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PRICE CONTROL 

Colonel }roles and Gentlemen 

i realmze mn talkmnc to you on thms snbtect that I am 
trymng to dmscuss a problem that you could get many dmfferent 
slants on from many d~fferent econommsts. In fact~ mt ms 
probably one v~ere the proverb about ~ashmng~on econommsts 
would be especmal!y applmcab!e. Yo~ have probsbly heard thst 
one, "If all the econonmsts were !amd end to end they would 
not reach a oonclusmon ~', 

In presentmng tne m@eas ! have to present, however, I 
v~i! t~y to sea, rate those throngs on whmch they do not. Some 
of the mater~al that i ~ii have to sur~rmze ms on pomnts 
that sre relatmvely uncontroversmsJ. I wml3 try to mndmcate 
whmch ~rts those are. Then there are other ~srts w hmch are 
on sub3ects where there ~s a great dmversmty of opmnmon~ where 
you could get ~any dmfferent s!s nts~ end I w~ll try to mndmcate 
whmch those are. 

Fmrst~ on tn~ s subject of p~ce control you csn thmnk 
of mt mn two parts~ s s the control of sp@cm~mc mnc~zvmdual 
prmces~ or as the conbro± el the %eneral prince level as a whole. 
I ~v~!l take up the latter imrst. 

The questmon of ~Im%t happens to prlce level as a whole 
ms really related to a ~ery much deeper problem of fmscal 
polmcy~ whmch c~n be stated mna very slmp!e questmon %hen 
you have to run a war~ wm!] ~ou choose to run your v~ar by prince 
mnfiatmon or ~ lJ you choose to run youm war by taxatlon ~ 
Thins ms one of the subjects oe whmch econommsts generslly~ 
I be!meve~ do agree. There are really only those two s_Iterna- 
troves. You csn fmnsnce the cost of a war emther by borrowzng 
the money, mssulnz notes to pay for mt~ or by taxatmon. As 
the ~Jorld ~Jsr e~l~rmence demonstrated~ mf you pay for your war 
by oorr6wmn~ T the result ms slmost mne~mtabl~ to drmve up the 
general ]eve! of princes. Thst~ however~ has one reservatmono 
it @oesn't neoessarm]y d1~ve up the level of princes mf at the 
tmme yo~ start borrowln~ your economy ms not operatlng to full 
productmon. If you have some unused cafacmty mn your economy~ 
the result of borrowmng ms not to ~)ut heavmer pressure upon 
wh~t you are already pro4ucmn~, but rsther to call forth more 
productmon. You then may borro~r~ get mncreased oroductmon for 
war purposes~ an@ yet not drmve up the ~rmce level. 

I wml! now show you a chart of our recent e~qDer!ence 
which ±l!ustrstes the ~o general possmbm!mtmes. I have 
brought tosethe~ here some oi the key facts from our fmscal 
ar~ f~nanc~al hzstoly~ durmng the %forld Dsr permod and 



subsequently~ The upper imrt of the chart shows two imnes, 
the top lmne the total of ~ederal expendmtures~ the bottom 
!rune the total of 9ederal recempts. The area blacked mn rep- 
resents the e~cess of ezpendztures over recempts. Th~s shows 
the tremendous e~endmtures o~ the Dor]d ~ar period, durmng 
which we were spen&~ng at the peak~ over ~18~000~000~000 a 
year and taking ~n mn recempts only ~o5,000~000~000 to 
~7~000~000~000. Then we have a period following the World 
~ar when recempts slmght!y exceeded expendmtures, and a small 
suq~lus year by year~ cross-hatched, tnen the recent permods 
stance the begmnning of the depressmon~ w~th the mountzng 
Federal expenditures and Federal receipts mounting more re- 
cently~ bat st~ll runnmng a heavy defmcmt, ~e have there two 
perzods of f~_rmncmng, by spending more than we were t~k~g ran, 
as far as the Federa] Government wss concerned, by mssuzng 
bonds o~ other obl~gatmons, 

Now what was the effect of tl~se two permods of heavy 
expenditures on mn~nstrmal act~vmty and on prince level? 

The next grld shows the changes in industrlal productlon 
durlng th~s p~rlod expressed as percent departures from a long- 
t~me trend, ou will notlce at the tlme we entered the war 
there began a "~eavy e~gend~t~a'e. Our industrlal oroductlon 
~as already pretty hmgh, runnlng lO to 15 ;~r cent shove the 
long-tm~e trend, Those tremendous expendmtures d~d not ran- 
creese our total mndustrmal productmon at all. As a matter of 
fact, during 1917 and 1918 our ~ndustrmal production declmned 
rather than mncreased. So the only effect of those tr~.~endous 
e~endmt~es was to dmvert from what we had been producmng 
before to somethmng else. ~e took ou~±ng power away from 
houses, clothes and other throngs mn order to produce more 
munmtmons~ sh~ps, etc, Of course, st the end of the permod when 
we cut off e~end~tures suddenly after havmng adjusted ourselves 
to the war-t~me economy we had the depression follov~ng, w~th 
the sever~ years of read3ustment and~ of course~ repercussions 
on world economy whmch we are feeling st~ll. 

Now in contrast to that perlod, we had the recent perlod 
of e~endltures great3y in excess of recelpts, That really 
large excess of spendlng started when out Industr~al plannlng 
~as runn!ng way below capacmty, when we were down to 50 or 60 
pel cent ~ normal, Durlng th]s pe~lod the heavy expendmtures 
have resulted mna n~aterla~ expansmon in industrlal actlvlty 
over the oer!od whmch runs throuoh ]937, a fsirly steady 
growth in actlvlty slono w!th the deflclt ezpendltures, The 
last t~ yesrs are not on the chart, They would show a sudden 
shrlnkage in excess ezpendltures in 1937, a ren~ed depression 
in 1937 end 1938j then expanslon of expendltures agaln in the 
mmddle of 7938 and into 1939~ and an Indnstr~al plck-up slx 
months or so follo~ns~ ~f tlu s were drawn on a monthly Instead 



of an annual basms. Thms f~ gure shows the re!atmon of ex- 
pen@~tures to productmon~ at one tmme when ~e were already 
ooerat~ng to ~aoacmty~ expendmt~es not ,ncreasmng productmon~ 
at another tmme when we were not operatmng to capacmt~ ex- 
l~nd~t~es nac~ easmng, 

The bottom grmd sho~s price level, As of course you sre 
qumte a~mre~ durzng the war permod the mncrease mn erpendm- 
tnresj although it dmd not succeed mn mncreasmng productmon 
maternally, instead drove up the prlce level very~ very sharply, 
It had rmsen some at the tmme we entered the war~ from ~bout 
a level ol 70 before to a leve3 of ]_70~ it went up st11! ~ore 
rapmd!y after we entered the war and after startmng the heavy 
e~0endmtures~ In the more recent permod~ operatmng below 
oapaczty~ the heavy e~endmtures ha@ only a s!m~ab effect on 
prmce levo~ o In o~her words~ you can s ~a%~ m~ ~h~ s way 
0peret~ng on unoa ancec~ ~ud~et by borrowing %.~ ~s a great 
stimulus to the b~sm~es ~ system~ al~o~t l~ke a he~.z~ ~nlant, 
In case the b~smness system ms not ope~at~ng ~. spe mty you 
can push mt up to cs#~cm~y~ Yf mt zs a£rcady ojerstmno~ up to 
ca~acmty mt doesn't push mt up any f~rther~ but szmply mncreases 
zts blood pressure~ as saown mn terms of ~ormces. So really 
your fmrst problem t~re ~s~ are you gomng to fmnance by bor- 
rowing or by taxatmon~ mf you are already operatmng at capacmty~ 
or have you enough unused oaoacmty so that you can fmnance by 
borrov~ng wmthout d~mvmng up the prmce level ~ 

I thlnk one thmn~ thst hasn't been generally recognlzed 
mn dmscussmons of thms pomnt ms that regarc~ess of whether you 
fmnance a war by borrowlng an! mnflatmon or by taxatmon~ mt ms 
stroll pared for mn nounal tmmes b2 reduced consumptmon on the 
part of your general pub]ms, You see~ we have two dmfferent 
cmrcumstances, If you sbarted a war to@ay wroth ten mmllmon 
people unemployed~ low mudustrmal actzvmtyj an4 you fmnanced 
zt by borrowmng you would smmply put a large part of those ten 
rural!non to work~ use your cs)aomty more~ s~nd mt really wouldn't 
cost you anythmng to fmghb the war, You ~u!]4 s~_mply put 
people to work~ use facm3m~mes thst otherwise weren't workmng~ 
and ~ake through mncreased pro@uotmon the mabermal whmch you 
would burn up mn fmghtlng, (But not the men ~o wmll be kmlled 
or wounded.) On the other h~d 3 mf people were fully employed 
and you start mn e~ther by ta~xmng or bF issumng oonds~ you 
would be runnmng the war by takmng away from somethmng else, 

No~ the way mn whmch the ,~orld ~ar ex~endmtures taxed 
the general pub!mc can be shown mna !mttie chsrt I drew up 
hurrmed!y thms mornmng, Thzs s~uply shows the effect of that 
mnf~atmon mn prmces on dmfferent gronps mn the popular!on, 
Farm ,~rlces rose very~ very rapmdly, Of course they were 
already up hmgh before we went mn because of the demands from 
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Europe. Lmvmng cos5s followed farm prlces, althou~h not qu!te 
so ral~dly ~ between 1915 and 1918 lmv~ng costs rose to about 
155 per cent of the pre-war level. Wa~e rates followed up~ 
very much more slowly, so that by 1916 wage rates were up to 
about 135 of pre-war, whL!e l~v~ng costs were up to 155. 
That ms the normal effect of mnlla5mon~ that ~t drrces up princes 
and lmv~ng costs a lot faster than wage rates can follow. Of 
course people who are dependent on fmxed mncomes, such as those 
who recemve themr mncome from bonds or frs~ government jobs~ 
had no mncrease ~n mncome ~enerally d~rmng that period and had 
to take a much lower standard of ] mvmn[~. So mn effect what 
happened mn the ~,orld %~ar was we followed polmcmes that drove 
princes up very rapidly, Those bm~h princes took buymng po~z~er 
away from the general mass of the publmc and 4~verted buymng 
power to the %~r ±~arposes. So~ mn effect~ we dzd tax the rest 
of the publmc but we also left the mncreased debts to be pa~d 
for later. If mustead we had ~posed very heavy taxes to cover 
the war expendmtures we could have fmnanced the war concurrently 
w~thout any rinse mn tl~e prince level and wmthout probably any 
more burden on the rest of the populatmon than there actually 
v~s, Certamnly tl~ze would not have been such a 3oyrmde as to 
produce the great reactmon as was produced mn 1920 and 1921, 
after the hesvy expendmtures were stopped, 

It ms rather mnterestmnG to contrast wlth thls what has 
been done mn Germany the last few years, Of course Germany has 
been gomng through all the mormons of fmghtmng a war for the 
last three c~ four years. She is novr spendlng much more of 
her natmonal n~come mn r~eparatmons for war than we spent for 
war purposes at the peak of our ~ar-tmme actmv!ty In 1918-1919. 
~e spent about 16 per cent of our natmonal mncome for mllmtary 
purposes then. Germany has been estlmated to be spending 25 
to 30 l~r cent for mmlmtary purposes now and has fmnanced that 
tremendous e~l~endmture to date v~thout any rlse mn prince level 
by a combmnat]on of the t~,~o tlungs I have yast sug£ested~ on 
the one hsnd by deflcmt expendltures whlch put back mnto use 
capacmty not already bemug usedj and on ~he other ,hand, by 
terrmf]cal]y heavy taxat!on~ that is~ by reducmng the standard 
of ] mvmng ol the cmv~l]aus In order to pay for the mmlmtary 
ex2endltures. Some of the r nglmsh econommsts have estlmated 
at the present tlme Gern~ny ms takmng somethmn b over 45 per cent 
of the national mncome emther mn taxes or mn forced loansj so 
d]vertmng, you see~ almost half of everythmng that ms bemng 
produced for the servmces of the state~ mncludmng war prepara- 
tlon, 

Now we v~ll turn from the general problem of prlce level 
to the speclflc problem of indlvldual prlces. Incldentally~ 
I mmght remark that if you do follow a pollcy t~ t leads to an 
expanslon ~n buymng power much more rapmd than goods can be 
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expanded you are bound to get a rmse mn prmce regardless of 
any centre3 yo~ apply. That ~ s~ ~hen you pour a new money 
mnto c~rculatmon by the tens of bin!linens of dollars and you 
can't have new goods to balance the n~ money~ princes are bound 
to go up becsuse prmces as a whole are merely the result of an 
equatmon ~n whmch quantmty of goods t~mes the prmce level of 
goods on one smde equals the amount of money zn cmrculatmon on 
the other smde~ or equals the amount of money tmmes the velocm- 
ty of money. 1~n~le many economsts question the precise zmthe- 
n~t~cal va] mdmty of that statement~ no one q~estmons the general 
result that tends to follow, 

1~mtlun the general smtuatmon, no matter whst you have 
made mts what can be done about the control of ~oecmfmc princes ~ 
I take zt t~at ms what most of you are mnterested mn. 

~e have two classes of prlces in our present econommc 
system. The one class el ormce is prmces that are set by the 
msrket through c ontmnuot~sly fluctuatlng market orocesses~ as 
on the Chlcago wheat plt or the New York Stock Lxchange or 
the cotton exclmnge. Those )rlces vary constantly except where 
controls have been applied. They vary wroth changes mn the 
demand sltuatmon an@ ire supply smtuatlon. The prmce itself 
Is a result rather than a cause. If you attempt to regulate 
the prlce without gomn~ to the underlymng cause you may not 
affect the sltuatlon in the slmghtest. For examplej you 
could arbltrarmly s by a legal flat perhaps I hold the prmce of 
cotton at ten c~nts a pound under economlc condltlons whlch 
would tend to cause !t to rinse to twenty cents a pound. But 
if you held down the prmce you couldn't then geb the supply 
wh!ch the twenty cent prmce would call forth, If you hold 
the ~mce of cotton down to ten cents a pound under condltmons 
when farmers v~ould not manata]n thelr productlon shorb of the 
twenty cenb prlce you would slmply get a great reductlon mn 
cotton output. So s to a consmderable extent rmses of these 
competmtlve prlces have the same relatmon to the supply and 
de~nd of the con~odmty that the thermostat on the wall has to 
the heatmng system that msmntamns the tem oerature of the house. 
It ms possmb!e ths~ you c a n  regulate bhe prince by work!ng 
dmrectly on market~ng prmcemn exactly the same way that you 
can drmve up the tem[~erature mn the thermostat by holdlng a 
imghted n~ch under the thermostat. But mf the house ms cold 
and you need more coal on the fmre, sharply holdmng a match 
under the themostat ms not a very effectmve way of heatmng 
the house. Some of our methods of frmce control tend to work 
out mn that ssme vmy. That app!mes to the ~hole range of 
przces that are stmll set by competmtzve b~rgaznmng~ prmces 
of both goods anl servmces. There ares however~ mn addmtmon 
a range of other prices that are not set on a competmtmve 
ma,ket but are set b2 corporate bus~ness deczsmons or by other 
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decms~ons. It ms obvious, for examples that the price of a 
Chevrolet car is not set in the same way as the price of a bale 
of oot%on or the prince of a bushel of potatoes. At the be- 
g~nn~n L of the season the concern producing the cars dec~des 
on the basis ol 5h~r appraisal of the market how many cars 
they th~nk they can sell s the cost to produce~ what their com- 
petitors are l~kel~ to charge for their cars, and the 9r~ce 
they th~r~ ~ey can maintain for tlmt season for the volume 
they hope to get. Then bhey set that price and hold ~t to the 
end of the season wmthout any change, regardless of whether 
bhey sell tv~ce as ~sny or only half as many as e~oected at 
that price. T~t same sort of a s~tuat~on holds true ~n a 
large rs~ge ol basic mndustrmess steel~ cement~ copper to a 
less positive degree, zlum~num~ etc. 

If you are interested in looklng Into the economlc condl- 
tlons ~hlch theoretlc~lly should prevall where przces are set s 
not by one ~ngle monopoly but by a group of large concerns 
competlnL ~th each other~ I would suggest you ,ead a recent 
book called "]donopollstlc Competlt!on" by Dr. C~hambcrlln of 
Harvard. It is one of the most slgnlflcant new developments 
in economlc theory and is now generally accepted as e~olalnlng 
the theory of the way prlces will work where you don't have 
complete monopoly on the one ~hand or donrt have free competl- 
tlon on the other~ but where you do bsve what he calls "monopo- 
llstlc competlt~on" of half a dozen large concerns competxng 
w!th one another In the restrlcted way in whlch large concerns 
do compete Instead of the unrelent!ng way in wh~ ch a large 
group of small concerns must compete. The general result in 
such cases is that prices tend to be rlgzd or admlnlstered~ 
that supplles are never as large as if free competltlon pre- 
valled~ and t~mt ~orlces are never as low as under competlt~on 
If the same cost preva!led. For example, the average proflts 
of some of the monooollstlcally competltlve Industrles such 
as the automobile and tobacco companles were something l~ke 
ten per cent per year on thelr book assets, as reported to 
the Bureau of Internal ilevenue, through the depression and through 
the previous yea~s, whereas the competitive ~ndustr~es averaged 
one or two. That shows the d~fference in whether or not you 
ere sheltered from competition. 

/ 

In ~ndustr~es of th~s sort ~% ~s possible that a some- 
what d~ferenct type of control coul4 be applied to prices by 
the Army than to the competitive lndustrles, that Is~ you 
~have a wider range ~n which 5o work. For example~ in 1937 
8eneral ~bbors Corporation ~was making a net profit of around 
Ill5.00 on the averaje on each unit produced. If you were 
go~ng to have a s~tuat~on where ~r orders and others were 
making an assured market fo~ that msny or more ~m~ts and even 
• f the cost of some of the materials were r~s~ng ~t would oe 

.6- 



qumte possmb!e to ~nsmst ~hat prmces o~ cars not rmse above 
a certamn pomnt because yo~ know that wmth a large volume they 
wero makmng very satisfactory returns. 

Before ~olng into the varlous technlques that mlght be 
uses to control tl~e prlces whmch n~ty be subject to control be- 
cause of thls buslness control back of the prlce~ I ~ant to 
dlscuss very brmefly what ms now belng done oy the Government 
to control prlces. After all~ thls subDect isnlt qu!te as 
theoretlcal as it was twenty years ago ~hen we entered Into 
the World %~ar per!od~ because there has been a lot of exper- 
fence slnce !n other types of control and ,re have bee~ able 
to see where they worked and ~here they dldnlt. Of course 
there is a wlde range of pr±ces deflnltely set by publlc 
atlon. The Post Offlce rates ere set by Congresslonal flatj 
the ral]road rates are controlled by the Interstate Commerce 
Comm~ss±on, our utllltles !n general are controlled by utll!ty 
COmX~s~ons. It !s control~ however~ ~th a great deal of 
wrangllng and v~th a good deal of polltlcal influence from 
the part of the concerns belng controlled over the commlsslons 
that do the regulatlng~ and f~nally control ~thout much regard 
generally to the economlc condltmons of the rates being set. 
That is to say~ we have not put on any one co~mlsslon the 
responslblllty, not only for seeLug what railroad rates 
should be but also for asking ~i~at the relation of railroad 
rates v~s to ramlroad wages an4 to other railroad charges. 
%~e have not 4 ~rected them to t~e any special respons~b~lmty 
for the relation of the ra~es set to the bus~ness activity 
that could be carried on under those rate~. That ~s partly 
because we haven't sa~d to the utml~ty conm~ssmons~ "It ~s 
not only your respons~b~lmty to try to see that the concerns 
that you are adm~nmstermng or regulating y~eld a satmsfactory 
return on ~nvesbment, but ~t ms also your responsmbml~ty to 
see that the rates you set are such that they are couduc~ve to 
the prosperity not only of those concerned but to the country 
as a whole ," Aoparent] y we are only begmnn~ng to get a slight 
appreciation of that on the part of some of the regulatory 
commissions. Their lsck of apprecmatmon of the s~gn~f~cance 
of thst~ though~ can be seen by the fact that railroad rates 
were maintained practically unchanged throughout the permod 
wh~ prices were r~s~g so rapmdly mn ~sr t~me, 5hen ~ust at 
the tmme prmces were coming dovm rapm&!y at the end of the 
war freight rates were packed up to equal the war-tmme prmces~ 
and held very hmgh p~ actmcal!y sll through the post-war permod~ 
contrmbut~ng very sharply to the pos0-wsr maladjustmen~ then 
some dc~vnward read~ustment~ then they were mncreased durmng 
the depressmon at the very ~orst tmme. That type of regula- 
tmon hesn't shown mtself to he ~egulatmon ~th eny sense of 
the szgnmfmcance of the econommc condmtzons of the rates set. 
I a~ gomng mnto thzs merly to mndmcate that even though you 
are controllmng rates comoletazy through a regulatory commms- 
smon you can't get away from the econommc effect of those 
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rates. The fact that ram!road rates were abnormally hmgh 
durmns thins permad was partly responsmble for the rapmd 
development of the truck traf£1c to the large exten~ mt has 
develol~d mn competmng ~mth the ramlroads~ and also partly 
responsmble ~n the case oi agrmcultur% for many mndustrmes 
sh~ftmn~ nearer to their pomnt of consmuptmon. After all~ mf 
mt costs you too much to shm~o frumt from a ion S dmstance you 
wo~!a cut dov~n productmon so that t~ result of mamntamnmng 
rates st uneconomic levels ~s actually been to produce less 
traffic for the ramlroads~ both by the truck substmtution and 
by the actual recluctmon mn the amom~t of traf£mc moved. In 
other words~ we have encouraged decentral~zatmon of mndustry~ 
an~ mn a sense decentralization of agriculture perhaps to an 
uneconommc degree by our mns±stence on what mn the long run 
mmght have been an uneconommc level of rates. It ms true the 
ramlroads have ~ very h~&h f~ed charge, they have to zeet 
mndebtedness~ and lO per cent d~fference In themr ~olume of 
traflmc z~y ~ske 20 or 40 per cent ~mfference mn themr net 
profzts. So as a result of the rates bezng too hmgh a con- 
smdsrable portmon of themr traffmc ms lost. Themr net mncome 
may be much lo~er than ~t wotuld have oeen v~th somewhat lower 
rates ar~l h~gher traff ~ c. 

Another type of reg~!atmon under Government today ms 
through the Cosl Commmssmon ~hmch has power to develop ~mxed 
princes for all grades ari vsrmet!es of coal. They hsve been 
at mta long ~;nm] e ar~ are just about ready to announce themr 
prlces. They don't ]~ve any control whatever over productmon. 
They can just flx orzces and all the concerns mn the mndustry 
have to follo~ those fmxed prlces~ and then the~ can make such 
changes mn productlon or such changes in sales as they wmsh 
to mn the imght of the ormces establ~shed. It ms partly be- 
cause of that that the Cor~amssm~ has taken ~o lonL to ~ork out 
its schedule of prlces. 0bvmously~ mf they f~x princes too hmgh 
or too low that would eIDoura~e purchasers to s~mft themr orders 
to the place where they ceu3d buy advantageouslyj or mf too 
hish ior one srade ~nd too law mn another consumers wo~id tend 
to shmft purchases from one nmne to another. I mentmon thls to 
show you h~ complex mt l~ to admmnmster ormces mn detaml. 
It ms ~erest±ng to note thst in the atbempt to re~ulate the 
prmces of th~s one con~cdmty the Coal Conunmssmon has spent more 
th~n five mmllmons of dollars mn admmnzstratmve ~vestmgatmon 
work and mn mrs Consumers' Counsel, mn trp~nE to develop the 
schedule o~ ~ princes of coal by grades~ by locatmons, by mmne 
pomnts, and mt hasn't yet announced ~he series of princes. So 
mf you th~nk you can ~ust wade ±n end say such and such ms 
the price for such a ~h~ng~ that groves you so~e mdea of how 
• f~cult a ~ob ~t res!ly m~. 

Finally, mn agrlc~tt~e we have a s~aewh~t dmfferent 
atbsck on the questmon of prlce control, tn the sense that most 
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of mt does not attempt to regulate prlces dmrectly. But we do 
attempt mn genersl to go back to the concktmons ol production 
and consumptmor~ of supp!y and aer~nd underlymng ~rmces, end to 
secure changes mn prlces indlrectly by controllmng the condm- 
tmons of supply or demand. Of course, as a ~atter of fsct, we 
csm.t do very much aleut the demand for farm products. }~e 
have trmed to stmmulate mt a l~ttle by developmng new uses 
ior products, cotton to make roads and ho~ses~ and developmng 
lowered marketmng costs and mncreased markets~ and mncreased 
uses of farm products among low ~ncome people by bu~ng sur- 
pluses through the Surp3us Re!reef Coroorat~on or by makmng the 
supplmes avamlable to those on relmef at reduced prmces. 
However, mn general our efforts to ad3ust agricultural princes 
have had to oe through control!~ng the supply, by adjustmng 
the productlon to what the market 7muld take~ recognmzmng 
the very low mndustrmal actmvmty you have had durmng thins 
period, the resultant reduced domestmc buymng po~er~ sa~d the 
closing of~ ol world markets for a number of reasons of whmch 
you are well aware. ~e have hed for the tmme bemng to brmng 
down fana production to what the exmstmns ~rket would take. 
We haven't been overly successful mn brmngmn~ productzon down 
all the way to the market. In the case of wheat we had two 
or three year5 of drought~ and thins bemng the crazy kmnd of 
work mt zs, farmers were very prosperous as long as the 
drought lasted, end those lucky enough not to be mn the drought 
areas got a very good p~ce for a good output, Those mn the 
drought areas en3oyed a hmgh prmce ]out had very Imt~le to sell. 

In the case of cotton, prmces were mncreased qumte a bmt 
for several years but then ~re l~%opened to run !nto one terrmfl- 
c&!ly brag crop and that pmled up a heavy ezcess, heanwhm!e~ 
v~rld trade was dwmndlln~ sway stmil further~ mn part for 
reasons completely dmsassocmate@ ~th out farm program. 
Even there the control program has been only moderately effec- 
tmve~ although cotton farmers' mncome has been better maln- 
talned than mn the prevmous yes~s. 

Along wlth the efforts to adjust productlon, however, 
has gone one technlque tnat you woul4 be intereste@ In~ and that 
Is a technlque to Immmt the range oI prlce fluctuatmon mn hmgh 
years and low years~ by makmng loans on crops to lay up a re- 
serve supply mn years of large supply and low prlces~ ~th the 
mntentlon of releasmng those storage supplmes in years of short 
crops and hmgh prlces. Thst part of the ~rogram I thmnk has 
been moderately successful, v~th the slngle exceptmon of cotton. 
In the case of corn there were several years of heavy ramns. 
There were l~e !ncreases and heavy supplmes ol corn lamd 
up mn storage. The avallabllmty of those suoplles of corn 
dur!ng subsequent years of drought prevented the reductmon 
In llvestock n~mbers from belag anythln b l!kc as severe as 
otherwise would have been~ and 0rovlded a more stable prlce 
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of corn throu%h 5hat ~ez~od. In burn, by preventmng too 
great a shortage and too ~ a prince of lmvestock~ mt helped 
prev6nt too rapmd sn exoansmon mn lmvestock n~hers subse- 
quently. Thins year we had qumte heavy corn su2~l~es~ The 
corn loan m~ holdmn~ up the corn supplmes and pubt~n~ part 
of those supplmes ~n storaLe. Of course we can't tell what 
crops v~mll be mn 1939, but w~e are gomno~ ~nto 1939 w~th some~at 
mncreased number of hog~ and heavy reserves of corn mn storage~ 
but nothing lzke as great an mrmrease ~n hog production as we 
v~u!d have ha& in the absence of thins "ever-nornml granary" 
system. I thmnk that tec~mque of pu5t~ng su;~plies mnto 
storage has mo~e s~gnmfmcance from the pomnt oz vmew of ~,mr- 
t~me pr±ce control than perhaps do the technmques of dmrectly 
adju~tmng production. In general~ those last technmques may 
take longer to use than you would have to use mn t~me of war~ 
unless the vmr lasts a very long tmme, 

Conmng back to the s~bject of war-t~e control mtself~ 
after th~s sketch of some of th~ n~or th~ngs Government ~s 
domng~ mn general there are t~o technzques you can use for par- 
t~cular prices, apart from the general problem of whether you 
use such a ~thod of fmnancmng as to cause all ~r~ces to rinse 
or not. You can ~se an ~ndmrect or a dmrect technmque. 

Of the mndmrect methods there are two that are possmble, 
One ms laym1~g u~ a reserve of 5he matermals you are gomng to 
need before 5he time of mar. Oi course that has been much d!s- 
cussed mn terms of the Lmjoorted s bratetlc materlals that you 
mmght have dm~fmculty in sh~pomng in %n t~me of war. I be- 
imeve, howevez, mt could be developed vezy effect!ve!y~ not 
merely for ~m~o~ ted matel ~_a~ but for the domestmc ~atermals 
whmch are so non-l~rlbhahle that they could oe lald awsy, 
~e have a psr5icularly good op~o?tunmby ~or that mn vmew of 
the fact that ot~r ~ndustr!al productmon ms stz!! qumte l~v~ and 
as ~ result of low industrlal ~roductmon~ m8ny of our zndus- 
trmes~ steel for exa,~plej are only operatlng at somethmng 
llke 40 or 50 per cent of cspaclty. S~nce they are operatmng 
at that low eepacmty we could ~ke a deal ~th them to produce 
today supplles for stc~sTe ol the types of thlngs that you are 
sure you ,~ere gomng to need in ~r t~ne, not necessarmly the 
fmnlshed products but steel and zronj partly fmnmshed mn varmous 
types and slzes and shapes~ o5 Lhe kinds you knew you were gomng 
to need. You could get tb2t at an exceedmngly favorable prince. 
i vml! show you ~y you could get mt very reasonably. Here ms 
a chart based on the opersSmons of the U, S. Steel Corpora5mon 
from themr quarterly reports, it shows the co s t to them of 
makmng ~ron and steel -- the price ~le~e ms a composmte price 
of xron and steel ~s publmshed weekly and monthly mn the Survey 
ol Current Business~ It also sho~,s how thst cost of Droductlon 
varmes~ fmrst wlth wage rates and second~ ~th 5he volume of 
composite operatmng. The t~o imnes show the cost of productlon 
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at low wages, 65 cents an houl ~ and at hmgher ~agesj 85 cents 
an hour. The 85 cent rate ms approxmmately the present rate. 
The other coordmnate across the chart ms the operatmons mn 
oercentage of capaclty~ quarterly sales in per cent of the 
plant capacmty of the concern. ~hat mt shows zs th] s when 
they are operatmno at 20 per cent of capaclty under the present 
wage rates, mt costs them about ~ 41 a ton to produce ,_ron and 
steel. As themr rate of operations mncreases~ that cost fali~ 
untml mt ms about ~29 a ton~ at about 40 per cent of capacity. 
As operatmons mncrease stzll ~hrther~ the cost falls unto3 mt 
ms only $24 a ton~ at 80 per cent of capaczty. They are opera- 
tmn L somewhere around 40% cagac~ty now, w~th about ~30 a ton 
cost. If you smgn contracts w~th the steel mndustry to pro- 
duce over the next year or two enough steel to bumld up a 
war-tmme reserve of the thzngs you need~ you could smgn a 
contract wroth the mndustry to produce that steel at much below 
oresent prmces because they could produce that at the greatly 
reduced cost they woul~ get from the 3arge volume of opera- 
tmons that would ~ke for the. Of course mf you don~t do 
that, zf yo~ want untml war tmme~ when they mmght be already 
operatmng at capacmty to supply foremgn natmons, and then ask 
foz further productmon for your ueeds, they emther have to 
d~vert prodt~ctmon or bumlg ne~,~ plants mna hurry~ under those 
condmtmons only mf you pay very fancy prmces can they do rot. 

A second possmbmlmty of mndmrect prmce control ms by 
applymng an econommc plan by workmng out vmth the concerns 
mnvolved h~ much productmon you want~ how much they are gomng 
to produce for you~ and plans for ~roducmng mt ahead of tmme. 

Of course~ the sort o i  thzng belng done already mn the 
e~ermmental orders ms a step mn that dlrectmon, but compared 
to what ms bemng done under the expermmental orders~ msj of 
coursej a ¢Irop mn the bucket comoared to ~8t ~rould have to be 
done to actually wage a war mn modern methods. 

Now~ those are the two possmble methoJs of mndmrect 
control~ lay up reselves ahead of tmme so you can ~ra~ on those 
reserves for a cons~dersb!e permod, and n~eanwhmle~ durmno the 
tmme you are drawmng on th~n, bring about the econorm~c read- 
j~tmen~s necessary to continue the ooerat±on~ or prepare 
plans fo~ mncreased productmon~ the plans to be ~rat mnto actmon 
when the war breaks out~ or even other ways~ as I w~ll ~ndlcate 
dmrectly. 

Dmrect methods of control by !egmslatmve fmat mnvolve 
some kmnd of prmce regulabmon thst ssys mt shall be m!!egal 
to ramse or mncrease the ~mces of sll commodntmes~ or mt shall 
be milega! to ramse the ormces more than such and such a ~er 
cent. The result of that can only ~o a short way. It may 
work ~thln the range of the prevmotlsly exms%mng profmt of a 
company, as zn the case of automoblles~ where~ as I mndmcated~ 
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profit g~ves them a margmn mn whmch to work, ~ h e r e  for a whmle 
they can su~ly the mnc,eased demands wmthout ramsmng themr 
prince. After a tmme, mf you try to hold the princes too lo~r~ 
especmally mf you are work~u~ through ~nfla~mon and ormces 
generally are rzszng, you smmoly won't get the productmon you 
want. That ms~ you can by law say you must not sell above a 
certamn price but you can't by law say you ~mst 9reduce X 
quantmty and not sell thst X quantmty above a certamn prmce~ 
at least not w~thout gomns into the courts on the ground you 
are takmng property v~tthout due process. You can f~x prince 
or quantmty~ but not ormce and quantmby at ~e same tmme, at 
an uneconomic level. 

If you study the prmce regulat!ons of the ~orld v/ar 
perlod I tb_cnk you will fm]d that what ha29ened then was that 
the fmxed prlces were comprolmcses wcth the market smtuatmon. 
A prince would be fmxed and then after a tm~ue it would be found 
the prince had been fmzed too low end you would ralse the prince 
untml you co~d get tl~e quantmty you wanted. So~ the flxed 
princes were really Oust a way of sort of evenlng out what 
would have been otherv~se under cc~petmtmve cond~tmons. So 
your d~rect prcce Fresno ms In part really 3ust kmddmng your- 
selves as far as ultmmabe result goes. It r~my be able to 
moderate the movement of prmces~ mt can't really control them 
~f you fmx them at a prince that Is not econommc. If you plan 
ahead both the productmon you want and the prince at which mt 
can be produced and ~ork the thong b~ plannmng, you may be 
able to valmdate your fmxed price, but then you are not de- 
pendmng on your defmnmte fmxed prince but on the econommc 
plannmng which underlies mt. 

That brmngs me do~m to the flnal issue I wanted to ramse 
and that ms thls ~s I u1~erstand mr, in general the 2resent 
plans of the ~.ar Department and IJavy Department call for war 
to be waged, mf we were to get !ntos war, under the prlvate 
prof!t motmv% that you psy such princes as are necessary to get 
the oroductmon~ wroth such controls as necessary to prevent 
tin, away grmces but try to malntamn 9rmvate profmt, try to prevent 
any approach tov~srd a war-tmme soc!al~sm. 

I would llke to ramse thls issue: Is mt posslble to 
wage a war by the prlvate proflt notmv% uslng such plannlng 
as necessary to make that ~Drk~ ~ you haven't worked out prlor 
to the war the technmques necessary for econommc plannlng 
under capmtslmsm ~ I have mentmoned ju~5 th!s one groblem of 
the Coal Conm~ssmon~ the 5¢me and Qost that has been mnvolved 
there to work out workable princes for one commodmtyj wmthout 
attemptmng to follow them through. If you vmsuallze trylng 
to work out ~orkable prlces for many comuodmtles under stress 
of ~,ar condmtlo~s, under the stress of gettmng the supplies 
you need rapldly, and wlth efforts to prevent prlces from 
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rmsmng 3 aren't you smm ~ly up asamnst an mmpossmble job of 
econommc plannmng to do under bhe stress of emergency ~ I 
would hazard thms kmnd of guess~ thst mf we get mnto a major 
~war and mf ~e atten\Dt to operate our mndustrmal system ~n that 
war purely through the prlvate profmt motzve wmthout havmng 
worked out the technzques of necessary econommc plannmng ahead 
of t~e~ we wmll be mns war-t-me socmalmsm ~_thzn a very few 
months after the wsr has started. We ~i! frond mt mmoossmb!e 
to operate under przvate profmto %~e wmll actually take over 
mn some form of Government dlrectmon the mndustrmsl system of 
the country and be opers 5zng under a ~rar-tLne socmalmsm, much 
more tho~ough-gomng and more far-reachmno t~ban in the past 
~orld %~ar e~q~rmence. On the other hana; there ms a possmbmlmty 
that we could develop a system of econommc plannmng wh~ ch would 
work under c~mtalmsm whmch would fmgure out shead of tmme 
~hat prochc blon ms neede4 of each product each year v~thmn 
Immmts through a system that ms both democ,atmc an4 adapted 
to mndmvmdual ovmershmp. I wontt sttempt to outl~ne such a 
system now. ~[y recent book "Jobs for ill"; proposes that we 
now~ regsr4less of war or peace, go shead to plan whet we need 
to consm~e !n thzs com~tly and ho~f wo could produce it. It 
out!runes how ~e could estabilsh prmces and wa~es which would 
make thst vol~e of productmon and consumptmon possmb]e~ ~h~ch 
would mncrease the bu~ng power ox the country rap~d!y enough 
to consume whet ~m are n~ cspable of prodacmng and raomdly 
enough to out back at ÷fork over t~o or three years the ten 
mmll~on wor]rers ve he~en't been able to absorb over the past 
smx years. Such a sysbem~ I belmeve~ ~ worked out slowly and 
gradually as we go along, can be developed vathout destroymng 
democracy at all~ but can actually develop more democracy than 
we have had mn the psst and csn mamntamn a consmderable degree 
of private mnmtmst~ve and or~vste responsmbmlmty. If we work 
out such s system of econommc plannzn~ through capmtalmsm an4 
under democracy~ mf ~e work tha0 out mn pesce time~ we could 
use t~%t ssme system of pla~m~mng very effectmve!y mn war tmme 
to provmde the dmfferent needs of the cotmvry zn war, as con- 
trasted to those mn oeace. If we contmnue to slmde along 
w~thout ~{orkmn~ out any such system and ~o get ~nto a war; I 
am very skeptmcal ~£aether mt would be pos~mble technmcally to 
do the necessa<< plsrmmng ~n tmme o ~ war and ~mve ~t work° 
I have worked on economic program-makmng~ and seen how mnfmn- 
rarely complex and dmffmc~it mt ms be ~mrk through. That ms why 
I suggest as a fmnal~ concludmng pomn5 that mf you want ~o 
avomd socmalmsm mn t~me of ~ar you w~!l probably have to help 
work o~t~ a]ong wroth all the rest of us; some effectmve system 
of econom~ c p!s~unmn smn tmme of pesce. 
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Dis~usslon foll~in~ l~eture on 

"Price Co~trol" 

by Docgor Mordecai ~, Ezekiel 

Economic Adviser, Depar%men% of AgriCulture 

io, 1939 

Q, Dr~ Ezekiel, I kn~ very little about this subject 

of pri~e control and ~on~t know whether I have the proper 

conception of what I have read, but it appears that ~r. Barueh 

is Of the opinion that to start a war with a general balanced 

condition a~ conoerns ~iceS, ~the regulation and the keeping 

of~th~t balanc~ by general a~t~on by putting a general seal 
% 

' over the whole price str~ure ~d allyi~ the operation 

of economic law in some w~y or more normal fashion under 

~ha% seal s Is ~ practical and qulte slmple~ Then if y~ start 

out ~h a serious lack of balance you're dri~n to par- 

ti~la~ aetiono B~t that aOt~on with reference to particular 

commodities zs nmver very e~ectlve and frequently has no 

effee% at allQ Now you wonder if possible some of the dlffi- 

oulty of the Bi%uminouS Ooal Oommissionj for instance, may 

not be due tO the fact that they are attempting to deal 

~ith a particular commodity rather th~h~vlng jurisdiction 

Over ~ an en t re  field, Will you cive ~us a O~ent on that ~ 

A. That is ~ very large question. O~ course, the 

Bituminous Coal Commission Is starting out with a situation 



i 

in which there iS a ~ great lack of bala~nQe in the ir~ustry. 

Their regulatlng ib has greatly ~ over-e~oanded capacity. 

There is very IntenSe competltion that continuously forces 

prices down to the bare cost of production and it ks a 

sltuatlon where really they are going to eventually have to 

control production ~ they are go~r4~ ~o malnt~in anything 

like a satlsfactory increase in prices tha~ wlll cover even 
w 

out-of-pocket co~ts and bTing return on inves~ent at all to 

the operators~ I doubt If their difficulty in establishing 

is m~re beoa~use th~ are deallng with 6no ~ commodity than 

because t~ey at@ dealing with many commodities. If they were 

de~!ing with a wide range e£ c~m~i~es they would still have 

the problem h~w to bring the price of coal in reasonable ad- 

justment with other commodities~ As a matter of fact, they 

are assuming the other commodities are to stay at the levels 

they are. ~hat they are trying to do is raise the price of 

coal into a somewhat ~ore reasormble relation with the other 

commodities in View of its greatly deCreassd Condition 

because of the over-exp!oitation of mines and excessive ecru- 

petition ~ from industry. Now I would lik~ to make one comment. 

That is~ it ~eems to me that hs ovsrlooks in that reference to 

initi~ bal~ce One v~y Serious point - that is, regardless 

of h~ good the b~anee is your ~ economy prmor to war ~s in 

itself an unbalancing fact~r~ You don~t want ~n time of war 

to go &head producing the thln~s yOu produced befoz~ the war; 



% 

! 
/ 

/J 
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you want ~I p~uC~ a g~a% ma~y more of some things and 

if you h~e al~a~y be~ on the go at the capacity before- 

hand nec~sari ~iII have to produce a ~eat d~al less 

Of o%he~/%h~g~ ~ you are going to produce a greet deal 

mope 'some %h gs and if you ~re opereting for profit you 
/ 

wil~Zh~:~e %o ~ourage you~ producers to raise the things 
I 

yo4~ ~% In, pri2~, and Inerea~ the demand for them. That 

~4ans khif~ i~ yOUr economy and sm ffnevitable rise in 

alw~s )~e~n a sharp fall in %he p~i~e of other products 

as~ ~or ~example, l~orld War c,%taa took a sharp drop and 

W~S b~eause/In spite Of igs USe tO make T,N.T. and 

/d~On~t need so ~eh cotton~ I am rather skeptmcal whether 

the th~ng e~n ~e ha~il~d as th6 start envisages, He 

overlooks %he ~y fa~ as to h~w to finance the war. 

If yOU are gel !g to fina~ee the ~ar by borrowing and you 

are operating at full ~apaei%y which you'd have to be - 

most people say ~e were moderately well-balanced before 

- " 1 the V;orld War when prioes weren't fluctuating very wide y 

and most peQple wore employmd - if you star~ under those 

conditions   our firs% real d ision of poli y is  oLng 

%0 be, are you ~/~ %0 flnance IZ by taxation and if you 

deolde %0 finance i% by borrowing any attempt to put a 

gem~al seal over all prises J~s% ~att work, 
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~ Granti~ that gevernmaut spen6ing increases the 

activlty of i~dust~ a great deal, the question that comes 

up in ~ mind a lot iS when ~ how will the balance occur 

and how is %5a% terr~flc government debt and excess!re 

expendit~e/goL~ to ,be offset~ 

A, ~ T~ere is a very in%cresting relation betv~een \ 
/ \ 

induSt~l ~ctivity and taxes, If you take industrlal 

activity el/a~fflng from 97 %0 112 - that is, of coursej 

ve~ ~p~imate - as indus%ri~l activity ~hanges that 
/ 

w~/~evehues c-hanNa something llke ~hls - 4 billion 
p 

8 ~l!llon, 12 billion~ and % billion r~enuss correspondins 
% 

[ 

%0 abo~% sixty of industrial activlty~ then ~s industrial ' 

a~%IV~y rises %0 one'hundr~d revenues rise to aboet 6 

bill%on; as i% flees to 120 it shoul~ be around 12 
T 

bi%~gh, It'S a curve that ~oss up like that, Our 

eX~nd[i~ures are r~n~in~ arouz~ 8 billion across here, 

We!~r~ now at about I00 on industrial activity. If we 
! 

ea~ g~t ~ndustrial ~otivity up %0 about ~2~ we'll have 
! 

a ~a~i~nal irco~e of aboat 80 billion dollars and with 

~s~i~ tmX rates Federal revenue~ would balance Federal 

~qo~n~ .~ures, "~Ax we go on further to a lev~l of about 150 %hleh 

)/~ whs 5 we'd have if we were fully employed, now as we were 
~'~/~ ~i~ 192 we would have a net balance of something like 23 or 

24~or ~5 biil~on dollars e~xeess of receipts above expendi- 

tures//~en if we didn't raise present tax rates in the 

1 

\ 

/ 

\ 

\ 
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least. Simply Incr@ased income in the taxable brackets. We 

e o ~ d  use that incr4~sed re%urn either to pey war or old- 

/ 
age pensions, p rov id~  mo~e heai%h ~nd edt~a%len as well ~s 

more arm~menN or use ~i~ in psi% ~ reduGe taxes and still 

have plenty left over~ $o red~e~balance the budget, and 
% 

start pa~n~ off the ~I~ debt~ The rea~ problem is this - 

it isn't gen~rslly ~e~liSed %hat Feder~l tmrrowin~ is \ 

merely an e~se% to private lack ~f borr~Wln~. I was ' 

look~4~ o v e r  r e c e n t l y  t h e  f~g~res 

ago ~f tb~o Chrysler M~or Company 

year ~he~ took in t~n ~illlon ~o] 

In eth~ words~ ~orkin~ it out O~ 

e~ery h t ~ ' e 4  dollars they took 'i 

of Just a few d~ys 

for l~st y~ar~ Last 

jars more thor they spent~ 

the 4o!lar bas~s, for 

they only pa~d ba~k to 

ot~i~srs, ~ and to thol~ who b?u~d ~p~ t  ~d equipment for 

t] ~ nin~ty-~i~h% do, fats/and hoard ~, the aollar and a half. 

As~ong as %~t ~orp~rat~on pays o~!~less cash than ~t ~tskes 

in/~nd hoards part O)f the balance~ l~am~ o~e else ham got to 

CoU~%~ able to go ~n l i v i n g .  The! ~a~t i s  that ~very 
saves I ~ ' ,, 

~ne/re~ardless of the amount of b~si~ess activity - many 

/ ~ 
peO" le ~ave ewry year - all of when we p~y i n m ~ a n c e  

r t 

r¢ ~ - we epe~ ~e~e cur~en%:~y ~ our ~ v i n ~  erpenses 

~ ~ , ~ - ~ ~ o th~ i~paid to us in dollars. ~If ~ Insu~auce company to k 
~ ,  ~ / L A , ,  

i t  ~ i t  ~ou~ ~ a n c e  al l  r ~ ,  ThCt ~ r , ~  ~omebedy 

' ~ - 5 ~ I~, L, ~ 

\ 

\ 
\ 

\ 
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else was spendin~ the money we'd saved and it would show up 
l 

an expendit ~t%ve again~ Under ~eoent oondltions there hasn't 

been as much borrowing as has been ~aved~ We have a 

persistent excess of savings ever ~pe=ding. P~rtly throush 

busluess hoarding, i%~s %hrou~ c~Dcerns like the Chrysler 

as some concerns ~nd so~e indi~U~!~h~ve a net d e f l c l t  

of sgending over Wha% they rece ~ , the Federal 

government has to m~ke up the ~lau~e ~y spending ~re than 

it receives or you ~r¢~ gozng ~o hav~ a reduction ~n prices 

or a decline in business aetiv~%y o ~oth, You can't 

maintain the market for a hun/red d rs worth of goods 

by giving those ~to buy % goods $98,50, That's 

te maintain the buyin~ power 09\ She peep!@ of the country. 
% 

I~ actually p~oduces more ~atio~l in~o~ f~r ~o'~ernmen% ~ 

to speed, more general wel~re, if we ~u~d o~ly be willing 
\ 

to sp~d enough to driV~ nabiona~ income ~t enough to 

~et beyond ~he balanc%ng ~nt bUt we ha~en'~ the nerve 

%~ do i%, I'm a lit~ie ~ ~e~lcal as to whe~er we'a raise 

our spmldin~, as a~ain~ I ~ve\~posed in ~f 

o~/~rnmen~ Q. B%~ is 'ou~ g So deadly opposed t~ bartering? 

AS s specific ~aS~, ~I ~ 

several milllo~b ales of torte ~h~ 

_ 1 

/ 

\ 



would like to have ~his ~otton and bar~r with us~ but 

won't b~er. 

A, I~II have to give you the illustration Secretary 

Burley gave in the lecture ~nday n~ght, They asked him 

why some of the Sou%~5 American ~oun~ries didn't llke 

Imrter~ He said t~e reason was %ha% when you can sell 

somethlng you'drather sell i% for dollars that you can 

use to buy what you want Ims~ad of b~ying what %he other 

fell~ wants %0 sell. you~ To ~e% the case down %0 the 

simplest form~ on~ of his ColOmbian frlends saxd~ "After 

ail~ there is a limit %o the number of opera glasses the 

people of ~ol~mbia can use," ~e are foilo-~ar~ In our 

international trade poli~j the bas~s of expanding foreign 

trade by reducinE %arlffs ~mder what is kno~m as the most 

favorable nations method whloh means every tlme we sell 

a Country you can sell %o us as a reduced coun%ry~ ~,e 

say %0 every other eountry~ "YOU can sell %0 us at reduced 

tariff." Everybo~ sells for dollars and everybody uses 

those dollar~, to buy what %hey want, ~e buy~ for exampie~ 

a ~r~a% deal from South America - coffee and flaxseed and 

thin~s like that - 1% happens South Am~rxea produces the 

same products a~ricul%urally ~hzeh ~e produce so it xsn'% 

~radsd but they do buy indus%rial products from England 

and England buys wheat fro~ us to balancs the aocount~ So 

a large ~ part of our trade is a trianglar trade~ England 
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sells to South ~riCa~ South ~merlca~,sells to us~ we sell 
,\ 

don't 

increase tl~e trade you reduce %h4++ t t~ade %o the smallest of 

~+ +---!~++~l each other. whatever those two countries bought iA=~m e 

eau~t both follhw the ~isdom O~ trying lto restore the 

volume of world trade on th~s free basi~ of those favorite 
t 

nations and make barter deals wroth anyone country since 

we say we don't believe in barter and o believe in 

restoration of world trade, a free basis~at is the 

policy to foll(~ that Is the reason w~r~%me to make 
\ 

arq barter deals with Germany+ AS/ ~m expe~ence with 

such things has been to ~et more and m~re UnWorkable 

~d less trade and ~he ~c~i~Ger~ny is in and mean less 

such economic straits is beceuse of nor ~h~e~nal\ expenditures 
) 1 / 

and externally she ~ is following+this !/i~ +~ei? t~hDi~ue~l~ !i" and 

is finding more and more ooumtr~es t~% !ha~ a~\~a~y~opera 

glasses as +hey need. I'm always/afra~ t of+ h~ c~lex 

processes, Sometimes I th~nk y~u can't see %g>~itimate '~ 
] 

effects. New in wa~tlme n~'iess men w~rk 4xce~t In the \ \ ~ (+'+ <,, 
+ , 

critical industries ~her u have to control s~pply f~nd ++\, 

then as one ¢ommlssion suggeste~, take the profit a~y 

by taxation. Tha~ is p~etty m~ch whet di~ during the 

Pretty much we let prices +o up ~s much as possible md 

tried to take away %hls by taxat~on~ i think what ~atters 

is what happens after t~me of war-i~ you're willing %0 pay 
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two prices for ~everything you ~et and have a very chaotic 

pri~e situation you can ~et moS~ of yo~ materials for 

war nmed8 under th~se ~onditions but you so disorganize 

your ecehomy that after the ~ar~'s over you m~y have years 

of ~at~onal chaos before you !ge~ ~yc~r e~onor~c system 

~netloning. I think probab!~ ~e real pressure for some 

kind of economic plannin~ oom~s in part from ~hat ~s going 

to happen after wars as well aS fighting the war. There 

Is another problem too and the~ ~ where you can depend on 

msrely the profit motive to bring about the readjustment 

you want promptly enouEh an~ rapidly enough to enable you 

t o  ~ i n  the war-with the least loss of life ~nd the least 

expendlture. If you wa~t for a high' price ,to encourage 

manufacture to expand and manufa~tur~ yo~ m~y u~e a great 

deal of lives b~for~ that profit mo~i~e ha~ brought 
J 

the materlal needed~ You make gdVa~ce plans to have the 
t 

plants built that ar~ g~in~ to buii~th~ estimated material 

a~ seen as war is deelar~d~ or a~ead ,~f ~ime Vou start 

making preparations to ba~e the eapacit~ ~u ill get from 

product~onp rather than just letting ~ ~ and demand ~ork. 

Supply and demand works after a fafih~(~ ~ut they don~t 

work anything like instantaneous ,or like aut~atie, 
The o~se of these fixed prices industries ~- automobile, " 

copper~ etch, - you,may g~t supply ar~ dem~ working 

under the monopolistic theory so that fif~ per ee~t as 

net profit to the country. Oopper has the ~ame kind of '\ 

\ 

\ 



production chart as this ,-, t~t iS~ as production goes up 

~Osts go d~wn b~t ~nder monopolistic production what 

happens to ~prieea is like this: the very ti~es when the 

cos~ is g~ing down b,~oau~e there is a market for it, 

they put price up ~md up a~d supply and demand don't work 

have that i~!~\ e~mpet~lon~ So#that is, the ~re®pl~y . 
, \ 

of supply and de~ would be fin~ if th~s were free trade. 

But t~e ~ee ~ra@e d~s not exist. ~nat d~es happen ~s 

d ~ c i d e  to do an~ left to themselves the h~an 

beimg bei~g\~what he is ~,d haw~n~ beau brought up in ~he 

situation in w~ieh he has~ been brought up., they take the 
~.~ 

bagge~t~rofit t~emn g~ab if you let them. I 

Colonel ~les~ I th~nk what Dr. Ez~i~l has about 

plannlng is one ve~ g~ ~r~ment for our allocatior~ syst~ 

in time of pes~e in ~aiC~\~ a~tempt %0 d o  ~hat verg ng 

and that i~ one good  reason ~hy the Navy should J~Pi in on 
/ 

them~ \ ' / t 

Q, l~d like to retu~u to ~his ehs;~t for 3Ust ~ 
' /  

minute~ I have a question' there, in order to force 
Y 

industrial eapa6ity up to I~0 ~uldn't it be neoessary 

to raise our hori,~ntal line there up to 12 billion and 

the two lines would ~hen cross I~ we are ~Ing to raise 

it by g ~ n t  spending? 
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A .  AS far as ot~ data r~u they indioate t~ha~. ~n expenditure 

of eight billlo~ a ~ear is about h~gh enough to maintain 

J 

t 

our 70 billion natldnal ineoms to keep it inor~asinG at 

~erhaps a f~ million a y~ar. Every blllion of axpendl- 

~\~re adds about ~re~ Billion to national income. The 

actual multiplier of ex~mdit~r8 is so~ethln~ like 76, 

eneu@h ~%o ba!anee the ~expe~di%ure if you raised your level 

from e lion t~ ~a~ ~o that would m~an you ~re a~4ing 

about a ~iiilon nation~ai i~come sad if we were a ~/~ar to 

, /  

its/There is no ~Insta~ee ~of such acceptance of the peopl~ 

ess ~ make at aSZt probable. Ther~ is 

//a ~oss!b*llity. That li~ it is possibl~ for a g~ernmen~ to 

spend ~mey witho~iit ~sB~ng ~he de~?icit at all. P~t' of 
/ 1~ I ~ ~. i 

J t~kesJ~redi% f~r i~ ~se~ a~ ~II~ ventures t~ th~ 

g i m e r ~ t ,  p~bl~ - ~ cred~ ha~ a g ~ l  m~ bills < , 

outS~ ~x~ing An m~tgages,~/hieh they use as 'assets to Justify 

/ ~ ~ ~ s ~\ 

,/ / i  s t i 
I ~ I  ' q A ~ +'.-,r 

they &~ Ins~d ~f paying thousands out of the S~ral 

deb~ it 'pays fop tPN but t h e  ~s c i a l  ~esouroes - road 

I 'i ' 
, ~\ ' ?1 

~re 



and rail produetion~ etc., if ~ eouid add a couple of 

b~llion dollars of ~hose prOduCts we ~ould get a very rapid 

rise in national income without any c~res~nding ~ncre~se 

in the debt. It ~ould~ make it possibIB to balance the 

thin~ without it Ioo~ %00 bad on paper. This whole 

talk of Federal debt is pretty much a matter of ~per 

aeeounts~ i h~e t~keu the fiA~areS for a large corporation 

and Iooke~ ~th~e over %o see how theF would l~k af we 

made '~ 'thag e0~ora~ion Chow zts accounts a~ those f~ffares 

she V %hat' ou~ of the ~1% years ~he ~0rporatzon has N~ent 

more %ha~ i% ~eceives - a horrible deficit. !~ doesn't 

mean that, Any one Iooklng • at tb2t would say tbe 
/ 

corporation was failing, Its asSetS have increased more 
g ' 

~han its debts. Its ~g~a~ corpora%ion balance sheet 

/ als4 she~s dssets exactly ~ to the liabilities but 

yOU ~/go ~nto your liabilities at~d find they are a gre~t 
/ 

mixture of debts ~ to somebody e~se ar~ some items are 
4 

 /so c n'% th j are. If up a 

~ I ' ~ .eder~l Government productive /balance sheet sy~*~m for %he ~ 

asset43 s~oh as ~he ~ ne~ buildings here~s~Ich aS the national 

forest ~hi~h ~elds trees, p~r}'~ mad playgrounds, yiel~Li~g 

reereaN~ona! faeilities~ ~no doubt ~'d find for the past 
/ 

six yeab8 £hat the public assets h~ been znereas~ng 

much faster than the pU~Izc deb~ b~e.rely because we force 

the Fed~r~l government t~ show ]~ ~aCeeunts ~ get into 

n S 
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th~s whole ~ental fear ~f something terrible going to happen 

in spite of the fact tba% ~hls is th~ richest country, 

The amount owed is very l~w compared .%0 the national income° 

Q~ Dr, Ezekiel, lid like %o, go .from this billo 

Some %~s in %he past two Weeks there hag been quite a 

blt of press discussion of British/trade treaties as 

re!arid t~%he',co%ton program. ~ ~ey eay they oau 't buy 
J ~t 

cotton ~r~m<%hetUnited States on t~s tro~de ~reement 

due %~ %~e fa~ %ha~ ghe pr~e '~has b~n paid up enough and 
i q 

%hey ~ hays %s fall beck on ~tha% a~reeNent. Would you 
J 

discuss %h~ ~onomi~g of the% vary point they bring up? 

A~/ The diffi6ulty th~ ~en'% t~at our cotton is 

so h~h <but ~i%hat other Oo,%ton, IB so cheap, There is a very 
/ 

re/l d!Sfer~e rela*~d ~d~th~ oot'tmn program. The laws 

ssed tbY t~e ~o~a%~ra year' agO la~es. ~her.department 

~had t61makelmanda~ory loans ~f given'level regardles~ of 
/ ~ I I % 

Con~tlons~ Ones those iOa~s "m~re made the ~o~ernment 

on was led up until }he end of the co~t, on season. 
7 z ~ i 1 

Z~ spite o~ ~the A~t %ha~ the cot÷ran ~nd~r llen %o the 
! 

~overnment ~n sto#age aZ the end of %has season, there 

/is an a~tual sherta~a ~f ~ree cot~om~ The entire supply f 

~I almost has been tied ,,~i *You see ~l~n'~ ve ry  ha~h. But 

~wlth this l a ~ e  Supply aval~laeie a~d ~he knowledge of this 

~\.Supply ~o BS available later out cotton his been ~eld out 
~ J 

of rota t ion ~o~h tO %he price of t n d i ~  cotton and to ~he 

? 



out so that the futur~ pric~ of ~o~to'n next Nay is worth 

about what Cettcm is w~rth today plus the cost of holdln~ 

it. If the price ~es d~ in the me~ntlm~ he Is protected 

from loss b~cause~ he makes in the s~le of t~e future what 

he loses in his s~ot oo~toU, Thi~ large ownership noldln~ 

o~ ~otton has thrown the f~ture ~ices out of !Ine 
i 

The futur~ prices are bel~w th~ S~ot pri~e, it'~ known this 

cotton v~ll e a~llabl~ at the ~d of the season since 

the future pr~e is b preset prices they bring. ~e have. 

pegged -~e whole w~rld ~ market b~ our cotton is sold ~ust 

enough below ours to ta~e advantage of it. The cotton 

would still be too ~high ~as long as the preo~t ~It~tion 

prevails. There are various, measures in Congress ~h~h 

Congress is try~n~ to h~lp through without waiti~ t, the 

end ~ ~f th~ season to ~rec~ that situation. In other 

wo~ds, a~ ~me you d~ ~p~g ~ pri~e hi~her than i~ 

should be or low~r thah it should b~ you are likely)to 

induce all kinds of t~oub~ 

~. I~d like to ask you angther question abou~ th~ 

national debt. Perhaps ~t'~. true the size o£ t~S 
national debt ~S not ~uch a ~ ~r~,tiCa! matter but ~m~th~g 

you haven't c~en~ed on is ~ho ~ shift in the burden ~ of th~S 

/ \ 
a certain person of the popu~atie~ ~u!y or wlil, ! ~ean~ 

The ~m~ddle c~ss is sUpport~ the ~Imwe~t part of the 
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/ 

population . The weRl%hy classes will no~ be hlt by an 

inflatlon which may be inevitable but there Is a transfer 

of wealth on whioh the maddle class will have to hear the 

burden. Would yo~ ears to commend or that? !its not the 

size of this thlng but what it does to a certain element 

of the population, the fixed ~assets of professional 

people, fixed Salaries, the value of hfe insurance. 

1%hlnk that is b~ing Taken away from a cer%aln class of 

the population, 

A~ I think yould have to corre~% your station, to 

say~if an@ when the. na%lonal debt increases so rapidly to 

raise In pries levsl~ %he r~se would itself be penalizing 

the population~ That depends on fixed returns. A rlsing 

national ~ebt does not cause a rising price level. Untll 

such time as it does cause a great rise in pri~es beoause 
t 

you haVe exceeded your current produetlon, it boils down 

tO this| as long as you haven't succeeded in driving your 

national capacity up to full use you're not ~ving inflatlon; 

as long as you haven't succeeded in restoring full production 

you don't have any danger of in~latlon or any loss from 

~n~lation, Your ar~mment is this: if you kept on spsndlng 

to build up the debt rapidl Z until you produced full 

production and spendi~ continued unt11~you brecht up the 

pries level you ~d be exploiting those who receive flxed 

incomes but there is no indication uf doing that . Every 



pressare will be to sta~% us~ ~ome Of the increased ~noome 

to pay off the debt as soon as it is possible to ~arn the 

money ~ntil the ti~e you do succeed in dr~v~n~ your production 

up to full capacity. Your prices ar~ not ris~r~ Inflation 

consists in increasing buyln~ power ~aster th~n goods are 
J 

be~ produced. Inflation ~oneist~ in prices rising, That 

is not ~ny chan~e of spewing enough to i~crease full 

production, We are gelng to ~pend so much more that .~ll 

both reduOe full production and rising prices beyond t~at, 

Q. You feel there is a point where income will e~ual 

expenditure? 

A, When incam~ equals expenditures you de net ha~e 

to continue spending more than you take in b~t youill 

use part of %he excess to P~F the cost~ As soon as 

your t~s rise above your spending you start using part 

Of those taxes to pay o~ the debt. That beso~es a 

deflationary f~ctor~ The real factor b~comes whether 

you man use that much te pay off without caus~n~ ~amage. 

proceSS of expand~rg the deb~ would be inflatlonary. I~ 

you were operating at full ~apacity, this ~uld occur. 

There are certain automatic oh~oks~ I think. .~s long as 
/ 

we ha~e a ~reat ~orry over excessive spendin~ there is 

no danger of maintaining e~oessiv~ expe~iturss at all 

at the ~time when excessive ~ex~ndltures might produce 

We prob~b~ cut it off too ~bon, n~t ~oo late .  a rise. 

The 



It would be e3~ost certain to produce the same result produced 

when a rapid expenditure was made i~ 1936 and 1937. 

Q~ Doetor~ I 'spoke ~bout the~und~vid~d profit of 

the ~hrysler Corporation? I'd like to ask you h~ a 

~mainess can remai, healthy and expand unless it is allowed 

to retain some undivided profits in gc~d years to count~r- 

balance Idssew i~ lean yem~ 

' ~. ,  Peculiar tb~ng is the effort of business in times 

Of rapidly rising pr0d~%ion to b~ild up a reserve , I% ha~ 

been one of th~ major~'f~tors bringing on the lean years. 
4 

Any time a business ~ishes to expand its plan% it ean de 

sO perfeetly easily by selling ne~ stock or sell~ng new 

~onds, as fer example the Consolidated Ele~tric has dons, 

The Consolidated Elec%ri~ Edison wanted to expand i gs plant. 

It didn't cut down on dividends in o~der to expan~ its 

L 

pla~t, It simply ~ Sold new stoek or bonds and inor~sed 

the money 8nd borrowedr~he money with which to expand. 

Ch~islar has added some ~llion dolla~ a year for four 

years to the cash reserves. ~ach year their oash reserves 

are so ~remendous, ~e~ oash on hand was more ~ than the 

total v~lus of all plants ~nd equipment. I can't see any 
T 

need for that or anyway %0 call it except just hoarding. 

As a matter of fact, I h~pp~n to own a very mmmute number 

of shares in the Corporatidn and I wrot% 
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notice in you~ annu~l report you make no explanation to 

, y~ur Stoak~olders why you are doing that," bu~ I haven't 

heaz~ back yet. The real point is that if corporations 

generally do hoard a great de~l of money in a period of 

rislng business by very reason of that fact tend to br~ug 
t 

on mabse~uent periods of contrasting business. If they 

dzdmtt do it they wouldnP% have so many depresslons. 

Q. I wonder would you care to ~ontanue on t~he 

possibility of the utilization of t~ pre-orgonisation of 

the department in the event of war for the eont~ol of farm 

prices. For example, with thezr existins etatzstical 

erganlzations and various admi~stratlve branches and 
W 

also on the general ~uest!on of this whole food administra- 

tion such as we had in the last war~ 

A, I would say that whenever a development l~ the 

last s~x years in the fleld of a~rxeult~re has been made, 

the most complete system of ~conomlc planning of an 

industry through d~o~ratie proceedures t~mt is in use 

anywhere in our soeiety today. That perhaps nzne-ten~ 

of product~oon zs eeoncmlcally being conducted ~n accorda~e 

with national plans laid out year by year far each year, 

Those natzonal plans in the laying out of those planning 

f~rmers ~oeperatzng both zn county~ state, and sahlonal meetings 

and discussing whmt problems there are, Once the plans 

nave been d~awn up the production on eaeh farm b~iDg related 

to fit into the national total problem today has Been %0 



hold down produc~on. If it were necessary to increase 

production~ ~hat also could be done~ There ~he~same 

~eahanlsm could be used~ ! think the point made here is 

quite correct - that ~t could not be necessary in ti@e 

of another war to establish sx~oth~r food admlnistratlon 

because you have now an organization for the economic planning 

of a~ricultural oreduct~on ~nd to a large extent marketlng. 

We do have reserves built up at the ~oment. In time of 

war ~ny skift could be mmde through the planning machinery 

there and any price control ~ould be made through the 

exlsti~g a~tion and pe~r of the department to regulate 

prices with s~me modlfi~atlons Qr wartlme needs~ ~s 

a ~atte~ of fact, what I suggest for a posltive expansion 

of produOtion and con umptlon is in p~rt a modification of 

the ~echnique ~sed in agrlculture of th!s central planning 

of the whole output ~_th Individua~l respons!bility, individ.~al 

Judgment ~n car~j%ng out the plans. It wo~Id be a gr~at 

expansion instead -of the oontractlen when industry does 

not ~expande 

Colonel Niles~ ~e have kept Dr~ Ezeki~l on his feet 

for a long time. 

~ I~d like to as~ the Doctor's opinion on the 

Leed Bill, He re-introduced a b~il relative to financing 

a war which had some support in t~e last Congress, I'll 

try to sta~e this ~r~efly. We'll budget ~hat we presume 

to be a fair estimate of what %he war ~eh5 might be. 
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We'll tsk~ a~ in~entery of each ~ndlvL,~ual ~n this co~utry; 

that debt will th=m be pro-r~ted ~ainst those assets 

% 

an~ that th~ Oovernmmnt Will pay an xnterest of One 

per ~ cent on the amount that ~s b~rrowed. If the individual 

has not sufficient cash to advance ~hat allotted p~rt of 

debt he'd n~ed he ~y borrow i% fr,~m th~ government 

at a rat~ of six p~ cent~ 

~. Y~m not sure I understsund th~ mec.hgmism wholly 

bt~t if I ~ do mndersta~d it X'm afraid the result would be 

much as it was during the World War. V~ile ~Du~d hav~ a 

forced loan, it would bs a loan that indivlduais in turn 

wo~,~!d ~ to their banks %0 raise the, m&ney~ that 

prob~b!y for the time being ~ost of them couldn't rals~ 

the money. A person who owns a $5~OOO~house and is called 

upon to loan $2~5OO dollars tO %he Go~rnment isn't 
I ~ 

going t~ have to borr~ !t~ Even thou~I~ it was a forced 

loan instead ~f a Liberty loan ~they we~ sold it would st~ll 
u 

financing you.r war h~ borrowing and price r~u!t in 
I' 

inflation. I would prefer tu see heavy ~ taxation .for a 

stralgbt ten per c~nt income tax on e~e~ o~e with perhaps 

tax of sixty pe~ een~ o£ war p~Eit, perhaps income ~nd 

profits paid / so it~asn~t a fact that ~ paid for the 

war as yo~ want alon~ v~hout any bo~rowlng~ It 

won't eost the ~ndi~idua!s ~a~ more than ~ would cost them 

in the end or tb~ general ~conomi~ ~%aos %~t inflation 

/ 



produces~ i realize ware might not be so popular under sumh 

a sys%s~ 

Q, just en~ more ~uestion, W~th reference t~ that 

chart i ~ wonder if you ~are %o d~seuss the effects of this 

duplzeate %~xation not from the Federal taxation from the 

states and munic~ities~ O~ that curve ~h~eh you have 

up there~ 

~. That curve is with re~rer~e to the rel~tion of 

national i~ome which I ha~e stated %here ~s ~ndustr~al 

production to Fsdema! revenues. ~ practice all states, 

the bulk of Stabs stud local t~uxatien comes £r~ real 

estate tax~s r~th~ %~an from ~ither income taxes 

or sales taxes or o~ y~eld taxes as t-~e result of ~h~ch 

stat~ revenues de n~t~ri~e as rapidly ~ith rlsin~ national 

lu~ome as did t%e Feder~l inco~ejof course, there Is a 

consld~rabie portion of sta%~ ~xes based on salsa taxes agd 

in t~ose cases thsy will go up too. AS I =d~h% say, that 

eNar% might bag tar have beam drawn this ~ way as far as the 

Federal Sover~men% iB concerned. When n~tlonal Income rises 

like theft Federal revenues rise like tha*~. N~ state and 

locr~ revenues. The reason I mentioned ~tional income 

~ising llke that~ state aud local revenuefi would rise. 

llke ~b.a%~ 8o wha%e~er duplication there is~ha%ever 

burden ef duplication would ten to become ~ less 

and" iess as you get higher and national income and hlgher 

ar~ higher Federal rev~ues. They ~ould re~resent, since 

-a- i 
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local awl state re~enuss beco~ ~ decreasing part of the 

~total, ohe duplieatlon problem would be mln~ml~ed ra%he~ 

~l~an inor6ased, ' 

Col, ~[tles. ~e all want to thank Dr, Ezek_%le for 
L 

coming O~er a~d gfvlng ~s his tile a~d I'm sure we have 

all got a great d~ out of what he has sa~d and I think 

the sum total of tho intellzgenOe of this class has bsen 

raised very grsatly, 
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