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ECONOMIC DEMOBILIZATION '

23 January 19581

COLONEL WILLIAMS: As you have seen in the weekly schedule, the
last lecture of- the procuremant and economic gtabilization progran
today is on economic demobilization. I hardly think to as erudite
a crowd as this I need explain why that is a timely and necessary
subject not only for us %o consider, but far orgenizations such as.
the one represented here today to be concerned with, even when econ-
omic mobilization is, as you and I feel, at least somewhat obscure in
its past and present.

You also know, from hevirz read his hingraphical sketch, that
‘we have with us the Director of Lesearch of the Committee for Econonic
Development. - As much as I dislike long introductions, I think it is
probably & necessity that I explain somewhat to you what the Committee
for Economic Development is. :

The Committee for Economlc Development is a nonprofit orzaniza—

tion created in 1942 by businessmen to accomplish the following stated
purposes: In order to develop oolicies of zovernment, wusiness, labor,
and agriculture which will most effectively contribute to an expanding
economy, the CED Research Division was orzanized. Under the CEZD bylaws
all research is to De thoroughly objective in character, and toe approach
in each instance is to he made from the standpoint of the zeneral welfare
and not from that of eny specisl political or cconomic group. 3ub it is
purely an organization of pusinessmen, and taey pudblish from time to time
expressions on national policy. ' ’ i

I thousht we might go one step further. The subject, as it is and
as it was esperienced after World War II, mizght oring to your mind ¢
Miell, what is the record of the CED on price control?" So I got a
pamphlet that the CED printed in April 1946 entitled #End of Price
Control-—How and When." I éon't know what Dr. Myers is going to say
today, but I do know that then the record was an enviable one. When
most of us, I believe, thousht that business as & woole was golng to
say, in early 1948, Npake off all controls. Tet husiness end prices
scck their own level," CED sald the carliest that price control should
come off was July 1947. It said rent controis should probably go some-
what lonmer. CED didn't set a date, As you ¥now, due to the hue and
cry of others than this ressarch orzenization, price controls came off
at the end of 1946, vefore they thought they should come off.
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I would like to mention also that after the war CED had over 3,000
task forces in industry throughout the country, which enabled no doubt
our national gross Product to increase considerably, ‘as they were
encouraging business to build in reconversion and not to curtail,

:

It gives e great pleasure to present Dr. Howard B. Myers, Researcr
Director of the Committee for Economic Levelopment. _ .

' DR. MYZRS: It is very nice to be here and have a chance to talk
to you this morning. I would like to “all quits informally. I want
you to feel very free to ask questions duringlthe question period.

_ I feel & good deal of responsibility being here .in the windup
Position. I hope I can keep up with the averagze of the preceding
" Speakers. ‘ :

_ As has been just indicated, the CED started out with problems of
demobilization., So all of this seems in gmneral somewhat familiar.
It will be different this tine, but we can learn from the experience
at the end of World War II., Of course, some of what I shall say this
morniny will be drawn from our experience in that war. '

When the‘subject was first mentioned, it scemed odd to me that
Just at a time when we were entering the mobilizetion Phase anyone
‘should be asked to talk about demobilization. 4t the present time
that seems so far away that one thinkss Why should anybody- talk ahout
it now? Actually, however, the. two suhjects are rather closely.related.
How we can demobilize ang the success of the demobilizabtion effort
depend in considerable part on the mobllization work that has precéded
it. I want to talk this mornin: a little about hoth, bhecause I think
I bave to talk some about mobilization in order %o Present suggestions
‘for demobilization policies, : :

More,specifically, I thin the .demobilization pelicy depends on
five'factors. The first is the extent of the mobilizaﬁion~effort. Are
we goin into a war, or is it a limited defense effort? Are we going
to have a.total conversion to war, or is it goin:.' t5 be just a partial
conversion? ' ' : ' o :

Second, our demobilization policy depends on how well we mobilize.
Is it an orderly or a disordarly process? ' Do we have = stabilized
coonomy during the mobilization period. or'ds we have infletion? Do we
haﬁe'control-overﬂthe volume of money and liquid”éSSéts held by the
Peoplie, or is there o great increase in money vslume during the war or '
defense period? e T o '
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The third factor isy; Fow long bave we been mobilized? Has it
been a short effort, with the economy still capable of shifting back
to peacetime produotion;'ofﬂwill“it be a long-continued effort during
the course of which we become fully adjusted to war and in which our
peacetime skills and abilities and equipment become rusty or obsoles—
cent from disuse? o ‘ '

) Tourth, How rapid is the reconversion? Is it a gradual decline
- from a plateau peried to & continued fairly high and fairly gtable
level of armament production? Or is it a very rapid and abrupt cessa-

tion of war orders and a quizk shift over to peace?

The fifth factor which'I Will"CQmment‘on jg the question, What
do we demobilize to? ‘That is, do we g0 back to a free economy, OF
do we go back to something else? Do we still continue rigid controls,

or do we fvee the economy and pub 1t back in as nearly as we can the
situation which has existed in the last few years?

Now, we have two possible mobilization patterns. Actually, of
course, there are dozens, butb I shall suggest two types. One is a
rapid mobilization ending in war, with an allwout conversion end
military expenditures of 150 billion dollars a year or mOree. ‘A mach
happier assumption, end one on which I gather the planning is now

¢aking place is that military expenditures will be about 40 to 45
billicn dollars a year for fiscal 1952, rising above the level in
fiscal 1953 to a level of perhaps 60 billion dollars plus, and after
1953..1954 some decline, perhaps to a level of something of the order
of 35 to 40 billion dollars annually: in other words, a substantial
pat .nevertheless a clearly limited rearmament defense efforts

In terms of our gross national product that would mean a diversion
of around 13 to 15 percent of our total production to war purposes in
figeal 1952, That is roughly the average for the year as given in
‘the President's budget message of a few days ago. It would be that

_portion of the total production, rising to, say, 20 percent or more
in fiscal 1953, end thereafter declining to perhaps 10 to 12 percent.
That is against the about 5 or 6 percent, I think, in fiscal 1950

or in the first half of fiscal 1951.° :

How ghall we mobilize in these situations? Well, again we have
a variety of alternativessg but I shall select two &s typical casesc
Under my first alternative, that is, rapid mobilization leading to
war, what we would need is very stiff taxes, drastic limitstlions on
credit, direct controls across the board, maximum diversion from
civilian production, a high degree of government direction of .all
aspects of our economy-—manpower, productive effort, and so on~-in
other words, more or less thé pattern of the last war. That, I am
sure, is familiar to everyone heres so I shan't develop its
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The other alternative, the limited war effort, is more pleasant

;td qontemplgte,ffﬁﬁ,probably.op the whole more difficult ts do. Hers
~we'.need to increase production as. rapidly as possible, particularly

military pfodﬁction at the present time, but nonmilitary production
as well, We need to take various actions to speed the change—over t
defense production., Finelly, we need -to prevent inflation and to

 stabilize the economy at approximately the present price level or

something in the neighborhood of that, .

New, on incressing production—I shan't go into that in detail,
but only rapidly and very briefly-—we need, of course, to lengthen
the hours of work. We need to bring new workers into the labor forc
We need to use our facilities on a more-than-one~shift basis. We ne

~to improve and build up skills. We need to channel our investment

into needed lines so as:to increase the equipment and plant inventor
We necd to maintisn incentive, that is, we need to encourage managen
and lator to take ection which is in ths public interest.

- To speed the change~over to defensge Production we need, fTirst,
speed up military contracts. They are not coming out fast enough.
necd to use limitation orders, conservation and conversion orders,
set-asides——a variety of production controls with which I assume you
are familiar-—which can both meke it possible and encourzge business

- to shift over to war orders. We need to use various tax devices to

encourage .the shift-over.

One of those is accelerated émortization, to encourage the iner
of capacity in lines where Increase is needed. You are all familiar
with that, I take it. We need to use government credit where necess
to enccurage investment in increased capacity; and meybe government
guarantees, government insurance, or direct government loans if priv
funds cannct be made available,

. We need to use'the price system as a devise to stimulate people
do the things we want them to do~-workers to shift opver to the plant
making war goods, manufacturers to shift from civilian to military

production, and so on. .The most persuvasive and efficient device for

.that purpose is still the price system. We can't allow it to’ work

unconirolled; but neither can we afford to abandon it. I.think it i
extremely important to remember that fact, =

Finally, to prevent inflation, my third ohjective, I agree with
my friend, Professor Burns, who spoke to you a month ago, thzt the
problem is to restrain total demand. For that purpose we rely, and
should rely, Primarily on indirect controls. That mesns stiff tax
increases. You are familiar with the general outline of the Preside
budget message. You realize that in general what I mean by "stiff®




1279

this situation is roughly something on the order of 10 -to.15 hillion
dollars of additional taxes this year. We ought %o invthisrlimited
effort, in the situation with which we are now faced, at least pay

. as we g0.

We need strict controls on credit, We need to use selective
"controls, and we have been doing it with a good deal of effectiveness,
I thnink, that is, the controls on housing finance, ‘the consumplion of
durable goods, automobiles, and what not. :

We alsc need to use general credit controls and there our record
has not bsen good.“The total volume of loans has increased by more
“than 5 biilion dollars in the last six months, which is one of the
major factors giving rise to the present inflationary pressure.

We need also to take action to increase savings—.voluntary or
conceivably forced savings. There again our record hes not been good.
Yo effective.action ‘has been takea thue far to increase the volume of
. ‘persdnal inzome which is nol ‘spent. '

‘It might be useful to go at this matter another way end talz a
1ittle about how not to control inflation. A friend of mine once
wrote a book on the subject of how %o make a hole of goif in 19.
‘Similarly, we might consider the thinsgs that we ought not to do in
this situation. ’ ‘ '

Primarily, I think, the things we ought not to do are to rely
‘mostly on price and wage controls to control inflation, and to finance
the war by borrowing. If we do that, the results will be precisely

what Professor Burns told you & month ago that they would be. We will
have reduced production rather than increassd production. We will have
distortion of production patterns. We will have shortages of zoods most
in demand. We can duy sport shirts, if we want to, but not white shirts.
We will have supressed inflation. ‘Eventuslly we will have open inflation
when controls are removed or when they break down. These are hard facts,
and they are controversial facts in many ¢iréles: but I don't think there
is much disagreement in the economic profession adout them, or much
disagzreement, in government or out, on the part of those who study the
problem intensively. ' SR T o

It is clear that wé are going to have price and wage controls.

It is announced every day 'in the papers. The danzer in the situation

is that with price controls we shall consider that we have done some-
thing and will relax ocur efforts to take fundanentsl action to control
inflation. Tax and credit policies of the sort I have just sketched
“will be as important with price end wage controls as without them. Our
objective should be to first supplement and then replace the price and
wage controls with indirect controls and, as rapidly as possible, to remove
the price and wage controls which we are now about to impose. The form




" that price controls should take depehds a good deal on two major

bropositions or major questions. Should we attempt to stop inflationm,
to prevent further price advances? Or should we attempt to slow
inflation and gradually bring it to a halt, ‘ ‘

I think it is very important that we not attempt to just cut off
and hold a given line., The "Thold the line" technique is, particularly
in the present state of our administrative efficiency in the ES4, the
surest way to get the system to break down. Ve should try to restrain
but not to stop price sdvances. 'Tb?t’is my first principle.

My second priciple is this: We ‘should leave as many decisions
as possible to business, to the individual producing units. That is a
very simple administrative precept. It applies in most administrative
operations and it obviously applies nhere, : :

Now, i1 general these two principles point to a system of margin
controls raiher than specific price ceilingss in other words a system
in which you control the margin or the markup on price, except at the
raw material level., It means the sort of price control we moved toward
in World War II—-a bercentase markup at retail and wholesale, with either
a percentage or a dollars and cents markwp over direct costs at the
manufacturing level, I shan't go into this here, but I will be glad

to talk about it further if you have any questions later., At the raw
materials level I think you need specific price controls. The margin
technigque will not work at that point in the production process.

To zet back to ny five points: I have talked a little about two,
that is, the size of the mobilization effort and how and what our mobilis
tion effort consists of, My third question is, How lon: have we been
mobilized? I won't try to go into that in detail. I think the consequer
for demobilization here are rather obvious. -The prodvlem is clearly more
difficult if we have become rusty, if our machinery and our sikills are
obsolescent, if we have habituated ourselves to the new form of life,
in which the'military takes a larze share of the national production.

It is much more diffiohlt then than if it is a quick process of shift-ove

and then reversal.

My fourth point is, How rapid is the demobilization? Obviously,
here also there are important differences. The Problem of 2 slow
demobilization is quite different and srobvably a zood deal more difficult
than is a rasid demobilization. The problems of maintaining equity and -
maintaining efficiency become much more complicated. For example, take
the guestion of the gradual reduction of military orders from competing
plants.v Take the automobile industry as = sinzle 11lustretion. If we
can cancel our war orders overnight, as we did the last time, and give
everybody an even break, a chance to start to produce civilian goods—-lel
the various producers race for competitive advantases—the Job is clearly




much simpler than it is if we have to do it gradually, to slow down on
the orders we give to Chrysler, Ford, GM, and Studebaker and try to
maintain a balance and treat ‘each one fairly relative to the others.
That is both very difficult to do and obviously plays hob with the
efficiency of civilian as well as military production.

My last point is, What kind of economy Shall we demobilize to?
‘I shan't say much about that. It is my hope and my assumption that
we will try to demobilize back to the kind of economy we nave had in
' recent years——one in which there is a large area of freedom of enter—
‘prise with-only very general and very broad types of controls. I
‘pelieve thst practically the entire'pbpulation.agreés.on this assumption;
so we don'v need to talk about 1te. e :

Yow to get more directly to the de@bbilization”proceSé. Car major
objectives in demobilization, I think, are three. First, we want to
facilitale the change-over process. We want to shift, as we now are

anxious vo <hift, over as rapidly as possidle to war production. We

. shall then want. to ghift back, as rapidly as possible in terms of con-
tinuing mititary needs, to~civilian production. Second, we want %o
'incrgase“civilian‘praductidn_as rapidly as possible; to increase the
total volume of goods produced. Third, we shall want to stabilize
the economy at high levels of employment. ’ R

N Those wWere our objectiveé the last time, By and larze it was

a pretty goopd job. It seems to me in retrospect better than we pernhaps
nad ‘2 right to éxpect. But how shall we apply our general principles
wher the time comes agein? How shall we work toward these objectives

in what we hope is the forthcoming situation?

© +"So far as the first two objectives are concernedéffacilipating the
ghange;over'and increasing civilian production—we want to do. several
" things. We want a prompt’ cancellation of government contracts, govern=
“‘ment ‘orders. We were discussing just before we came into the room the
procedure of last time, in which thousands of telegrams were sent out
_on the very day of the Japanese surrender, canceling war contractse
If it can be a rapid demobilization, we want to io that again. We’
don't want to "make work" on war production.

We want also prompt*éettlement of terminated war contracts. Again
I think the record of World War II was quite good.

We want to release funds rapidly for civilian production. We can
and should,devise>method§ such as those used the last time, by which
“ the bulk of the funds which were %o be peid by the Government coald be
. ;paid gquickly on certification, with the palance withneld for audit and
T more careful examination end with stiff penalties for fraud.




We want to take certain other steps to free funds for business,
.because business is going to beffaced;with an immediate and urgent
need for more money~--money to put into plants, money to put into equip-
ment, money to rebuild inventories, money for other types of working
capltal. We will want in that situstion a flexible credit policy. We
'may nea2d to turn to government loans, government gusrantees, or ZOVEIn-
ment insurance devices in some situations. If we need to, we should do
it promptly. ' '

We need next the prompt disposal of goveriment war plants and war
equipment and supplies where those can bes used for civilian production.
We may, particularly if the mobilization period has been longz, need
some retraining of workers. And we should remove controls as rapidly
- as is consistent with reasonable stabilization,

My third objective—stabilization at high levels—presents a number
of difficuities. Particulsrly it will be difficult if there are large
accumulations of cash and 1iquid assets in the hands of individuals and
businesses, as there were during World War II; particularly, in other
words, if we do not restrict credit expansion during the war.

We need to protect against the dangers of both inflation and
deflation. The last time we were primarily concerned with the danger
of deflation. I think now, as we get into new demobilization, we will
take the position, which I think is the correct one, that the greater
danger is that of inflation. We have seen it work out recently. We
no longer have our thinking quite so much controlled by the experience
of the thirties, and our governmental and private action is apt to be
wiser in consequence. ’ ‘ »

Deflation is, I think, the iess likely development.. It is,
obviously, one we should guard ageinst., Our pclicy. I think, should
include the extension of uiemn? oyment insurance or unemployed workers,
beyond the present period iy necessary., It shouié include an expansion
of public works, a device uiought of in the thiriiecs as a panacea,
pretty much discredited in the forties, but probably one which has con-
siderable merit, not as the program against deflation, but as one eleme:
in a2 rounded program to deal with inflation. '

We shall want to make tax reductions. That is one of the happiest
recomnendations that anybody could ever make. o '

We nmay need ﬂo run deficits., If we do, we srould runm them without
fear, ' ' S ‘
‘We should édopt»an easy mﬁney policy. That mey involve reducing
reserve requirements. It will probably involve &Pen matrket operations
on the part of the Federal Reserve System designed to encouragse expansi

8
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. That is, the Fed will probadly went to buy governments, and it should
probably do.its financing largely through sales %o the banks. -Both o
devices have a tendency to encourage the expansion of credit and thus
to maintain demand. : '

Again, we may need to use government loans, guarantees, and so onj
‘and the case of housing is & case in point,

In a deflationary situationfwe'shall went to have a rapid elimination

of direct controls over prices, wages, and production, That is a situa-
tion in which we can decontrol rapidly without harm,

. What should we do -in the event of inflation? Largely we do the
reverse of the above. ~ We maintain high taxes. We run a substantial
surplus. We adopt a restrictive monetary policys that is, we tighten

‘reserve requirements or keep them at high levels, The Government may
wish to sell securities in order to tighten the market. We try as much
as we can to keep governmend financing in nonbanking hands, since thab
money cannot serve as a basis for an expansion of credit, as bank pure
chases of governments can dos " - : -

. We want to encourage saving. That would be a good time to have -
a further savings bond campaign -ab sttractive rates, .

We want to take off controls gradually as our tax and credit
policiesfbecome-effectiveo" ' .

That is a very difficult operation, but I think the proper strategy
is essentially the one which was referred to a few mements agoy which
we proposed in 1946.-that use of fiscal and monetary policies, so~called
indirect controls, graduslly to control demand and’ thereby stabillze
the price level, We follow = policy of relaxing direct controls as
rapidly as we can consistent with stabilization, gradually removing
the direct control structure which we have built ups '

That is a brief sketch of some of the more important actions to
 be taken, as I see them. The problems are obviously very compleXs At
the same time, I suspect that we all would be delighted to face
‘those problems if we felt we could do so with safetys

QUESTION: Mr, Myers, I think you have introduced something thab
we haven't heard before in this body. Would you go & little further
with yourvidea'of'margin,cbntrols?' S R

DR. MYERS: Yes, It is really a part of the decentralization
process I was talking sbout. It is not new. It was used during
World War II in the case of retailers, The general order controlling
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retailers gave them essentially = percentzze markup on costs. That is,
in détermining the prices of the™gzoods, they would vut in the goods at
cost and then put a conventional and controlled percentage markup on top
of that:; this would give the final price.

QUESTION: But you are talking only about retailing.

DR. MYERS: At the moment I think this is the simplest place to see
the device in operation, because retailers always operate on a percentage
basis, ‘Anyway, everyone is familiar with the way they price. ‘

This proposal involves Just an extension of that principle. As it
works in the case of retailers, it can work in the case of wholesalers,
because they operate in the same vay . SuBstantially all pricing, except
for certain price-fixed goods, is cost-plus-a-given percentaze markup.

-, Let us discuss retailing and wholesaling for a moment. What I would
do in that area is to take & prewar dase period—the first half of 19t0
~ average, the first quarter of 1950--whatever seems a sultable prewar
period. I would select that as & base. Then the markup which was Pre-—
valent at that Period would be the merkup which is accepted for control
- purposes, Then the retailer's price is determined by his cost plus this
markup. You see, it is administratively very simple. The same thing
is true with the wholesaler,

Now, at the manufacturer's level the principle would be applied
a little differently. The manufacturer typically does not work on a
bercentage markup basis, At the manufacturer's level what we would do
in general is to take direct costs, not including overhead, for labor
and materials: We would add to that a.markup, In the manufacturer's
case I think it would be best to use a dollars and cents markup.

Again we would take a historical base, Let us say that manufacturer
A, making nidgets, has direct costs in the base period of so much for
labor and so much for material, and 5 cents Per item which covers his
overhead. cost and profit and so on. I would let him determine his price
by that, I woulg allow first the increases in direct labor costs, the
increases in direct material costs per unit, and make him keep to the
5 cents per item for overhead and determine his price in that way,

At the raw material level we can't do that. What we have to do is
go back essentially to direct price ceilings for ‘individual- items,
But thet is the point at which the imposition of price ceilings 1s .
simplest. We don't have a very wide varlety of items. There are dif-
ferences in items, but they are much less complicated than the differences
which arise as we get further into the manufacturing Process. So we can
and should in that situation set direct price ceilings.,

10
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The system I am describing will give an elastic system of controlss
This system does not prevent price tncresses; it limits them, - tends to
. restrain them.. There i§ no way under God's heaven in which we can pre—~
vent some price increases from this point on out. We didn't during
World War II and we won't now. What we went to 4o is limit them as mach
as possible, while we take away the excess démand that is forcing them
o , Shi ) }

This process, then, puts a sort of elastic control'on prices. At
the same time it simplifies tremendously the ajdministrative problem.
Instead of Mr. DiSalle having to determine the end product price in the
case of each of the hundreds of thousands of commodities that come ol the
market, he controls margins. Tt is a relatively simple operation. It
is one figure per product item. ‘ o '

The system has to operate on a historical basis. If the manufac~—
turer or reteiler has increasad his merkup, there can and should be
adequate penalties provided for punishing him. So lons as he retains
the marzins that are set, all the job of pricing individual units and’
all the job of developing nistorical records and everything are avoided
by Mr.,DiSalle;-énd he isn't worried. His concern is to see that the
control margin is being observed, which is a relatively simple operation.

Does that answer your question? Does that zive you the kind of
information you wanted? :

‘ QUESTICN: - Yes, except that it throws up one red flag immediately.

We have a law that prohibitS‘figuring government<sontracts on a cost-plus—
a-percentage—of-cost basis. 1 am wondering how you propose to hold down:
the increase of cost in order to provide the increased margin. I think
you have snswered it so long as you use price controls coincidentally
with it.

DR, MYERS: I am thinking primarily of civilian goods sold on -
the civilian market, 1 assume that goods sold to the military would
be priced on a basis of whatever contract stenderds the military
planners adopt. as to specifications,.includingiprice'specifications. '
They would be subject to?renegotiation, So the guestion of whether '
the price is closely cbntrolledvin‘theﬂdriginal‘inétance'really
doesn't matter very much. If we make a bad guedss, we renegotiate 1%
out. The renegotiation process is essential in this type of gituation,
1 think, and should be followed viczorously. But 1% largely removes the
control problem so far as military orders are concerned. It takes most
of the steam out of it. You get it back one way or the other, o
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» COLONEL WILLIAMS: Although putting that on is much simpler,
how about detection and policing it when there are four or five -
persons handling_it>and.youfhave to get the”percentage of profit
they made and you have no end price'to”judge'it by?

DR. MYZRS: They submit their historical records end their
increases in direct costs to the ESA." A-zood accountant can tell
ninety-nine times out of a hundred if thers is any serious juggling
going on., It will show up. ' ’ '

COLOﬁEL WILLIAMS: In addition to that, you would spot check, of
course, ‘ . ’ . : . .

DR.”MYERS: There should be a spot. checl,

he problem there is much simpler than the problem of shopping
around to see whether the individusl item ceilings are being followed.
You still have an administrative problem. This eimplifies it, but still.
leaves you with some part of the problem,

QUESTICN: I wonder if you could explain more how you would control
the pressures for wage increases under the elastic price controls. The
prices are goingz to go up. Then there is zoiny to be increased pressure
from the unions to increase wages to meet these prices. How are you

' going to control that? : o

DR. MYERS: I shall zet rapidly into controversial territory here,
but it is useful to remember in starting that wazes are prices. The
price of labor determines in Part the prices of goods, So we have a
control probiem there, TIts implementation has to be different, but I
‘think the principle is about the same,

"~ If we are adopting the first brinciple, that is, if we are adopt-~
ing an elastic control of commodity prices, then it is appropriate and
proper %o adopt an elastic control of wese prices. The proposal I would
make is, I gather, more or less alorig the line of Waze Stabilization
Board thinking, according to the papers., I would allow cost of living
increases, partly on practical grounds, I don't think we cen do anything
else politically, Bus I would do it also partly becguse I think the ‘
thing that is needed here is an elastic control and not a flat; rigid
ceiling, not a "hold the line at all costs" position. I would allow
cost of living increases to he passed on in wages, much along the lines
of the GM. formula. Cos ' ' ‘

By the way, I should have said earlier, and I should say now,
that the ideas I am presenting here are my own and not necessarily
those of the CED, The CED has not yet taken a position.on these
matters, so I don't know where it would stand.
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I would allow the cost of living adjustment to be passed throughe
I would start first with a base period, say, January 1950. Then I
would allow an increase in wages between January 1950 and the present, .
if the control is imposed now, which would include the cost of living
increases for that period, plus any further increase in rates during
the year., In other words, 1 don't think a rollback is practicable in
tae wage case; and I don't suppose anybody argues that it is, really.
So what I would do is to let the past take care of itself. I would
set a pattern for the present which would include the cost of living
increases over the year, plus, let us say, an averace increase in -
hourly rates; permit any wages that have not increased by that per—
centage to rise to that point; prevent wazaes - which have risen by that
much or more from rising further, except in accordance with the formala,
which would apply from now on outs ‘

That formula would be, first, to allow the cost of living adjust-
ment; second, to allow an improvement factor. You are all familiar
with the terms of the GM contract, I take it. I would allow the improve-
ment factor, but vay it in ncncash form, in terms of, say, a bond which
can't be cashed except in hardship cases.,  We could have industry funds.
I don't care about the forms I would allow. the improvement factor, but

in noncash form, so it wouldn't add to current demand.

What I would do on the penalty payment for overtime woukd depend
on what I thouzht I could zet away with, frankly, because it is essen-
tially a politicel decision anyway. I would like %o see~the_penalty
clause for overtime retaineds dut the penal ty-—~the 30 percent, not the
150 percent--to be paid in noncash form. In other words, I am suggest-
ing a sort of forced savings device. It gives headaches later, because '
after the war, when we demobilize, we £ind that people's liguid asgsets
have increased., But it secms a practicable arrangement. It adds to
costs currently, and thus has some inflationary conseqguences on the
costs side. But it deces not add to demand, since it is in a noncash
form and cannot be spent. L o

QUESTICN: I wonder if you would comment on one other alternative
which you suggested but didn't reelly developv There is the possibility
that after two.or three years of buildup in militery readiness we then
can siump off a2 little bit, though it will still be necessary to main-
tain a high degree relatively, in terms of the past, of readiness over
a period of perhaps 10 or 15 years. So we won't really have a demobi-~
lization at that period. We will still have a continuing partial
mobilization. What kind of effects is that golng to have? :

DR. MYERS: _It:makes a lot;of'différence;;of courée. It -makes -
some of these problems easier and it adds a host of new problems, 1
have touched on one or two of them, but I didn't develop them at all
fullye. :
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The principles applied in getting rid ;?%&bntrols and freeing
the economy would be essentially the same.,_ That problem by and -
large is easier, because the amount of shift-over from our plateau
to our continuing level, from a higher to a lower level of military
Procurement, is less great., Suppose we are adjusted to a 60 billion.
dollar militery expenditure and then you cut back to 40 or 35, if
you'are really adjusted to 60, the cutback to &5 is not so very dife
ficult in terms of the problem of controlling inflation and removing
direct controls. It is a good deal less of a problen than of going
from 60 to zero.

The other kinds of problems. that come up-are illustrated by the .
automobile case I gave you.. How do we handle 1t? We have substantial
military orders, with rather tight renegotiation, concurrently with
civilian orders without controls, with some inflationary pressures
and large opportunities for profits.. It is very difficult.

There isn't really proper time to go very far into this problem,
but it is primarily one of sharing the burden equitably., If we want
to preserve the equities of the situation, we try to distribute  the
military orders so that averyhody. takes his share of ‘the burden. The
assumption I am making is that the profit on militery orders is sub-
stantially less than the profit that can be obtained in supplying
civilian demand. There is a problem of shering the burden. '

We could do it by dropping renegotiation and letting the military
compete for civilian orders. Most people, I think, would oppose that,
So there is some inequity involved in the military orders, What we
would do is distribute it. What -we do in the automobile case is to
load most of it on. the three big prbdpcers‘and let the little ones
get along as’ best they can, If that gives them a relative advantdge
in the market, well, they can do with it anyway. We devise all kinds
of expedients of that sort to try to distribute the burden, but the
way we would apply it would differ markeddy in-different situations.

That 18 not an answer really %o your question. 1t is an approach
to an answer., -The question itself is one-that I don't think -anybody

has really thought through.. It would be very complex to answers I -
‘haven't thought it through, 4 ‘ - ’

. “QUESTION: Can we apply this»matter'of equity to a preceding
question? - You just elaborated on the matter of équity in decontrols,
but you reférred to a previous question by saying that we would have
a flexible increase in inflation; that we can't control inflation °
completely; that it would be tied to an.increase in labor costs or the
price of labor.  Suppose that as a matter of equity we agree that
organized labor constitutes quite a strong political force, but that
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there is a large element in the country that lives on a relatively
fixed income. What would we do with that group if we permit the '
price of labor to go up:.according tn the cost of living?, ’

DR. MYERS: There isn't much of anything we can do directly.
There are going to be jinequities in any situation. Most of you -
men are in~thisfsituation‘that‘you,speak,cf and.so am I. And, of
course, the people who are hit hardest even worse than those of us
who are on fixed salaries, are the dividend recipients and the rent
recipients and the interest recipients,because they lose two waysSe
At least in the case of the interest recipients; their interest’
returns decline absolutely—they did during the last war at any rabe——

and the amount they can buy with the return declines.

There isn't eny satisfactory way to handle that probiem. The
best we can do is to control the infletion. 1f we control the inflation,
the question of 'escalator clauses in labor contracts makes no difference.
If the cost of living doesn't change, there 18 no adjustment.

¥ow, . practically, we have to expect a certain amount gf inflation
from here.on outs It is possible, I think, to keep that down to & '
relatively small amount. One element that we can't get ‘out of the system
is that price increases in the early stages of productiqn have to work
on through to the later stages. - Raw materisl prices have gone up a
good deal more than finished goods prices, and a certain- amount of the
increased cost has to work through the system, L -

1f, however, indiresct controls are really used vigorously, if the
taxes are put on, 1f credit is controlled, if people get in the habit
of saving, then it is possible to control inflation, so that the price
rise still ahead will be relatively emall. If we do that, the inequity
of which you speak largely disappears. If we 4o not do that, there is
no way by which the inequities can be avolded, '

QUESTICM: How can we prevent John L. Lewis f:om,breaking the
elastic or this? T '

DR. MYERS: I do 'not propose to answer that question here, because
T do not know the answer to it, 4 10t of better people then I have spent
& Lot of time on that problem andanobodylhas-figured out a way to do it -
as yet. We must have coal and apparently we have to pay for it. o

Theorstically, or in-terms of the equity:of Whiph:we.Wéré'just‘
speaking, John L. Lewis and ‘the miners'umton ought %o be held to the

same formula that'applies to: everybody else, Realistically, that is
likely notito happen. It mey or may not. ILf we use the same kind

15
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Cne of fhe big‘advantages of the margin control approach is that
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that is controlled, not the
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QUESTION: You proposed two systems for employment during &
demobilization period. One was to counteract deflation and the
other was to counteract inflation. Is it not true that if during
o demobilization period we assume that we are faced with a reces«
sion and take the steps that you proposed, and then 1t turne out
that it is an inflatlonary period, as it was following World War
II, it would be almost impossible to reimpose controls to hold
down the inflation, due to public opinion and congressional opinion?

DR. MYERS: That is a very good point, Tes, it would be very
difficult. World War II was a beautiful illustration.

It was interesting to watch the turn—around in government
policy. It took six months or more to-get it around. - During the
course of that period a lot of damagze was done.

The prodblem of determining when to take action is a very difficult
one., But I thin¥ the answer is that we cannot forecast accurately and
it is not safe to rely on a forecast of what the developments are going
to be. What we do is keep on the balls of our feet and take action as
the events develop. 1f we find that unemployment is increesing, we can
take action of an antideflationary nature to offset that. We opiate
not a forecast, but an observed decline. If we see that prices are
tending to rise and employment is high, then we cen take action to mee
that observed, not antiCipated,‘inflationery pressure. Do you seefl '

QUISTION: Yes, But wouldn't the most satisfactory answer So it ’
be to take this whole question of controls out of the political field?’
After the last wer one of the most serious things that happened was .
that the suhject of price controls came up during a year in which we
were voting ir a new Congress. I : s . :

DR, MYERS:; I think there are two lines of answer to that. One,
how would you take controls out of the pslitical field? .Then, more
seriously,l don't think 1t would be a good jdea if we could. 1 don't
1ike the alternative, becouse it assumes some sconomic . body or some-
body above the control of the people to decideﬂthQSe;matters.fI dontt
like that kind of setup. - o T : '

Surely, the political pressures give us o 1ot of difficulty, and
we do a lot‘of‘things that the theoreticians say are far short of
perfect. ' Put we are all free to ériticlze and we all do it vigorously.
And 1 suspect .that the mistakes that some presumptively all-wise body,
which is remOVed‘from‘politicalvpnntroii would make ‘would do more
serious and be less likely to bé'corréCted,-becanse~nothing,could be
done about such mistekes.: E R e '
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The difference is very.roushly the kind of difference given
as hetween the Russisn getup and ours. Or, to take a less con-
troversial example, take the -Spanish and ocurselves, or any country
that is operated by a dictatorial government, where the public
cannot make its wishes and reactions felt. - Such a government
doesn't meke so many little mistakes, I suppose; but the mistakes
it does make are big ones and far more serious., I want to see
this right in the middle of politics. I want to have everybody

yelling about it all the time,

QUESTION: You indicated that one of the prospects we may face
is an expansion of military expenditures to the point of ahout 20 -
percent of our gross national product and a maintenance of military
expenditures on that level for several years; and then, possibly,
if there is nn war, a falling back to ahout 10 percent of our gross
nationel product for military expenditures. . - :

DR. MY®RS: 'Roughly that.

- QUESTION: ' I understand that we are undertaking a steel expansion
program of roughly: the magnitude of 15 percent of our current steel
Production and comparable exnansions in the aluminum industry and
copper and other varts.of the economy, ‘Aren't. we then facing the
orospect that if we fall hack to 10 percent of our gross national
product for military exvenditures at the same time that we have expanded
our'prodgctive cevacity Hy, 1f steel gets the level, about 15 percent,
we may he facinz a situstion where we have mnre production than can-

be ghsorbed by our civilian economy? .
DR. MYERS: In the first place, I wsuld be inclined to say that
if that is all we had to pay for protection, it is well worth i%.
I.don't think the figures that you suggest are anything to get very
mich frightened at. ' : : ' -

I don't recall the figures, ™it, obvicusly, steel production
ought %o increase in proportion to population increase. In the
case of steel production, I think it ought to ingrease by more than
the rate of population increase. Historicallyy it has grown more
rapidly. .. . : e

Suppose"i% should ‘increase at the rate of increase of tota}

- production, If we say that is & péréent per year in five years
it would be 15 percent, even without compounding it. So, if we
increase steel production 15 pércént,iahdvif'it-is‘rightg-and*
that is just'a guess--that steel production ought to increase:
approximately in proportion to the production increase, then in. -
five years we would have caught up, : : AR
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Moreover, in the period Wetween the end of World War II and now
tpere has been very little time in which we wouldn't have been able
to sell a good deal more gteel if it had heen avaeilable, So if the
steel capacity had been 110 million tons, say, between 1945 and 1950,

jnstead of 90 to 100 million, I suspect that we would have been able
to sell all that steel or suhstantially all of it. It would have
meant that certain things would have gone aheed a 1ittle faster.

1 am not worried about & 15 percent capacity increase. If it
were 50 percent, it would he another matter. But that is not sug-
zested, WNelther je the industry worried, by the way, aboub this
15 percent. : B N ;

Some government.quarters have argued for about a 20 percent
increase~~to about 120 million tons. The industry itself, on 1te
own initiative more or less, has made plans to increase to 115 mil-
lion tons. So, if they aren't afraid of it, I don't see why we
should be. ' ' ‘ o

QUESTION: My question goes directly to the subject of demobili~
zetion planning, but also has‘its.effect«on,mobilization, What steps
are being taken, if any,. to give contractors assurance that cn'termina~
tion of their contracts for one reason or enother, the settlement of
their claims will be final? I understand that the Contract Settlement
Act of 11944 was an unusual plece of legislation in many ways. One was
that it gawe finality of settlement to the contractors.. That was very
plezsing to many of the military end war contractors_and-highly offensive
to Mr. Lindsey Warren, as prejudicing his jurisdiction. I understand
that the act is still in force hub is not being used, by virtue of an
interpretation that he has given. 1t would seenm to me thet many con—
tractors would hesitate to embark upon & war contract program where
they felt that they were not going to get finality of termination.
What steps have been taken in that regard? :

DR. MYERS: I don't know the facts, hut I agree with you that
the subject is important. B ~ o

_ 1 think the World War II piece of»legislation_was_excellent.
Again I speak not as a technician in that field, because I am nots
But in its general objectlves and in the way it worked I thought
it was very godd,‘fWe ought to have gsomethingz like that now.

I "dontt know to what extent the original act has been impaired
og‘limited by'the'comptroller'General‘s rulings, But, if it hes been
seriously limited, 1 think the I1imitation ought to be removed or COr-—
rected in some way. But as to the facts, T don't know whether there

has been any action taken or precisely what tne situation is.
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QUESTION: In your discussion of marzsin controls I -think you
said that the sport shirt wouldn'i: come back at the expense of the
two-dollar white shirt, I can't quite follow that. It.secems to
me that a 20-percent markup on a fiverdnllar item would be much
more interesting to the retail. store than a 20-percent markup on

a one-dollar item. 'And, further, while Mr. DiSalle may not have to
go.oub and do the shopping and check in this matter, he would have
some 3 million establishments to- check on' paper, and he gets no
help from the housewife,: who remembers that you could:buy a shirt-
for $1.20 for = small boy last year, but can't today.,

DR. MYERS: There are several angles to that .one. First, I
don't think this problem of the low-end item is a problem of "
retailing. It is a manufacturing problem primarily, as it was
during World Wer II. 4

That was one of the reasons I suggested dollars and cents
markups on nenufacturing. I don't think the prohlem would then be
serious at the manufacturing end,. I don't argue that there is’ ,
absolutely mo problem. It misht be of some advantaze to the mapu—
facturer to concentrate on the higher~end items., But the pressure
would be much less than it was during World War II, '

S0, while I wouldn't argue that the problem is theoretically
“solved, I would argie that the bressure to shift away from low—end . _
items is much less under this Pproposal than under a rigid price’ o
and end—item celling contrnl. : ' '

1 would argue further that I think with' reasonable adroitness,"
with'reasonableﬁeare"in,dréwing the regulations, the .problem could
be reduced to a size where it is relatively uninportant, -because, .
after all, to most pamifacturers, maximizing profits is not their _
only dbjective;f‘They are also interested, for example, in maintaining .
their full production line, . . ' SR

I don't think ‘the problem is 'Very important at the retail end.

I would expect the retailer to push the high-end item, but' I don't
think very many stores will refuse tg carry the low—end:item if it
is availanile, ' ' ’ : :

As to the enforcement, that is more difficult. .-I think that is .
true. When we have dollars and cents prices, ‘we can advertise all
across the country: "™ylon hose" of a certain grade at $1,98, or
whatever it is. . The housewife.can sece more easily that there is a.
violation and can.report it., MTuat is one objection to-my preposal
that is frequently advanced, . : e L ’
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I would point out there two things: First, the number of
items on which we can set a flat dollar and cent rate is sharply
limited. It is all right on a standard white shirt or nylon hose
and things of that sort, but we can't do it on a wide variety of .
items. Second, the difficulties of flat—rate pricing in World
War II led the OPA to shift to the margin markup for retailing on
most items before the end of the war.

In spite of this one disadvantage, the experience in World
War II indicates that the percentage markup was a more effective
kind of control than were dollars and cents ceilings on most goods.
There can be exceptions. :

Incidentally, this thing doesn't have to be applied in pure
form. When we get a standardized ltem which is nationally advertised,
there is no reason why we can't do precisely what you suggested. If
that means that there is a violation of the strict margin procedure,
as you say, it would mean not & stendard markup, but in the case of
an individual store it:might be somewhat less or somewhat more.
Where it can be used I would use it, but I wouldn't rely on it very
extensively, because I don't think it would apply to a very large
number of items. ' ‘

COLONEL WILLIAMS: Dr. Myers, we sincerely thank you for

your splendid discussion of economic demobilization and its necessary
‘tie-in with mobilization itself. Thank you very much.
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