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PRICL CONTROL

Colonel lnles and Gentlemen

I realize in talking to you on this subject that I am
trying to discuss a problem thet you could get many different
slants on from many different economists. In fact, 1t 1s
rrobably one where the proverb about Washington economists
would be esnecially applicable, You have robobly heard that
one, "If all the economists were laid end to end they would
not reach a conclusion',

In presenting tne 1deas I have to oresenl, however, T
will try to seperate those things on which they do not, Some
of the material that [ waill have to surmarize is on points
that are relatively unconlroverszale I will try to indicate
which mwrts those ares. Then there are other mrts which are
on subjects where there 1s a great diversaty of ovinion, where
you could cet sany daflerenl slants, and I will try to indicate
which those ars.

First, on turs subject o Hrce control you cen think
of 1t 1n two parts, 2s the control ol snecilic indivadual
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prices, or as the conlrol oif the general price level as a whole,

I will take up the latter first.

The question of vhat hapiens to price level as a whole
1s really related to a very much deejer problem of fiscal
policy, which can be stated 1n a very simple question 1hen
you have to run a war, will you choosc to run your war by price
inflavion or wmll you choose to run your war by taxation?

This 1s one of the subjects on which economists generally,

I believe, do agrees There are really only those two alterna—
tives, You cen finance the cost of a war either by borrowing
the money, issuin; notes to pay for i1t, or by taxation, As
the world Wer experience demonstrated, 1 you pay for your war
by vorréwins the result 1s almost inevitably to drive up the
general level of prices. That, however, has one reservation,
It doesn't necessarily drve up the level of orices 1f at the
time you start borrowng, your economy 1s not operating to full
production, If you have some unused caracity 1n your €cConomy,
the result of borrowing 1s not to nut heavier ressure upon
whal you are alrcady producin;, but rather to call forth more
production, You then may borrow, get increased nroduction for
war purposes, and yet not drive up the .rice level,

I wall now show you a chart of our recent experience
which 1llustrates the btwo general possibilities, I have
brought toccthe:r here some of lhe key facts from our fiscal
and financial histoiy, during lhe Vorld Lar perrod and
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subsequentlys The upper nart of the chart shows two lines,
the top line the total of Federal expenditures; the bottom
line the total of Federal receipts, The area blacked in rep-
resents the ercess of erpenditures over receipts, This shows
the tremendous expenditures of the World War period, during
which we were spending at the peak, over $18,000,000,000 a
year and taking in in receipts only ¢5,000,000,000 to
+'73000,000,000, Then we have a period following the World
War when recerpts slightly exceeded expendatures, and a small
surplus year by year, cross~hatched, tnen the recent periods
since the beginniag of the depression, wath the mounting
Federal expenditures and Federal receipts mounting more re-
cenbly, ttl stall running a heavy deficuts Wwe have there two
perrods of fanancing, by spending more than we were taking in,
as far as the Federal (Govermment wes concerned, by issuing
bonds o1 other obligationse

Now what was the effect of tlwse two periods of heavy
expenditures on industrial aectivity and on price level?

The next grid shows the changes in industrial production
during this pfrz.od expressed as percent departures from a long—
time trends “ou will notaice at the time we entered the war
there began a neavy éxpenditure, Our andustrial nroduction
was already pretty haigh, running 10 to 15 per cent a2bove the
long-tame trend, Those tremendous expenditures did not in-
crease our total industrial production at all, As a matter of
fact, durang 1917 and 1918 our industrial production declined
rather than i1ncreasede. 5S¢ the only effect of those tremendous
expenditures was to divert from what we had been producing
before to something else. We took puying power away from
houses, clothes and other things in order to produce more
munitions, ships, etcs OFf course, a2t the end of the period when
we cub off expenditures suddenly after having adjusted ourselves
to the war~time economy we had the depression following, with
the seversl years of readjustment and, of course, repercussions
on world sconomy which we are feeling stall,

Now a1n contrast to that neriod, we had the recent period
of expenditures greatly in excess of receipts., That really
large excess of spending started when our industrial planning
was running way below capacity, when we were down to 50 or 60
per cent of normal, During this period the heavy expenditures
have resulted i1n a waterial egpansion in industrial activity
over the perrod which runs tlhrou h 1937, a fairly steady
growth 1n actavity slon, with the deficat erpenditures, The
last tvo yesrs are not on the chartes They would show a sudden
shrinkage in excess erpenditures in 1637, a renewed depression
in 1937 and 1938, then expansion of expenditures again ain the
m.ddle of 1938 and into 1939, and an industrial pick-up six
months or so followins, 1f this were drawn on a aonthly instead
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of an anmual basis, This [1gure shows the relation of ex-
oenditures to produwction, at one time when we were already
onerating to caocacity, expenditures not increasing production,
at another time wlen we were not operating to capacity ex—
penditires incieasing,

The bottom grid shows price level, As ol course you are
quite aware, during bthe war perrod the increase in erpendi-
tures, although 1t did not succeed 1n inecreasing production
materially, instead drove up the price level very, very sharplys
It had risen some at the time we entered the war, from ebout
a level ol 70 before to a level of 110, 1t went up stall more
rapidly after we entered the war and after startianc the heavy
exsendituress In the more recent period, oneratiag below
capacity, the heavy exmenditures had only o sli_nt eflfect on
price level. Tn other vords, you coa stabe 1T 1L1Is way
Opereting on unbalanced wudget by bairow.ng 2.%< ~s a ,reat
stimlus to the busires~ syslem, alwost Like 3 Mecri stimulante
In case the bvsiaess system 15 not operaling t. eper1ty you
can push 1t up to cagacity~ I 1t 1s alrcady ooerating un to
caacity 1t doesn't pusn 1l up any fvrthery, but simply increases
1ts blood pressure, s snown in terms of prices, So really
your first oroblem there 25, are you goin, to Ifinance by hor-
rowlng or by taxation, 1f you are olready opersting at capacity,
or have you enough unused capcacity so that you can finance by
borrowing without driving up the price level?

I think one thaing thet nasa't been generally recognized
in discussions of this point 1s that regardless of whether you
finance a war by borrowing and inflation or by taxation, 1t 1s
stall pard for in normal times by reduced consumption on the
part of your general publice You see, we have two different
crrcoumstances., If you started a war today with ten million
people uvnemoloyed, low industrial aclavity, and you financed
1t by borrowing you would simply put a large part of those ten
mllion to work, use your ceoacily more, and 1t really vouldn't
cost you anything to fight the war, You would simply out
people to work, use facilivies thet otherwise weren't working,
and mke through increased procuction the material which you
would burn up in fichting, (But not the men who will be killed
or wounded.) On the other hand, 1f people were fully employed
and you start in either by taxaing or by issuing bonds, you
would be running the war by taking away from something else,

Now the way ain which the world War exvenditures taxed
the general public can be shown 1n a little chert I drew up
hurriedly this morning., This simply shows the effect of that
inflation i1n prices on different groups ain tne populatione
Farm prices rose very, very rapidlye Of course they were
already up high before we went in because of the demands from
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Europes laving costs followed farm prices, although not quite
so ramdly, between 1915 and 1918 living costs rose to about
155 per cent of the pre-war level. \ape rates followed up,
very much more slowly, so that by 1916 wage rates were up to
about 135 of pre-war, while laving costs were up to 155,

That 1s the normal effect of inflation, that 1t drives up prices
and laving costs a lot faster than wage rates can follow, Of
course people who are dependent on fixed incomes, such as those
who receive their income from bonds or from govermment Jobs,
had no increase in i1ncome generally dvring that period and had
to take a much lower standard of Javinge So in effect what
happened in the world har was we followed policies that drove
prices up very repidlys. Those high prices took buying power
away from the general mass of the public and diverted buying
power to the war purposeg, So, 1n effect, we did tax the rest
of the public but we also lelft the increased debts to be paid
for later, If instead we had imposed very heavy taxes to cover
the war expenditures we could have Linanced the war concurrently
without any rise in the price level and without probably any
more burden on the rest of the population than there actually
wase Certainly there would not have been such a joyride as to
produce the great reaction as was produced i1n 1920 and 1921,
after the hesvy expenditures were stopped.

It 15 rather interestinp to contrast with this what has
been done 1n Germany the last few yearss, Of course Germany has
been goang through all the motions of fighting a war for the
last three or four years. She 1s nor spending much more of
her national income in mrepargtions for war than we spent for
war nurposes at the peak of our war-time activity in 1918-1919,
we spent, about 16 per cent of our rational income for military
purposes then, Germany has been estimated te be spending 25
to 30 per cent Tor military purposes now and nas financed that
tremendous exienditure to date without any rise in price level
by a combination of the two things I have Just suggested, on
the one hand by deficit expendirtures which put back into use
cajcacity not slready being used, and on the other hand, by
terrifically heavy taxation, thal 1s, by reducing the standard
of Jiving of the civilians in order to pay for the miitary
expendatures. Some of the Dnglish economists have estimated
at the present time Germeny s taking somethin, over 45 per cent
of the national income either in taxes or in forced loans, so
diverbting, you see, almost half of everything that i1s being
produced for the services of the state, including war Jrepara-
t10n,

Now we will turn from the general problem of price level
to the specific mroblem of individual prices., Incidentally,
I mighl remark that 1f you do follow a policy tlpt leads to an
expansion 1n buying power much more raprd than goods can be
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expanded you are bound to get a rise 1n price regardless of
any control you applye. Thal 185, when you pour & hew money
into circulation by the tens of billions of dollars and you
can't have new goods to balance the new money, prices are bound
to g0 up because prices as a whole are merely the resuli of an
equation in which quantity of goods times the rrice level of
goods on one side equals the amount of money in circulation on
the other side; or equals the amount ol money tames the veloci-
ty of money. While many economists question the precise mathe-
mtical valadaity of that statement, no one questions tne general
result that tends to follow,

Watlnn the general situation, no matter whet you have
made 1t, what can be done about the control of specific prices?®
I take 1t tmt 15 what most of you are interested in,.

We have two classes of prices in our nrescnt economic
systemes The one class ol orice 1s prices thal are set by the
morket through continuovsly fluctuating market orocesses, as
on the Chicago wheat pit or the New York Slock rxchange or
the cotton exchange., Those »rices vary constantly except where
controls have been applieds They vary with changes in the
demand situation end tre su~ply situation, The price 1tself
18 a result rather than a cause, If you attempt to regulate
the price without goinc to the underlying cause you may not
affect the situation in the slighteste Ior example, you
could arbatrarily, by a legal faat perhaps, hold the >rice of
cotton at ten cents a pound under economic conditions which
would tend to cause it to rise to twenty cents a pound. BHutb
1f you held down the price you couldn!t tuen gebt the supply
which the twenty cent price would call forth, If you hold
the price of cotton down to ten cents a pound under conditions
when farmers would not ma mbain their production short of the
twenty cenb price you would simoly get a great reduction in
cotton outpute S0, to a considerable extent rises of these
competitive praces have the same relation to the supply and
demand of the commodity that the thermostat on the wall has to
the heating systam that meintains the temperature of the houses
It 1s osossible thet you can regulate the price by working
directly on marketing wrice in exactly tne same way that you
can drive up the temperature in the thermostat by holding a
lighted maveh under the thermostat, But if the house 1s cold
and you need more coal on the fire, smuply holding a match
under the themmostat 1s not a very effective way of heating
the house, Some of our methods of . ce control tend to work
out 1n that seme way. That applies to the whole range of
prices that are still sel by competitive bargaining, prices
of both goods and services, There are, however, in addition
a range of other prices that are nol set on a competritive
market but are set by corporate business decisions or by other
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decisionse It 1s obvious, for example, that the price of a
Chevrolet car is not set in ihe same way as the price of a bale
of eotton or the price of a bushel of potatoes, At the be-
ginnias, of the season the concern producing the cars decades
on the basis of btheir appraisal of the market how many cars
they think they can sell, the cost to produce, what their com-
petitors are likely to charge for their cars, and the grice
ithey thaink they can maintain for that season for lhe volume
they hope to get, Then they set that price and hold a1t Lo the
end of the season without any change, regardless of whether
they sell twice as meny or only half as many as espected at
thal price, That same sort of a situation holds true i1n a
large range oil basic industries, steel, cement, copper to 8
less positave degree, aluminum, etc,

If you are interested in looking into the economic condi-—
tions which theoretically should prevail where prices are set,
not by one single monopoly but by a group of large concerns
competing, with each other, I would suggest you read a recent
book called "ilonopolistic Competaitzon® by lr. Chamberlin of
Harvard., Tt 1s one of the most sigmificant new developments
in economic theory and is now generally accepted as explaining
the theory of the way prices will work where you don't have
complete monopoly on the one hand or don't have free competi-
tion on the other, but where you do heve what he calls "monopo-
listic competatron® of half a dozen large concerns compebing
with one anolher in the restricted way in which large concerns
do compete anstead of the unrelenting way in whach a large
group of small concerns must compete., The general result in
such cases 1s that prices tend to be rigrd or administered,
that supplies are never as large as if free competition pre-
varled, and that orices are never as low as under competition
1f the same cost preveiled, TFor examnle, the average profits
of some of the mononolistically competitive industries such
as the automobile and tobacco companies were something like
ten per cent per year on their book assets, as reported to
the Dureau of Internal Revenue, through the depression and through
the previous years, whereas the competative industries averaged
one or two, That shows the difference in whether or not you
are sheltered from competition,

£

Tn industries of this sort xt 1s possaible that a some-
what differenct type of control could be applied to prices by
the Army than to the competitive industries, that 1s, you
have a wider range in whach bto work. For example, in 1937
Ceneral lotors forsoration was making a net profat of around
115,00 on the averaze on each umt produced, If you were
z01ng to have a sitwation where war orders and others were
making an assured market for that meny or more unibts and even
1. the cost of some of the materials were rising 1t would ce
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guite possible to ansist that prices of cars not rise above
a certain point because you know that with a large volume they
were making very salisfactory returnse.

Before going into the various technigues thal might be
used to control the prices which may be subject to control be-
cause of this business control back of the price, I mant to
discuss very briefly what i1s now being done oy the Government
to control prices., After all, this subject i1sn't quite as
theoretical as 1t was twenty years ago uvhen we entered into
the World war period, because there has been a lot of exper—
1ence since 1n other types of countrol and we have beer able
to see where they worked ard where they didn't, Of course
there 18 a wade range or prices definitely set by publaic
atione The Post Office rates are set by Congressional fial,
the railroad rates are controlled by the Interstate Commerce
Commission, our ubtilities in general are ontrolled by utilaty
commssionse It 1s control, however, wath a greal deal of
wrangling and with a good deal of political influence from
the part of the concerns being controlled over the commissions
that do the regulating, and finally control without much regard
generally to the economic conditions of the rates being set,
That 1s to say, we have not put on any one commission the
responsibility, not only for seeing what railroad rates
should be but also for zsking what lhe relation of railroad
rates was to railroad wages and to other railroad charges.

We have not direchbed them to take any special responsibility
for the relation of the rates set to the business activaty
that could be carried on under those rates, Tnat 1s partly
because we haven't said to the utilaty commissions, "It is
not only your responsibility to try to see that the concerns
that you are administering or regulaling yield a satisfactory
return on investment, but it 1s also your responsibility to
see that the rates you set are such that they are conducive to
the progperity not only of those cnecerned but to the country
as a whole( ' Avparently we are only beginning Lo geb a slicht
appreciation ol that on the part of some of the regulatory
commss1onse Tnelr lack of appreciration of the significance
of thot, though, can be seen by the fact that railroad rates
were maintained practically unchanged throughout the period
when praces were rising = rapidly in wsr time, then just at
the time praces were coming down rapidly at the end of the
war freight rates were jacked up to equal the war-time prices,
and held very high practically 11 through the post-war period,
contributang very sharply to the posc-war maladjusiment, then
some downward readjustment, lhen they were increased during
the depression at the very worst time, That type of regula-
tion hesn't shown 1tself to be regulalion with eny sense of
the significance of the economic condiiions of the rates set,
I am going into this merly to indicate that even though you
are controlling rales commlelely through a reculatary commis-—
gion you can't get away from the economic effect of those
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rates, The fact that railroad rates were abnormally high
duriny, this veriod was partly responsible for the rapad
develooment of the truck tralfilc to the large extent it has
developed in competing wath the railreads, and also partly
responsible 1a the case oi agriculture, for many industries
shiftin, nearer to their point of consumptione After all, if
1t costs you too much to shin fruit from a long distance you
woula cut down production so that the result ol maintaining
rates 2t weconomic levels las actually been to produce less
traffie for the railroads, both by the truck substibution and
by the actual reduction an the amount ol traffic moveds In
other words, we have encouraged decentralization of industry,
and in a sense decentralization ol agriculture nerhaps to an
uneconomic degree by our rnsistence on what in the long run
might have been an uneconomic level of rates. It 1s true the
railroads have » very high fixed charge, they have to reet
1ndebtedness, and 10 ver cent difference in their solume of
trafiic moy make 20 or 40 per ceat difference in their net
orofitse. So as a result of the rates being too high a con~
siderable poriion of their traffic 1s losts Their net income
may be much Lower than 1t would have oeen vith somewhat lower
rates and hicher trafiic,

Another type of regulation under Government today is
through the Coal Commission which has power lo develop fixed
prrces for all zrades ard verieties of coale They heve been
at 1t a long vhile armd are jusl about ready to amnounce thear
prices, They doa't lmve any control whatever over production,
They can Just {fix orices and all the concerns in the industry
have to follow those fixed praices, and then the; can make such
changes in produciion or such changes 1n sales as they wish
1o 1n the light of the nrices establisheds 1L 18 partly be-
cause of that that the Commission has laken .o lorny, to work out
1ts schedule of prices, Obviously, 1f they fix prices too high
or too low that would ercoura_e purchasers to shift lheir orders
to the nplace where they could buy advantageously, or 1f too
hich ior one grade end too low in another consumers wovld tend
to shift purchases from one mine to anothere I mention this to
show you how comp)lex 1t 1s to admaister »nrices in detail,

IL 1s interesting to note thet in the attempt vo ra.ulate the
praces of this one commodity the Coal Commission has spent more
then five mxillions of dollars in administrative investigation
wor'. and 1n its Consumers! Counsel, in tryans to develop the
schedule of prices of coal by grades, by locations, by mine
points, and 1t hasn't yet annovnced the series of prices, So
1T you think you can just wade 1n cnd say such and such 1s

the price for such a thang, that gives you some i1dea of how
difircult o job 1t reslly 1s.

Finally, in agriculture we have a sanewhot different
atteck on the question of price coatrol, 1n the sense that most
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of 1t does not attempt to regulate wrices directly. But we do
altempt 1n genersl to go back to the conditions of vroduction
and consumotion, of supply and cemand underlying .rices, and to
secure changes in prices indirectly by controlling the condi-
tions ol supply or demand, Of course, as a matter of fact, we
cantt do very much about the demand for farm products, Wwe
have tried to stimulate 1t a litlle Ly developing new uses

for »roducts, cotton to make roads and houses, and developing
lowered marketing costs and increased markets, and increased
vses of farm products among low income people by buying sur—
pluses through the Surplus Relief Corvoration or by making the
supplies available to those on relief at reduced prices,
However, in general our efforis to adjust agricultural prices
have had to ne through controlling the supply, by adjusting
the production to what the market would take, recognhizing

the very low industrial activity you have had durang this
preriod, the resultant reduced domestic buying power, and the
closing ofi ol world markets for a number of reasons of which
you are well aware, Wwe have hed for the tame being to bring
dovm farm production to what the existin, merket would takes
We haven't been overly successful in bringin, production down
all the way to the market, In the case of wheat we had two

or three years of drought, and this being the crazy kind of
work 1t 1s, farmers were very prosperous as long as the
drought lasted, end those lucky enough not to be in the drought
areas got a very good price for a good output, Those in the
drought areos enjoyed a high »race but had very little to sell.

In the case of cotton, prices were increased quite a bit
for several years but then ve hanpened to run into one terrifi-
cally big crop and that piled up o heavy crcess, Neanvhile,
world trade was dwindling away stall further, in pari for
reasons completely disassociated wth out farm program.

Even there the control program has been only moderately effec—
tive, although cotton farmers! income has been better main-
tained than in i1he previous years.

Along with the efforts to adjust produetion, however,
has gone one technique tnat you would be interested in, and that
1s a technique to limit the range of price fluctuation in high
years and low years, by making loans on crops to lay up a re—
serve supply in years of large supply and low prices, with the
intention of releasing those storage supplies in years of short
ecrops and agh prices, Thset sart of the program I think has
been moderately successful, with the single exception of cotion.
In the case of corn there were several years of heavy rains.
There were large increases and heavy supplies of corn laid
up 1n storage., The availabality of vhose suppslies of corn
during subsequent years of drought prevented the reduction
in Iivestock numbers from beiang anythin, like as severe as
othervise would have been, and >rovided a more stable price
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of corn throuch that reraods In turn, by mreventing too

creat a shortage and too high a Jrice of livestock, 1t helped
prevent too rapid en exnansion in livestock nunbers subse-
quentlys, This year we had quite heavy corn suopliess. The
corn loan 1o holding up the corn supplies and pubtang part

of those supplies in storage, Of course we can't tell what
crops will be in 1939, buv we are going into 1939 with somewhat
wmereased number of hops and heavy reserves of corn in storage,
but nothang like as great an increase in hog production as we
would have ha& in the absence of this Yever-normal granary"
system., I think that technique of pubiing supplies into
storage hag more sagnificance from lhe point or vaew of war-
tame price conbrol than nerhaps do the techniques of darectly
adjustang production. Ia peneral, those last techniques may
take longer to use than you would have to use ain time of war,
unless the wer lasts a very long time,

Coming back to the subject of war-time control itself,
after this sketch of some of the major things Government 1s
doing, 1n general there are two techniques you can use for par-
ticular prices, apart from the general problem of whether you
use such a method of financing as to cause all ~rices to rase
or nots You can use an indirect or a direct technique.

0f the indirect methods there are two thal are possible.
One 1s laying up a reserve of tne malerials you are going to
need before the time of war, Of course that has been much dis-
cussed in terms of the wmported strate-ic materaals that you
might have difficulty in shipeoing i1n wn time of war, I be—
lieve, however, 1t could be developed very effectively, not
merely for imnorted materzals Lut for the domestic materials
which are so non-perishalle that lhey could oe laid awsy,
We have a particularly good opportumiby toy that in vaiew of
the fact that our windustrial preduction is stall quite low, and
as & result of low aindvstrial »roduction, meny of our indus-
troies, steel for exauple, are only operating at something
like 40 or 50 per cent of cspacity. Since they are operating
at that low cepacity we could wake a deal with them to produce
today supplies for stara<e of the types of thaings that you are
sure you vere going to need 1n war time, not necessarily the
fanished products but steel and iron, partly finished in various
types and sizes and shapes, of the kinds you knew you were going
to need., You could get thet at an exceedingly favor-ble price.
1 w111l show you why you could gebt it very reasonatly, Here is
a chart based on the operotions of the U, S. Steel Corporatron
from lheir guarterly reportse 1t shows the costt them of
making iron and steel —~ the price ere 1s a composite price
of 1ron and stecl s nublished weekly and montnly in the Survey
of Current Business, It also shows how thal cost of production
varies, first with wage rates and second, with the volume of
composrte operating. The two lines show the cost of production



at low wazes, 65 cents an hour, and at higher wages, 85 cents
an hour, The 85 cent rale 15 approximately the present rate,
The other coordinate across the chart is the operations in
percentage of capacity, quarterly sales in ner cent of the
plant capacity of the concerne What 1t shows is this  when
they are operatin, at 20 per cent of capacity under tne present
wage rates, 1t costs them about .41 a ton to produce iron and
steels As their rate of operations increases, that cost falls
until 1t 1s aboul 29 a ton, at about 40 per cent of capacity,
As operations increase still further, the cost falls untal 1t
1s only {24 a ton, at 80 per cent of capacity. They are opera-
ting somewhere around 40% capacity now, with about {30 a ton
coste If you sign contracts with the steel industry to pro-
duce over the next year or two enough steel to build up a
war-time reserve of the things you need, you could sign a
contract with the industry to produce that steel at much below
nresent prices because they could produce that at the greatly
reduced cost they woulu get from the Jarge volume of opera—
tions that would make for the, Of course 1f you don't do
that, 1f you wait until war time, when they might be already
operating at capacity to supply foreign nations, and then ask
for further production for your needs, they either have to
divert produvction or build new plants in a hurry, under those
conditions only 1f you pay very {fancy prices can they do 1t,.

\

A second possibilaty of indirect price control is by
applying an economic plan by working out with the conceras
involved how much production you want, how much they are going
to produce for you, and glans for oroducing 1t ahead of time.

Of course, the sort ol thing “eing doane already in the
experimental orders 1s a step in that direction, but compared
to what 1s being done under the experimental orders, i1s, of
course, a drop 1n the bucket comnared to vhal would have to be
done to actually wage a war in modern methods.

Now, those are the two oossible methods of indirect
control, lay up reseives ahead of time so you can drawr on those
reserves for a considerable period, and wmeanwhile, durin, the
time you are drawing on them,bring about the ecoaomic read-
Justments necessary to continue tone ojeration, or prepare
plans for increased production, the plans Lo be put inlo action
when the war breaks out, or even other ways, as I will 1indicate
directly.

Darect methods of control by legislative Tiat involve
some kind of price regulalion thet says 1t shall be 13legal
10 raise or increase the xices of 21l commodities, or it shall
be 11llegal to ralse the >rices more than such and such a Her
cent, The result of that can only .o a short way., It may
work within the range of the H>reviovsly exasting profit of a
company, as 1n the case of automobyles, where, as I indicated,



profit gives them a margin in which to work, vhere for a while
they can suply the increascd demands without raising their
price, After a time, 1f you try to hold the prices too low,
especially 1f you are workins; through infla.ion and orices
generally are rising, you simoly won't get the production you
wante That 1s, you can by law say you rmst not sell above a
certain price but you can't by law say you must produce X
quantity and not sell thet X quantity above a certain price,
at least not without goins into the courts on the ground you
are taking property without due process. You can fix price
or quantity, but not »rice and quantity at the same tame, at
an uneconomic level,

If you study the arice regulations of the world var
nerrod I thank you will fand that what haogpened then was that
the fixed prices were compromises with the market saituation.

A price wovld be fixed and then after a time 1t would be found
the price had been fired too low 2nd you would raise the price
until you could get the quantity you wanted. So, the fixed
prices were really just a way of sort ol evening out what
would have been otherwse under competitive condations. So
your direct price fixing 1s in part really just kidding your-
selves as far as ultamatbte result goes. It may be able to
moderate the movement of prices, 1t can't really control them
1f you fix them at a »rice that 1s not economce. If you plan
ahead both the production you want and tne price at which 1t
can be produeed and work the thing by planning, you may be
able to validate your fixed price, but then you are not de-
pending on your definite fixed praice but on the economie
planning which underlies 1t

That brings me down to the final zssve I wanted to raise
and that 1s this A4s I understand 1t, in general the present
plans of the ".ar Deparlment and NHavy Department call for war
to be waged, 1I we were to get into a war, under the private
profrt motaive, that you pay such prices as are neccssary to get
the production, with such controls as necessary to prevent
runaway prices but try to maintain orivate profit, try to prevent
any approach toward a war-time socialism,

I would like to raise this 1ssue: Is 1t possible to
wage a war by the praivate porofat rotive, using such planning
as necessary to make that work, 11 you haven't worked out prior
to the war the techniques necessary for economic planning
under capitalism? I have mentioned jJust this one problem of
the Coal Commission, the tume and gcost that has been involved
there to work oub workable prices for one commodity, without
attempting to follow them through, If you visualize brying
to work out workable prices for nany commodities under stress
of var conditions, under the stress of getting the supplies
you need rapidly, end with efforts to prevent prices from

- 12 -
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rising, aren't you sim.ly up against an impossible job of
economic planning to do under bhe stress of emergency” I
would hazard this kaind of guess, thet 1f we got into a major
war and 1L we attempt to operate our industraial system in that
war purely through lhe praivate profit motave without having
worked out the techmiques of necessary economic planning ahead
of time, we wall be 1n a war-~time socialism within a very few
months after the war has startede We will find 1t amoossible
to operate under nravate profat, We wall actually take over
in some form of Government direction the industrial system of
the country and be opersting under a war-bime socialism, much
more thorough-goiny and more far-reachin, than 1n the past
World War exveriences. On the other hana, there 1s a possibility
that we could develop a system of economic planning which would
work under capitalism which would figure out eshead of time
what production 1s needed of each nroduct each year within
lamaits througn a system tanat 1s both Jdemocratic and adapted

to andividual ovmershid., I won't attempt to ouwlline such a
system now, My recent book "Jobs for 211", proposes that we
now, regerdless ol war or peace, 50 chead to plan whet we need
to consume i1n thrs countiy and how we conld produce ate It
outlines how we could establish »rices and wages which would
make lhet volume of wroduction and consurption possible, wiach
would increase the buying power oz the counitry rapidly enough
to consume whet we are now cenable of producin; and ravidly
enough to out back at wark over tio or three yeesrs the ten
mrllzon workers ve hevwen't been able to absorb over the past
51X years, oSuch a system, I believe, 1f worked out slowly and
gradually as we go along, can be develoged without destroying
democracy at all, but can actually develop more democracy than
we have had in the psast and can maintain a considerable degree
of private initistive and rivete responsaibility. IL we work
out such & systom of economic plannin_ through capitalism and
under democracy, 1f we wock thac out in Jesce time, we could
use that szme system of plaming very effectively in war time
to provide the different needs of the counvry in war, as con-
trasted to those in peace, TI we continue to slide along
without workins out any such system and do get into a war, I
am very skeptical whether 1t would be possible technically to
do the necessary planning in time o. war and have 1t works

I have worked on economic program-making, and seen how infin-
1tely complex and difficullt 1t 1s bo work through. That 1s why
I sugzest as a final, concluding point that 1l you want wo
avoid gsocralism in time of war you will probably have to help
work ovt, along with ell the rest of us, sone cffective system
of economic planning in time of pesce.

ATC 195 (3/24/39) 13a
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Discussion following lecture on
Price an:%r;ﬁ”
by Doctor Merdecai d, Ezekiel
Beonomic Adviser, Dapartment of Agrieuliure
March 10, 1939

G ' Dre Esekisl, I know very Little about this subjeot
of prife control and don't know whether I have the proper
coneeption of what I have read, bub it appears that Hr. Baruch
is of the opﬁinicn thatl to start & war with a general balanced
condition ag voncerns pﬁiaeﬁ, L&sa regulation and the keeping
of” that balance by general action by pubting a genersl seal
over the whole gz;}im structure end allying the operation
of economie Jaw in some way or more normal Fashion under
that ;5931‘ is’ pz;aﬁ‘biﬁal and gquite simple, Then if you stard
vz;zf*b with a serious lack of balanee youlre driven to pare
tieular action, Bwbi that adtaon with reference to particular
eonmodities 1s never very effective and frequently has no
effeot &t alle How you wenr{ar if possible some of the daiffie
eulty of the Bituminous Coal Commission, for instance, may
not be due to the faet that they are abtempting to deal
with & particular compodity rather *ﬁhaza;hémm Jurisdietion
over an entire field. Will you give us a wment on that?

Ae That is a very large question. m‘ course, the
Bituminous Coal Commission 1s starting out wi‘bh & gituation
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in which there is & great lack of balanse in the industry.
Their repulating it has greatly over-sxpanded capacity.
There is very intense competition that continucusly forces

’ prices down to the bare cost rﬂf produetion and it 1s a
situation where réally they ‘are gaingq to eventually have to
control produciion 4¥ they are going to maintain anything
like a satarefactory increase in zjwr:icea that will cover sven
cut~ofwpoeket cobts and Uring relurn on investment at all to
the aperators. I doubt if %hair diffienlity in establishing
is more begause they are desling with dne commodity than
becguse t&x;;;r arvs c‘téa’}ing with many commodities, If they were
dealing with a wide range of nmi;ﬁmdim%s they would sbtill have
the problem how to bring the price of coal in resasonable ad-
Justment with other commedities, 4s a matier of fact, they
are agsuming the other commodities are o stay gt the levels
thay% are. ¥hat tﬁey‘ are trying to do is raise the price of
coal into 2 somewhat more reasonable relation with the other
commodities in view of its greatly decreassed condition
becsuse of the over-exploitaiion of mines and excessive com
petition from industrys. Now I would 1iks to make one commente
That isy it yeems bo me that he overlooks in that referemce to
initiél balance dne vary serious point « that is, regardless
of how good the balaree is your’economy prior te war 1s in
itself an unbalancing factor, You don't wanbt in time of war

‘ to go ahead producing the things yu produced before the warg

4@
i
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you wank #o prz@duea a groat many more of some things and
if you i’am}a alz’:pa@y been on the go st the capacity before-
hand aaujg%saril%\ you will have to produce a great deal less
of chex{ dbh&nga xzmu ars @,@;ﬁ.f&g 1o produce & grest desl
more gf[ sOME thifugsr am; :;ii' yc;n are operating for profit you
will/ have to enqwurage your produsers Lo raise the things
ym;{ %a;at in pr.!w\a and incresse ‘J;ha demand for thems That
ﬂ@ans | shift iﬂf your economy and a:a inevitable rise in

/ p;riaﬁ v:ari' Ny pi{aﬁue% you are going bo want, 1i may

alw%ya i'man a ﬁh&wp fall in the priee of other products

aaﬁ for ammpla, World War cotion took a sharp drop snd

mﬁfé was bocauss ;in spite of ite use to make TWN.T. and

méxer products, jmen ymﬁ start putting men into wobl you

/! /
//”“f: dém't need so m‘ﬁﬁﬁ gottone I am rather skeptical whether
/
é"/é ' i:.ha thang oan a hendled ss the ststement envisages. He
i, '
/ \3 overlooks the fantor as Lo hor to finance the wars

If you are going to %im;a.nee the war by borrowing ard you
are operating Q&t full capaeily which you'd have to be -
mogh pa;aple pay we ware moderately well-balanced bafore

the World War - when prices weren't fluctuating very widely
and most people were employed i—»\if you start under those
conditions, your first resl desision of policy is goang

0 be, are youe é@iﬂg to finante it by taxation and if you

' depide to finance it b:;r borrowing any attempit to pub a

general ssal over all prices just won't work,

“
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Qs  Oranting ‘éha‘c governuent spending increases the
mtiv;‘ty of industry & gresi deal, the question that comes
up in m;sr mind a lobt is when and bow will the balance ocour
and how is t{iﬁaﬁ berrific government debt and exeessive

" expenditure going to be offset? |

\

'There is a very intsresting relation between |
/ kY
%

indugtriel sotivity and taxes., If you talke industrial
aet.ivmy aﬁang&nb from 57 to 112 - that is, of course,
v@r}v dppr(mmé&tﬁ -~ ag indusbrial acmvit»y ‘changes that
wgfy,/ revehues charge {mm&ﬂﬁ.ng lake this - 4 billion \
8 J&g.llidn, 12 billiony and 4 billien revenues sorresponding
o abogib sixty of industrial sctivity, then as industrial
m'biv;%y rises to one hundred revonues riss to aboub 6
billion; as it rises to 120 it should be avound 12
pik :ﬂc&a, It's & cwrve thebt goss up like that, Our

/y} ' q

- . éxp}endimras are marming around 8 billion aoross heres.
“ﬁ%’aiar now ab about 100 on industrisl sctivity. If we
ean g%t andustrial activity up to about 125 we'll have
8 riational ircome of aboat 80 billion dollars and with
’;xifsﬁi g tox rates Federsl revenues would balance Federal

\ i I
‘ mp@ndiﬁmmm If we go on further to a level of sbout 150 whach

g ’) \:m what we'd have if we were fully employed, now as we were
izjﬁ 192@ we would have & net balance of something like 23 or
%‘m? :?5 billron dollars excess of receipts above expendie
t ras '/évn if we didn't raise present tax rates in the

‘/ - -d - ,
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least, Simply imréam:i income in the texable brackets. We
eould uge that increased return either to pey wer or old-
age pexiaims, vrovide wmore health and edusation as well as
more armament or use %u, in part to reduce taxes and still
have plenty left over|to redme,rmlama the budget, and
gtart pay:’mg off the a}:ﬂ debt. The yeal provlem is ihis -
1t ientt generslly ge&wm that &ﬁ‘ademl borrowing is 4
mevely an offseb to mmmt@ lack K}f borrowing. I was |
iamk’:%,ng over recently the flgures!{ of just a few days

. ago 4t the Chrysler Notor ﬁamganyi for last vear, Lasb

year they took in ten willzon écl)‘\lms more bher they spents

}
In other wordsy working it out onfihe dollar basiss fov
every ﬁaﬁﬁwﬁ dollars they took im they only pead back to
its yege sarnersy its dividend r@i@@i‘feré, the salaried

ofﬁf:ars, and to thoge who build p it and equipment for

and Tifty gents

mem ninety-cight dollars/and hoard . the dollar and a half.
is long as thab corppration pays ou 1ess cash then 1t takes

n 4nd hoards pert of the balance, bome ope elge has got 1o
s};m 4 more then they receive o kefe%; the people of the
douritry Eble to go v}m :uving. ‘I‘hé ii’wt is that every
m/ﬁgf»mss of 'th@ smount of bmmesa activity -~ many
"5;&:5* le pave every year — all of vf/ gmwhen we pay insurance

g&’ﬁi}?lﬁmﬁ - W spend ‘esg c:urmnﬁ}.y f&r our laving expenses

/
th 1w‘paid to us in dollars, (I © b insurance company took

i. £

th@t\méney and lent it to s@ma%{oﬁv W G\ms.lt s building wath

-

it tha% wmﬂé balanes all mgh% T‘ha%ﬁ uld mean somebody
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else was spending the money watd seved and it would show up
an experditure agalns Under regent lcwditiens there hasn't
been as much borrowing as has been gavad* Ve have a
persigtent excess of savings wcer épemimg. Paptly throuvgh
business hoarding, it's thrwugh conoerns like vhe Chrysler
Company iéak%.ﬁg in wore fhan bhey ﬁﬁrﬁ\«\ paying out. As long
as some concerng and sore imimicf;zaﬂsa\ have a net defieat
of spending over what they m{:&:i/v%\z ai?%::a\er the Federal
government has o make up the %’lan e Yy sponding more than
it receives or you gra going ‘tﬂc@ bav a reductaon in prices

79

or o decline in bosiness wtmi‘ty \1};9'” « You can't ‘

maintain the market for a humﬁmd delldrs worth of goods !
by gaving those who buy thzﬁ%s*ggaods m iy $98,50, That's
‘me raason why the gmfmdnit' s beeh glven to spending
to maintain the buying pm‘fm‘! of\, 1@}1@ peapié c»i‘ the countrye g '
I:bw actually produses more ﬁzaﬁwz)xal incmrka :fbr government ‘ {
%o spend,wm general mlfam, il we would only be willing
o sp%m& emmgh to drive national income fégt enough to \5
got beyond the balancing ppint but we hare m% the perve |
to do 1be I'ma litile ﬁ}‘@g}\%lﬁ&}e as to wheﬂk}er weld ruise
our spending, as again’'I Laava\&ymesad in my bm\q ;

Qe Thy is ‘our gw/ﬂrmaen\t. so deadly opposed tp barbering?
A8 a speeific a:sws, 1 se‘? from ﬁ\i& preas w’mﬁa e haveé sore N
several millim "bales of ea%wn\ '—i:h&t the w@we\mment PR

and gan't ﬁ%}i on the world mrﬁke*ba I gee tha‘c. Germany
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would like bo have this cotton and barier with us, but we
won't bariers

A. I have to give you the illugstration Seeretary
Burley gave i:n the léctors ¥onday naght. They asked him
why some of the South merican counfries didn't like
barters He said the reason was that when you can sell
gomething youtd yather sell it for dollars thal you can
use to buy what you want instead of buying what the other
follow wants to sell you., To get the case down to the
simplest form, one of his Columblan friends saad, "After
all, there is a 1imit o the number of opera glasses the
peopls of Oblumbis can use." We are ﬁ’al}.a;mg m our
international trade policy the basis of expending foreign
trade by reducing tariffs under what is knowr as the most
fatrorable nations melhod which mesans every time we sell
a gountry you can sjsllg to ug as 3 reduced country. Ye
say to every other ﬁaﬂﬁaﬁry, "Iohi can sell to us at reduced
tariff," E#@ryhséii;r sells for dollars and everybody uses
those dollars %;a buy what they want. We buy, for sxample,
a great deal from South Aseries - coffee and flaxzseed and
things 1ike that - 1t happens South Americe produges the
some products agriculturally whaich we produce so it isn't
traded but iizhay do buy indusirdial produets from Brgland
and England buys wheat fror ws to balancs the sccount. So

a large part of cur trade is a trianglar trade, Zngland

o u?m
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sells to South America, South Ameriea sells to us, we sell

!

, O
to England, When you impose a bmﬁér fﬁa&l you don't
inerease the trade - you reduce més%\“h \ade to the smallest of

whatever those two countries bought Xfx‘?ﬁym each other., We

, |
ez 't both follow the ‘wisdom of tryiﬁglm restore the
volume of world trade on this free basis of those favorite

nations and make barter desls with anylgpe country since

¥

R
we say we don't believe in barter and we do believe in

restoration of world trade, a free b&s.im at is the
Ay

policy to follows that is the reason wq&rﬁ;;ﬁx‘in\me to make
any barter deals with Germanye 4#11 Gur experazence with
such things hae been to gel more and more uz;%:wl{abla

and mean less and less trade and the z‘ezéés{@wﬁafkfmny is in

¥
LAY “

such sconomie straibs is because of her infernall expenditures

3 [ ‘
and externally she is following this h;‘:};%,a&f teehnigque and
by Va
is finding more and wore countries ?héjﬁ//fmv*g a%\\ fhy‘%\opara .
P b ~

f \\ N

glaéaas a8 they need, I'm always/afraad of bh& nésgxplmc
)

provesses, Somebimes I thank yiu a‘m't%ae@ the Wltimate \\
; | \ SN
effects, Now im wartime noless men work ﬁm%t n the
P A

As
N

criticsl industrieg where you have %o contyol supply snd .
i [{ |
then es one commission suggested, take the profit sway

& ! s
by texsblons That is pretiy mych what m{& did during the
4
World War in spite of cur altefipts at pz; oo wzzﬁm:h‘&
i H i \ ™,
Pretty much we let prices go ufxg; 4s nmuech ag possible and

Y
\
\

tried to tauke away this by texétione I think what ratters

iz what happens Qaﬁsfar time of war-if youtre willing to pay

‘
1
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two prives for 'everything you get and ‘nave a very chaobic
price eimeﬁ:im you ean get wost of youwr materdials for

war n&mds under %&ma condibions but you so disorgsnisze
:;reuz' ecen:;my that after the warts over you may have years
«of national chaos befors you \ge%*ymtr scononie system
fanctionings T think yrebabl;ﬁr the real pressure for some
kind of economie planning ccm%s in part from what 28 going
to happen after wors as well a&z: fighting the war,. There

is another protilem too and *aha‘t*} 16 where you can depend on
mapely the préfit motive X*ba ‘brz}ug gboul the readjustrent
you want promptly enough and rapidly enough fo onable you
to win the war with the least loss of lifé and the least
expenditure. I you woab for &khﬁ.gh‘ price to encoursge
manufacture o expand and mamfm‘tmfé yoi may uee a grest
deal of lives before that profib me%%ﬁuére has brought

the material needed. TYou wake a:dﬁmime plans to have the
plants build thet are gtﬁmg to builé,‘th)e petinated material
ag goon as war is ﬁeclamci or ahlead {:sf time you start
making preparations to haye the ca;:amty youtll get from
produetion, rather then just 13%1::5{% suft 1y and demend worke
Supply end demand works affer a faéhmﬁ i;m%- they don™

work anything 1like instaptansous or anyﬁsh\img like antopatic,
The case of these fixed prices indus%ri%s \i-i mxmm@bﬁe,\
aagapar; eto., ~ you may get supply and :iw%nd working

under the monopolistie theory so that fif-’sz;g per tent ig

net profit to the country. Oopper has the éa\am kind of “' NN
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production ah%ﬁ% ag this - tﬁaﬁiﬁk as produetion goes up
eosts go down bfwé under monopolistic production what
happens m*prieeaa is like thiss the very tires when the
cost 1s going down because there is a warkebd for it,

they pub pries up mnd up and supply and demand don't work
fracly, den*t\%m‘rk properly in buying industries where you
have that Llimit | competition. Sosthat is,the freepldy |
of supply and demsnd would be fine if this were free trade.
But the ﬁi\-@e trade &;;as not exizb, What doss happen s
what %ﬁiﬂ d‘i@eiéa to da‘ and left to themselves the huran
being beiﬁgj\what he is &@:d havang been brought up in the
situation in which he %:m@ besn brought up, they take the

Sy
baggest profit ’bbgﬁf‘ wan grab if you let them. i

;
Colonel ?aiilas& I think vhab Dr. Ezekiel has aa:irfi about
planning is one mm‘ ge&% argument for our allmatim systen
in time of zzea@a in wileh we attenpt to do that very ‘i:\hing
and thal is ons good masq:n why the Havy should js;;api in on
them, \ { / \
Be I'd like 1o ratz:gﬁn to this choet for just é\
minute, I have & question there. In order to i‘mrca’ |
industrial eapééity up to 150 wouldn't it be necessary
to ralse our horisontal line there up to 12 billion and
the two linss would then cross if we are: g::a»ingg to raise

“~ &

it by government spending? .
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de  Ag far ap our data run they indicate thalt an expenditure
of sight bi1lion & year is \s;baut hagh enough to meintain *
our 70 billion natidnal income to keep it ineressing sb
perhaps a few m:ﬁi@n a yeay, BEvery billion of expendi-

“ure adds aboub fgméa billion to national income. The
mmaz\mmipli% of expenditurs is ﬁ?ﬁ%?&hﬁ:ﬂg like 76,
enough o balance *bma axpenditure if you raised vour level
from @igh%.\\hﬁman ‘t:é xtan #o that wonld mean you are adding

‘f\“‘\‘

* about 2 ’c/illim a%&r to nationsl incoms and if we were |
spemi ‘Qﬁﬂ\ billion af yesr for two or three years wetd |
ba car r:% mﬁr abwa th!m point and balancing it -i:hmugh
m‘/, éhﬁre is no \:immm@‘zsf such scveptence of the people

. a;éz{? Gan#rsss o make t&iéé\%‘f at all probable, There is

‘8 ﬁossﬂbility. ‘fha%wiw it is possible for s government to

£

spiend 1£¢ney m‘bhcm?c % aﬁ&mw the deficit at all. i‘%ari;’ of

AN

gﬂ%ﬂéﬂ@h‘é i‘iﬂam?ml e};vamt:i obs are i‘raani&ed as ’mmuig&i
7" the Ejmm or ?;ha ﬁ’am ﬁréﬁit &ﬁminwtmtmn were %h;tm
‘!\ ‘akes &x’eﬁt i’égﬁ ity a?ssa% and sells ventures to the i
gsnemi’i. @ﬁb}i@?* faﬁm er@é&ﬁb has a good many bills | \
outstnaing in ﬁé:”b;gagﬁaaifhiﬁh they use ag assets to sustify
the 1 aﬂané% of &é&n@ﬁmﬁ ﬁéﬂ.a\ﬁ% %o the genersl publids <Here
the ed@mf.l %wrk"ﬂ;\%az;ﬁ ﬁmigﬁ {;}1 draves in investnent ‘
aa%i‘e‘i@y?j ﬁﬂm&iﬂiﬂ prm%umim%, that 'ggﬁr their own way
theay am’ instead of paying thoupands out of the general

dat:t it pays for them but the ;;simnial resourees ~ road
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and rail pradm%:icﬂ, ate,, if we ecould sdd a couple of
p1llion dollzrs of ‘those produdts we would get a very rapid
rige in national inbome withoui any corresponding increase
in the debt., It mﬁmsmaka i% possitle to bholance the
thing without it lmei;:ing too bad on paper. This whole
talk of Federal debb is pretly much & matier of peper
) accountgs I have ’isaif:ag& the figures Jfo:e o large corporation
and looked: thuge ﬁ?ﬁ:’;\“‘ {0 ses how ﬁmyff would logk i1f we
made' "that e;\e?i‘:fxqmti&m’ vhow 1bs goeounts and those fagores
shoy that' mﬁ; of the ben veaps the gorporation has spent
more thah it receives - a horrible deficit, It doesn't
mear that, Any one looking at thet would say lre
ear@;raﬁﬁn way f&imngﬁ. Its agsete havé inereased more
than ite debbs, Its rég;zlw eorporation balance sheeb
/ @lsd shows sssets exactly ‘squal to the llabilities but
‘ smu lge into your 11&@1111% snd find they are a great
mimm‘a of debts a’%mi to aav&e’imﬁy else and some items are
" [0 m‘ixed gou can't mu what'they are. If ve seil up &
/ "ba:tame ahae% syfawm f‘er the Pederal Government ymduetive
: l asse‘t;ﬁ guch as fbhs new bui mi:t;gs here,euch as the nabional
forest @xghi&h vields trees, perke and playprounds, yieldiag
m@reaﬁ!c}n&l facilities, ‘no ﬁﬁuhﬁ‘w%fﬁ find for the past
six zeaiﬁa {h@% the publie assels m;%a been 1nereasing
much fasber than *&he; publie debt betiderely bevause we foree

the Fedéral government to show 115 ‘aveounts we get inte
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this whole mental fé&? of something terrible going to hapoven
in spite of the fact that this i¢ the richest country,
The amount owed is very low compared ’f%o the national income.
Qu  Dry Ezekieh, I*d like to'go from this bill.
Some tins in the past two woeks there has been nuite a
b1t of press discussion of Eri‘biﬁh,}%mcie treaties as
related %a“’hhe @c&ﬁﬁn preagr#m. vy ﬁwy say they can't buy
cotton Brcsm “&haﬂ;gaiteﬂ Htates on thas tr.de acreemsnt
due to ghg faet ‘i&ha‘h the price has besn paid up encugh and
M they will have o fall back on thet agrecment. Would you
disouss the economies of that vlf’a*ry point they brang up?
.é,g ’i’ha GifTiculiy %héam iian’ﬁ that our cotton ig
80 h;gfh ‘bat ﬁm‘b ather t‘m%okl\ iiea g0 cheaps There is a very ‘
r%l ﬁéﬁfw&hﬁa related o' ﬁiws eotton pregram, The laws
/gawed ?rzy tife eotinbiya year ﬁg«m lappliea, Therdepartment
' had té\ ma%tai mandatory loans of givan “level regardless of
ean%immm,f - Onee those loans were madé the government
. /éa‘ﬁi:on was ftiad up until the end of the cetton season,
s ' In spite cﬁfthe fact that the cobton andér lien to the
ggwmmm% in storage a% the end of ibis season, thore
'is an actugl shertaga 6&‘.‘ £ree ceﬁmm The entire supply
J almost has been tied f/lpn You see i%gf_ﬁn*t vory high, Bu’i;}
" with this }.akgﬁz supply avanlanle aéhéi %f:he knowledge of this
\aupply to ié@ available 1&:%:» out ea*i:t&m has been held out
c;f relation both to the pripe of mmf cotton and to the

fubure market, Grdin&mly the futmre. m&gket works itsels
iix ‘
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put 8o ;',haﬁ the :fzz‘ﬁu?a price of cotbon next Yoy is worth
about what eobbon is worth today plus the cost of holding
ite If the price goes down in the mesntime he is protected
from loss becauss g;a makes in the sele of the future what
he loses in bhis spot cobbon, Thi£ large ownership nolding
of eotton has thrown the future p%iws out of line
The future praves ave below the ﬁfpa% price. It's km"em this
eotton ?&11 e availabls ab the fmd of the season sine&a
the fu'm%e prive is ?ésaé&w pz*ﬁaex{t prices they bring. We have
pegged the whole world' market but our cotton is sold just
encugh below curs to trah:e afvantage of it. The cotion
wordd st411 be %:m high'ass long as the precent ﬁitnati‘m
prevailse There are vaasjieuﬂ\ measures in Congress whioh
Congress is trying o halp through without walting to the
end'of the season to egyrest that situstlon. In other
words, any time you ::h:; fpgg ia vride higher then 1t
showid be or lower thah it ahnal& be you are Iikely o
indute gll kinds of tﬁﬁuhle{u )

0, Itd like to ask you another question a%mu& the
national debt. Perhdps 1u's true the size of thag |
paticngl debt m not @ucn a'eritical matter bub mmmmng
your haven't a&m&nﬂeﬁ on is thp shift in the b&mlen of this
nationnl &Ehﬁgfip my mind bhis rationgd debt is penalizming
a terbain pwtgtm of the pagmﬁatim} v.ly or wally I mean,
The middle el,zqsa is supporting the &ﬂ%ﬁﬁ; part of the
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it;npﬁlaj‘t'iﬁn . The wealthy classes will nob be hit by ap
inflation which may be inevitable but there 1s a transfer
of wealth on which the muddle class will have to bear the
bur&ega Would you ears to comment or that? It's nobt the
gsige of this thing but what it does to a certsin element
of the population, the fixed assets of prﬁfes;isnal
people, fixed salardes, the value of 1afe insurance.

T think that is being baken away from & cerisan class of
the populaticns ‘

) A4y T think you'd have to carrect your statement to
sa#:i} aﬁa;éhen the nationsl debt increases so rapidly to
raise in priee leveljthe rise would 1tself be penaliming
the population. That depends on fixed returns. 4 rising
national debt doss not cause a risiﬂgeprige—laVQI‘ Untal
such time as it doos cause a great rise in prices becsuse
/ vou have excesded your current graﬁuéti&n, it boils down
to this: ae long as you haven!t succeeded in driving your
éati&nal capatity up bo fuil uge you'rs not having inflationg
as long as you haven't succeedsd in restoring full prodection
you don't have any danger of inflaidon or any loss from
an¥Iation, TYour a?gnmant»is thise 3if you kepht on apending
to build vp the debi rapid&x'untgl you produced full
production and spending combtinued dntil you brought up the
price level you'd te exploiting those who receive fixed

incomes but there is no indieataon of deing that . Every

&
*
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pressure will be to start using some of the inereased income
to pay off the éebt. ay svon as it is possible to sarn the
money unlil the time you do succeed in;dr:;ﬁrmg your production
up to full capacity, Your prices are nob risings Inflation
consisis in inoveasing buying power faster than goods are
baix;g prodused. Inflation congisis in prices rising. That
is not any change of spending enough to irvcrssse full
produetions. We are goang to gpend so much more thet aelll
both reduce full prodecibion and rising prices beyornd that,

@«  You feel theére is a point where income will e-wal
expenditures?

L Then incoms eguals expenditures you do not have
to contirue spending wore than you take in bub you'll
use part of %zhra excess to pay the costs As poon ag
your ta::t&s rise above your spendivg you start veing part
of those taxes to pay off the debb, Thab becores a
deflationary fagtors ( The real factor becomes whether
you van use thel mueh to pay off without causang damsge, The
provcess of expanding the debd would be inflatoionary, If
Fou m;m opersting at full capacity, this would occur.
There are ﬁewaﬁ:n avtomatic cheeks, I think. 4s long as
we ?{ava a greatl worry over oxeessive spending there is
no danger of maintzining excessive expenditures at all
at the tine when exeelssiva‘amandimma wight produce
a rise. Yo probably eut it off too sbon, nbt loo late.

I
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It would be almost certain o produce the sanwe result produced
when & rapid expendibure was made ixﬁvsi?% and 1937.

Gy TDoctor, I apoke.sbout the undivided profit of
the fi‘hryaiar Corporationy, I'd like to ask you }zm a
huainess can remgin healthy and axé:ané unless it is sllomed
to retain some undivided profite in gued years to counter-
balance lcisae’s in %.e&m years?

S

. ke Peouliay thing is the effort of business in times
of rapidly rising production to build up a reserve . It has
been one of the major fgetore bringing on the lean years.
Aoy bime a: tusiness wishes to expend its plant it can do

so perfestly easily by éalliag new stock or selling new
tonda, as for mla’%he Consolidated Electric has dones
The Consolidated ﬁlg&‘ﬁriu Edison wanted to expand its plante
It didn't vut down on dividends in order to expsna its
plants It simply #old new stoek or bonds ard increased

the money and borrowed the money with which to expand.
Chrysler has added gone méillﬁ.m dollarg & year for four
years tc; the cash ms&msg Bach year thelr cash resorves
are 8o tremendous, t%zeﬁ} gush on ha)ad was moye: than the
total value of all plants ah;d equipment. I can't see any
nead for that or anyway to ¢all it except just hosrding,

A8 a matter of f&ai, T happen to own a very minute number

of shares in the corperation and I wrote, saying, "I
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notice in your anmual report you make no explanation to
|, your gtockholders why you sre doing that,® but I haven't

Y heard back yet. The real point is that i1f corporations
f generaligr do hoard a groat desl of money in a period of
‘ rising business by very reason of that faet tend o brang
0;1 subgeouent periods of contragting business. 1f they
dadntt do it they wouldn'’t have 80 mony depressions.

Q. I wonder would you care to‘tacmﬁmue on the
possibility of the uializatioh of tie pre-crgonization of
the depariment in the event of war for the control of farm
prices, For example, with their existing statastical
organizalions and various adminigirative branches and
also on the general cuestion of this whole f@og. adminietraw
tion guch as we had in the lasbt ward

As I would say thal wheneveyr a devaﬁf:apmanﬁ in the
last six years in the field of agriculture %zaé been made,
the most complete system of geononle planning of an
industry through dewouratie procesdures that is in use
anywhere in our sotlety todays That perhaps nine-tenths
of production is economically being conducted 1 aceordante
with national plaps laid oub yesr by y;ar for pach years
Those natzongl plans in the laying out of those planning
/farmrs gooperating both an county, state, and national meetings
and digcussing what problems there are. Onee the plans
. ) nave been dramn up the production on sach farm beirg related

to £it into the mational total problem today has been do

1
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- hold down pmduaﬁem If it were necessary to inerease
production, that also could be ::im;e. There the same
peghanisn could be used, I think the polnt made here is
quite vorrect - that zt could nol be necesssry in tige
of another war o establish another food administration
beeause you have row an crganization for the econcirie planning
of agrigulitural produetion eond to a large extent marketing.
We do have reserves built up at the »oment, In time of
war iy shift eould be zaa;ie through the planning machinery

' there and any price soubrol could be mede through the
, exigting astion and powsr of the depariment to regulate
prises with some modificataions or wartine needs., As
a matter of faet, what I suggest for a pomitive expsnsion
of production and con wmpbtion is in part a modificatdon of
the bachnigue need in syriculture of this ecentral planning
of the whele output with 1ndividusl responsibility, individual
Judgment in carryang out the plans. It would be a great
expangion instesd of the contrastion when induatry dees
not ‘expands

Colonel Miles. Ye have kept Dr. Esekizl on his feet

for a long t,:i:me.
{ Qs I'E like o ask the Doclor's cpinion on the
Leed Bill, He re-introduced a tull relative to financing
& war which had some support in the last Congress, IV1l
try to slate this braefly. We'll budget what we presume
i be a falr setimate of what the war aéﬁt night bos

-19
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We'll take ar inventory of each ipdivod.al an this country
that debl will then be pro-reted against those assets
. and that the Covermment will pay an winterest of one
per cent on the smount that 1s borrowed., If the individual
has ot sufficient cesh to advance that ellotted part of
the debt he'd need be may borrow it frow the governrent
at a rate of six per cent. .
Ae  I' not sure I understand the mechanism wholly
but If I do undersband 2t I'm afraid the result would be
much as it was during the ¥World War. While ou'd have a
foreed loan, 1t would be & losn that individuals in turn
wonld go to their banks to raise the money, that
probebly for the time being most of them couldn®t raise
the monsy. A person whe owns & ﬁs,wiﬂp house ard is called
upon to loan £2,500 dollars to the Smwirmem 1snlt
} going to have to borrow 1t. Eve’s; w‘:huué%}z 1l was a foreed
loan instead of a LIdberty loan they ﬁeﬂﬂ sold it would stall
© rigult in Pinancing your war by %’m'rmmiim\g and prica
inflation. T would prefer o see h@&%’i‘mtkﬂn for a
gtreight ten per cént incoms %ax on @vm.*y ore with perhaps
about ‘Pive hundred dollars with gsa**imps; haavy profit
tax of sixty per %ﬁ‘h of war pepfit, p«(ri'kaxpa income snd
prmfi‘&a paid s& 1t Wasn't & fact that i‘b‘ paid for the
waEr uﬁ yé% Went zlong withoub any bormmx%ga It
v won't ¢pbgt the individuals mﬁy more than 1t would cost them

in the end or the general sconomic chaos Ahad inflation
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produces. I reslize wars might not be so popular under such
8 gystems

Qs Just one more question. Walth reference to that
chart T wonder if vou care to daiscuss the effeocts of this
duplicate taxation not frem the Pederval taxation from the
states and municpalities, On thet curve whach you have
uy theree

4. That eurve is with refsrence to the relstion og‘
national income whidh T have sta%eﬁ there as industraal
produetion to Federsl revemes. In practice all states,
the bulk of state ard logsl toxation comes from real
estate texes rather han from wither income taxes
or sales m;a o e‘t&i&r yireld taxes as tne result of which
state revenues do not rise as rapidly with rising national
income ap did the Federal incomeyof course, thers is a
cunsﬁjderabm portion m‘.: state taxes bamed on sales taxes and
in those cases they will go up too. A8 I wight say, that
chart might bevter have been drawn *hhis: way og far ag the
Federal goverrment im conterned, Then ﬂé%tiana;t income rises
like that Federal revenues rise like t&:aé\\,, Now stete and
locol revenues, The reason I mentioned n,;im%imal income
rising like that, sﬁa%ee and local rwam*m; would rise
like that., So vhatewver duplicalion thers is,whatever
burden of duplicataon would tend o bemma‘\ less
and less as you get higher and national inaome and highey
and bigher Federal revenues. They would represent, since

aﬁﬂ,ﬁw A\%
- . §



i o Radk TR R R A L T WS T AT LG ST i - ool el Y Sk 't B S S
al ww«fﬂw’w;ﬂrmm 3 G- AAVRGEE KR i S et o PR, VTR R AATRRE PR ot

B T < 1 L 0
3 5 2 w ¥

5

{;m e

¢ r
¥ 4 ‘K ‘%éw.ws

local and state revenuss become a decreasing purt of tne
“total, che duplication problem would be minunized rathee
zb‘haz; inereased.

" ol litles, We all want to thank Dr, Esekile for
coming over and giving us his tide srd I'nm surs we have
all gob a great dedl out of what he has said and I think
the sum tobal of tho intelligense of this class has been
ralged vaé:; greatlys
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