'ease the ~ressa .e .  You see 

e~e~ r ~ : ,  %co =r~uh prof,%, ~ you can take c~ace ~f %hat, but 

t ~ the ~ee~ way to ~ i t  i s  with %he tax ~ r ~  ra the r  than ~i~h 

d~rec% r e g u / a t l ~  of p r o f i t .  You h~ve ~ot to have p r o f i t  ta~es,  em~ you 

will have war profit t~s, excess ove~ ~h~t they h~l teen aCc~s%~ to 

msklr~, au& %h~gs of that ~OV%. ~w that  links uP wi~h the question, too, 

Of ~hether you wau% to finan~ ~ war by bO~TO~i~%~ Or by %am%%icn. I ex- 

p~ess~ ~ opim~o~ here ~ ~Ts a~. ~ y~ ~S~t prlcas ~o ~0 

y~a ~au% ~ t i v i t ~  to ~o on an~ you don'% want %he tndas t r i es  that  a re  losir~ 

g ~  to be auder further pressure of ~mreasomable taxation. But as the 

wa~ ~e ~ i ~  sna l~a~, more t~xes, less ~C~TO~. I think %hat 

where they %mae~to~ %he llmi~tio~ of profit in 1917-1918, especially on 

%hat cos~-plus h~sis, who% they ~ot W~ much b ~  COSTS %~ %hey other- 



~ s e  mf~ht have hsd.  ~ v e n ,  t you r ~ h e d  the  c o n a l u ~ t ~  cos t  p lus  c o n t r ~ t  

~asn'% a @uo~l one? Here i~ a man ~ho i s  e f f i c i e n t  ~ good, very capable; 

here a re  other  men ~ t  so go~l ,  and you a re  using both.  r ~  ~houldn't  t h i s  

man ~ e  a b igger  p r o f i t  than  the  others? You a re  paying him the same pr ice  

~md he i s  d o i ~  i t  ~ r ,  and he i s  u s i ~  ! eas  o f  the  resources  of  the  

c~untry in doi~ i t .  But extraordinary profits ~ woul~ go after with 

ta~at i~  This wouid t~ m~v ~ess. 

%. Dr. An~r~on, in th~ f i ~  of prices ~l~ch ~ do you think 

~celd b~ the mo~t feasible st the outbreak of ~er~e~y, to ~et hold of 

cartsln raw ~ter~alm, o~o~itle~, ~ a ~  ~u might s~ov, as the Government 

saw fit, or to place a ceiling ~ver every%hin~ at a ~rta~n date~ In other 

~res, piece-meal or f~x~ug the an%ire price structure at one time? Which 

~I~ .you ~hink ~mld I~ the m~t feaaible? 

A. i~Ixlng the entire price s~ructore st one time ~uld, in my opinion. 

be t~g a~v the ~hole flexibility of the price ~s~e~. I ~hc~Id do it 

p i ~  ~have neces~. I shoul~ n ~  do i t  unnecessar i ly .  I shm~ld 

do it prlmaril~ in the ~e ~f ~ e  ~%les needed for war. You see, 

you have got  to ~ each move in prices with co~l~m~ator~ moves to 

~appI~V s ~  e u t s t t t u t e  f o r  ~ a t  p r i ce s  do. In pa r t l cmla r ,  you have got  to 

ration t h ~ g ~ .  You t~ve got to ~ that they go %o the r i g h t  p laces .  You 

just cs~t do that f~r the ~hole r~vs~em. There is no brain big enou~ to 

do I t  au~ a colleetion of brains worki~ ~t ~ purposes, as ~ often 

do, will be ~rse than ene~ 

~, ~ I make a rems~rk~ I~y expresalom was fsm~ty. I gave y~ to  

m~ders%sad w ~ ' o ~ .  ~mt I msant was to  l~ t  a ceilim~ over prices an@ 

they can flue%u~te up and dc~a~ ~ ~ .  That is qu~%e different. 



A. You Imve ~% to ~ I% ty s~ very arbitrary wB~ area what you f~na 

is the real reasoa for 8ose prices goln~ much h~ahar perhaps th~n you 

sa%i~Ipa%e~, ethers net nearly so h~h, Yo~ ~'% make a big ea~ plau. 

You ~am% ~o leave the ~ ~  functioning goimg on. The Im~mau organlam is 

not a l~rfect analo~. ~here are tlme~ %h~ When we will devi~e sub- 

sti%utes for c e ~  organic functlc~ing, ~ere are extreme CaSes of diphtheria 

~ere the al• doctors used %0 fix another w%v of breathing. I don't know 

whether %heF do that any more, they pro1~ably don't here %o with the serum. 

~,~at~ you bare got ~ a o~pllca%8~ thing, A man ~ take a blu~prln% of 

the liver, .make it from the outsi~e no% knowing wl~t the liver is, and it 

does seem to ]~ave all those veins. ~ not put a big vein or put a tube 

thro~ But you can'% do ~t that ~a~V. In m~ oplnica you must rely in ~r 

primarily upon your price ~yst~, the ~eneral golug on of economic life 

~a~cer the price s~t~m and t~ %hi~gs %l~t you ~ to strike a% are the 

%hi~s where there is millt~y reason for it. One o~her %hlng, there are 

msm~ in4&rec% ~ays of ~Ing it. You don't ~rant your labo9 ~ud other re-  

sources ~ v ~ t e d  to a to% of  ~eace-~ ~ m ~ t r u c ~ o n  in  ~ ,  ~ut we h~ndled 

that in various ~s. For ano~l~exr thln~, we controllecl the cap~t~l market. 

We got th~ ~mmkers and investment tmmkers bus~ in holding down nca- 

essential fin~uci~g. A man ~a t~d  %0 borrow money to ~e into Construction, 

that had to be very cs~e :~ ly  pa~s~d ~gca. The production was verF 

~a%. There are very ma~ wa~s of control, and the most da~gerou~ way 

of control of all is price flx~. I woul~ use some price fixing here amd 

there ~ut you have got yomr a~ustm~r,t c~ comparative t~es sad borrowing, 

direct control of the cepitsl msrket, holdir~ down no~essentisl borrowing, 

your r~tionlmg of supplies acting through l~strlal organization where i t  

e~i~ts an~ ~here I t  is ~ concentrated. There are many devices, and 



Q. ~e a re  v~ry ~ worris~l in time of' ~ ~tout the ~:~or~/ s y B t ~  

the men in  the  f r o n t  llne i f  t l ~  tlet an idea  f~ heine t l ~ t  t h e i r  

famllles aren't getting enc~  %o eat and t l~t  prices have ~one beyond 

their reach. I t  l e a  ~ d i f f icu l t  thing to dlver% their attention to 

t he  front, entirely ~ not keep t l ~  ~urrled ~ou% %t~ir own people. Hc~ 

can ~ have ~ ~ ~  t h a t  t ~ t  ~tu~tlen won't arise s~ un!ess we 

h~ve !~ice fi~Ing to  some extent? 

A. In the case of ~ t  essentials l ike wheat ~ud so on you can do 

~c~ethlng ~Ic~ the  l i ~  t l~ve Indlc~ted~ You could do ~ ~ di~ in  

t h i s  l~mt ~ .  Y~u can do a ~ deal  b~ ~snsro~s t~ovi~ion fo r  the h~l!~ 

less ones %hat %he soldier left behln~. Incidentell~. we took a lot of care 

not  to s ~ i  men ~here we coula avoid i t  ~ i ~  d ~ l ~ e n t s  who r ~ y  ~ere 

helpl~slx dei~ndent upon them. Then, ~s I ss~, by ~h~ general matter of 

t a l  ~am, pro~re~slve increases in taxes, ~ % t o n  in  ~rr~r~ 

your war &~es on, ~c~ h~ia-~ces do~  bX ~h~t. But even if %h~s co~slder~- 

tion led X~ it w~Idn~t d~ to ~e f~er in price flxln~ than you ~m~li 

othem~se ~. Yc~a can s%~ll limit it to  the essenti~Is of llfe, not to all 

pa-lces, I dm,'t see a~F ot~ecti~ tO le%tlc~ luxuries ~o way ~p high i f  

at the s ~  time ~ou ~e  holdi~ down oth~r i~hz~trle~ ~reducin~ l u ~ l e s  

sad l imit  the r ~  ~teri~Is th~% can come to them. On~ queetlon came up, 

~y the w~r: Sheul~ they make piques in 19177 Sc~e of those st~dyi~ it 

decided ~ ,  f o r  e ~ o r t  ~o the  ~L-~3entln~ in  exchacge f o r  w h ~ t  %o go to  

~ ~  a l l  r i g h t  f o r  pianos f o r  ~ t  purpose but not otherwise.  ~e 

c ~ e c e ~  a l o t  of the men ~ho were meki~ pianos ~ec~us~ t~ coul~ 

~ o  make alr~Im~e wt~s  and things of  that k ind. Some piauo~ to ~o to  
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.~ ~ ~ ~ . ~ ~ ~ ~ ~ ~  ~ ~ ~ ~ ~ ~  ~w.~ ¸ ~ - ~ _ ~ , ~ . ~  ~ 

~ e  Ar~nt~ue  to ~et  ~ t  t o  ~c ~ ~ - -  I t  would ~ elov~ tha t  

llne. I want ~he ~.~ Itself to 8~ ~ha~ i~ e~ential f o r  the 

au~ to  ~ your pro~ a pro~ra~ c~erned wl~ ~nu~v~ a ~ r  ~ ~ot 

w i ~  r ~ a t ~ g  ~e. 

Q. Dr. ~d~on, in the ca~e ~ ~rice i~ d~r~Ined by wo~l~ 

market are you in favor d ~ i ~  the war of ~he @ov~nt  enteri~ into the 

~ff~r ~ ~serti~ economic ~ r e ~ u r e  tO e ~ t r ~ l  those prlce~? In  the 

~ o d i t i ~  where the pr~e i~ no~ l l~  deter~Ine~ ~ a worl~i market ar~ you 

in favor of th~ Government entering Int~ the ~f~ d~rt~ ~r and exerti~ 

econ~ic pressure  to control th~e l~ri~? 

~.~ I t  d~pend~ upon ~ ci~tance~. ~.~e i t  I~ a c~o~ity, 

let'~ ~7 ru~r which we don't pr~ bere~ a~i ~ha~ at~ut it? The 

@ o v e r ~ t  ~ t s  to  pu~ t~e A ~ r ~ c ~  p r i ce  ~ ! ~  the ~orl~ pr i ce ,  ~ we ~l~n't 

~ ~u~b~r. Now the ~n~ent can, on the other han~ i f  the need is ~reat 

enough ~ the ~ r  ~er~ e~, ~ to  ~ ~ ~ m~ter~als: "You 

ea~ O~ have ~0 ~ich ,"  ~e ~AII control ~h~ ~ly of rubber, we w~ll 

r~ion I% ~ud that ~oui@ ~en~ to hold th~ price do~n~ To ~ er~en~ bh~t 

~ int~ a flel~ ~here the ~ price control i~ out~Ide th~ c~utr~ 

uul~s you happen to bm ~llie~ ~ith the po~r~ ~hat 1~rc~cm that th i~,  

you can't ~ ve~ ~ ,  can ~eu7 

T~t'e quit~ t ~ .  Ho~r, t~ke ~ ca~ of tin ~ the 

World War ~b~n ~h~ British ~ t r o l l ~ i  th~ tin ~ t ~  They were holding 

~ ~ e  ~. Our ~reigu ~gi~ ~vnt over there, ~e had be~ t ~ d n ~  to  

them, ~ t ~  rvfu~e~ to  l o w ~  pr~ce~. We c ~ n ~ o l t ~  c e r t a i n  t h~v~  and 

we h~d ~ g~v~n~ the allie~ the ~ e  price w~ g~ve ~ t r  o~n people. I f  

they ~ id~ ' t  come down ~n ~lne we ~ d  t h a t  ~e ~mI~  ~h~r~e th~ a h~er 

-I@- 



/ 

price. The result vas that the prlce of tin ~ lower. There are certain 

thing~ t h a t  oan be done. I am a ~ k ~ g  whether you ~re in favc~ of ~i~g 
t 

that, 

A, It will ~fer fr~ ~e to case, It ~ ~ a question of 

~hether you were ~o~mg tO ~reve a s i t u ~ o n  or  make an Intern~tlonal 

~ s c o r d  t ha t  might make i t  worse. You would have to  judge each case on 1is 

mer i t s ,  i t  t~ a probl~ f o r  ~he Sta te  Department p r i m a r i l y  ~nd. the 

seoon~lyo I~ that a satisfactory au~r? 

~ I get it that you are in favor of appl~ it when it i~ f~slble. 

&. With the very great quallf!c~tlon al~ t~t if you put that 

p r i ce ,  ~ V  in  case  of  rubber ,  down to  a po in t  where the  nat lve~ of the 

BrSt i sh  a r~  I~ tch  ~ s t  Indies  a re  not  t n t e r e s t e ~  au~ the ~upply i s  golng 

to  fall off, no. ~atch ~ m t  becm~e you want r u ~ e ~ .  

Colonel Jordmu: Admiral 0 o ~ ,  would you o~re to s~T so~etb~ 

Admiral ~on~rd: No, I haven*t a~v ~ r t i o u l a r  c ~ e n t s  because I feel 

~Jo~e or  le~s  familiar ~ i t h  Dr. An~er~on'~ vie~s~ h ~ i ~  rea~ b~s clrc~lar 

lectures, au~ all that ~ou have said today you h~ve said before, and I 

thoro .~g~hly a~ree wi~h your p~in t  of v~. 

Dr. &uderson: ~v I for your recor~ refer ~ these two publications 

~hlch I have here: ~hts paper of 1917 called ~Value and Price Theory in 

Relation %o Prioe-Fix~r~ ~nd ~ Finsnce,, and this paper of 1936, The 

8base Economic Bulletin No. I, "~ov~ntal ~onc~Ic Pl~mlng and Prlce~", 

concerned e~clally v :~th ~ov~ntal price-fixing in t~me c~f peace. The 

t~o together  will g~ve my roun~ v~ of the  ~u~g. 

Colonel Jordan: Dr. Anderson, I wan~ to ~ s  ~he appreci~tlon of 

the  College f o r  your ~ here ~n~ , ~ l k i r g  to  ug. I t  has ~een ~ g r ~ t  

plea~mre to have ~ ~ou~ ~iro 


