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ECONOMIC D~40BILIZATION 

2~ January 1951 

COL0~TEL %~LLIAMS: As you have seen in the weekly schedule, the 
last lecture of the procurem~nt and economic stabilization program 
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 to consider, but for or~anSzations such as 
the one represented here today to be concerned with, even when econ- 
omi.c mobilization is, as you and I feel, at least somewhat obscure in 

its past and present. 

You also know, from haviz-~ read his biographical sketch, t.hat 
we L%9_ve wtLth us the Director of ~esearch of the 0ommittee for Economic 
DevelopmeDt. As much as I dislike long introductions, i think it is 
probably a necessity tllat I explain somewhat to you w~ha.t the Committee 

for Economic Development is. 

The Committee for Economic Development is a nonprofit organiza- 
tion created in 1942 by businessmen to accomplish the followin~ ~tated 

es of ~overnment, business, labor, 
S" purpose . In ora er ~o develop-oolici 

and acriculture which will most effectively con~ribute to an expanding 
economy, the OED Research Dirision was or.zanized~ Under the CED bylaws 
all research is to be thoroughly objective in character, and the a~proach 
in each instance is to be made from the standpoint of the general welfare 
and not from that of any soeciel political or economic group° But it is - ~ m time to time 
purely an organization of businessmen, and they publish ~ro. 

expressions on national policy. 

I thoui~ht we might ~o one step further. The subject, as it, • is. and 
as it was experienced after World War If, mi4ht brln~ tO your m~n&. 
'~Well, what is the record of the CED on price control?" So I got a 
pamp.hlet that the CED printed in April 1946 entitled ~End of Price 
Control--How and When.," I don't know what Dr. Myers is goin,i~ to say 
today, but I do know that then the record was an enviable one. When 
most of us, I believe, thou,~:ht that business as a whole was ~oinz to 
say, in early 1946, "Take off all controls. Let business ~nd prices 
seek their own.level," CED sai@ the earliest that price control should 
come off was July 1947. It said rent controls should probably ~o some- 
what lonzero CED didnit set8 date. As you know, due to the hue and 
cry of others than this r~search or~anlzation, price controls came off 
at the end of 1946, before they thought they should come off. 
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I would li~ to mention also that after the war C~ had over ~,000 
task forces in industry throu~.hout 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 cut,silo 

It gives me great pleasure to present Dr. Howard B. Nyers, Researc!: 
Director of the Committee for Economic Development. 

° DR. MYERS~ It is very nice to be here and have a chance to talk 
to you this morning. I would like to talk quite info~allyo i want 
you to feel very free to ask questions during the question period° 

I feel a good deal of responsibility b..~n~=" ~ here in the windup 
position° I hope I can keep up with the averege of the preceding 
speakers~ 

As has been just indicated, the C-ZD started out with problems of 
demobilization. So all of this seems in g~neral somewhat familiar. 
it will be different this flue, but ~,~e can l~rn from the experience 
at the end of World War If. Of course, some of what I shall say tl~is 
mornin] will be dra~ from our experience in t.hat waro 

When the subject was firs~ mentioned, it seemed odd to me that 
just at a time when we were enterin>x the mObilizetion phase anyone 
should be asked to talk about demobilizstion. At the present time 
that seems so far sway that one thinks. Why should anybody talk about 
it now? Actually, howe~er, the two subjects are rather closely related. 
H6,~ we can demobilize and the success of the demobilization effort 
depend in considerable part 0z~ ,the mobilizetion work that has preceded 
it. I want to talk this mornin~ a little shout both, because I think 
i have to talk some about mobilization in order to present suggestions 
for demobilization policies° 

More specifically , I think the;demobilization policy depends on 
five factors. ~he first is the extent of the mobilization effort. Are 
we ~oin~j into a wa~r, Jr is it a limited defense effort? Are we gOing 
to have a total conversion to war, or is it goin.>' to be .iust a partial 
conversion7 " ~ . . 

Seoond, our demobilization policy @.~ %, 
. . . .  p nds on ho~ well we mobilize. 

Is it an orderly or a disorderly process? Do we have ~ •stabilized 
economy during the mobilization period, or:do we have inflstion? DO we 
have coutrol over the volume of money, and liquid assets h~ld by the 

people, or is there ~ grea~ increase in money v01u_me during-the war or 
defense period? . . . . .  
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The third factor is, ~ow long have we been mobilized? Has it 
been a short effort, with the economy still capable of shifting back 
to peacetime production; or will ~ it be a long.continued effort during 
the course of which we become fully adjusted to war and in which our 
peacetime skills and abilltiesand equipment become rusty or obsoles~ 

cent from disuse? 

Fourth, How rapid is the reconversion? Is it a gradual decline 
from a plateau period to a continued fairly high and fairly stable 
level of armament production? Or is it a very rapid and abrupt cessa- 

tion of wa:~ orders and a quizk shift over to peace? 

The fifth factor which I will comment on is the question, What 
do we demobilize to? That is~ do we go back-to a free economy, or 
do we go back to something else? Do we still continue rigid controls, 
or do we fL'ee the economy and put it back in as nearly as we can the 

situation ~hich has existed in the last few years? 

No'w~ we have two possible mobilization patterns. Actually, of 
course, there are dozens, but I shell suggest two types° One is a 
rapid mobilization ending in war, with an all-out conversion, and 
military expenditures of 150 billion dollars a year or more. A much 
happier assumption, and one on which I gather the planning is now 
taking place is that military expenditures will be about 40 to 45 
billicn dollars a year for fiscal 1952~ rising above the level in 
fiscal 195~ to a level of perhaps 60 billion dollars plus, and after 
195~-1954 some decllne~ perhaps to a level of something of the order 
of ~5 to 40 billion dollars annually~ in other words, a substantial 
but,nevertheless a clearly limited rearmament defense efforto 

In terms of our gross national product that would mean ~ diversion 
of around 13 to 15 percent of our total production to war purposes in 
fiscal 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 percen~ or more 
in fiscal 1953~ and theresfter declining to perhaps lO to 1B percent. 
That is against the about 5 or 6 percent, I think, in fiscal 1950 

or in the first half of fiscal 1951. 

How ~hall we mobilize in these situations? Well, again we have 
a variety of alternatives: but I shall select two as typical cases~ 
Under my first alternative~ that is, rapid mobilization leading to 
war, what we would need is very stiff taxes, drastic limitations on 
credit, direct controls across the board, maximum diversion from 
civilian production, a high degree of government direct i~on of .all 
aspects of our economy--manpower, productive effort, and so on--in 
other words~ more or less the pattern of the last war. That, I ar.~ 
sure, is familiar to everyone here: so I shanTt develop it. 
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KT~e other alternative, th~ limited war effort, is more pleasant 
to qontempl~te, i+-~ut probably on the Whole more difficult ts do. Her~ 
we need to increase production as rapidly as possible, particularly 
military production at the present time, but nonmilitary production 
as well. We need to take various actions to speed the change-over t~ 
defense production. Finally, we need to prevent infletion and to 
stabilize the economy at approximately the present price level or 
something in the neighborhood of that. 

Now, on increasing production--I shantt go into that in detail, 
but only rapidly and very briefly-+-we need; of course, to lengZhen 
the hours of work. We need to bring new workers into the labor forc 
We need to use our facilities o~ a more-than-one-shift basis. We ne 
to improve and build up Skills° We need to channel our investment 
into nee6ed lines so as:~o inQ~rease the equipment and plant inventor 
We need to maintian incentive~ that is, we need to encourage managem 
and labor to take action which is in the Public interest° 

To speed the change-over to defense production we need, first, 
speed up :military contracts. They are not coming out fast enough. ' 
need 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 make it possible and encourage business 
to shift over to war orders. We need to use various tax devices to 
encourage the shift-overo 

One of those is accelerated e~T~ortization, to encourage the incr 
of cap.acity in lines where increase is needed. You are all familiar 
with that, I take it. We need to use government credit where necess 
to encourage investment in increased capacity; and maybe government 
guarantees, government insurance, or direct government loans if priv 
fu+nds cannot be made available. 

We need ~o us.e the price system as a devise to stimulate people 
do the things we want them to do---workers to shift bver to the plant 
making war goods, ~nanufacturers to shift from civilian to military 
production, and so on. The most persuasive and efficient device for 
that purpose is still theprice system. We canlt allow it to~ work 
unc~n~rolled; but neither can we afford to abandon ito I+ think it i 
extremely important to remember that fact. 

Finally, to prevent inflation, my third objective, I agree with 
my friend, Professor _Burns, who spoke to you a month ago, that the 
problem is to restrain total demand. For that purpose we rely, and 
should rely, primarily on indirect controls. That means 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" 
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this situation is roughly something on the order of I0 to 15 billion 
dollars of additional taxes this year. We ought to in this limited 
effort, in the situation with which we are now faced, at least pay 

a s  we gOe 

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 think, t~mt is. the controls on housing finance, the consumption of 

durable goods, automobiles, and what not. 

We a~so need to use general credit controls and there our record 
has not been good. The total volume of loans has increased by more 
than 5 billion dollars in the last six months, which is one of the 
~jor factors giving rise to the present inflationary pressure. 

We need also to take action to increase savlngs--.vol~ntary or 
conceivabi~y: forced sav~nls~ There a~ain our record has not been good° 
No effective:action has been taken thus far to increase the volume of 

personal ~nzome which is not spent° 

It might be useful to go at this matter another way end talk a 
little about how not to control inflation~ A friend of zlne once 
wrote a book on the subject of how to make a hole of golf in 19. 
Similarly, we might consider the thin~s 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 Wa~e controls to control inflation, and to finance 

~t the war by bcrrowlng. If we do tna , the results will be precisely 
what Professor Burns told you a month ago that theY would be. We will 
~mve reduced production rather than increased production, We will have 
distortion of production patterns, we will have shortages of ~oods most 
in demand. We can buy sport shirts, if we want to, but not white shirts. 
We will have supressed inflation. Eventually we will have open inflation 
when controls are removed or when they break dOvm. These are hard facts, 
and they are controversial facts in many circles; but I don~t think there 
is much disagreement in the economic profession about them, or much 
disagreement, in government or out, on the part of those who study the 

problem intensively. 

It is clear that we are going to have pric:e and wa~e controls. 
It is announced, everyday in the papers. The dan~er in the situation 
is t~t with price controls ~e shall consider that we have done some- 
thing and will relax our efforts to take fundamental action to control 
inflation. Tax and creditpoilcies of the sort I ha?e just sketched 
will be as imporSant ~ith price and wage controls e.s without them. Our 
objective should be to first supplement and then replace the price and 
wa~e controls with Indirect controls and, as rapidly as possible, to remove 
the price and wa~e controls which we are now about to impose. The form 
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that price controls should take depends a good deal on two major 

propositions or major questions. Should we attempt to stop inflation, 
to prevent further price advances~ Or should we attempt to sZow 
inflation and gradually bring it to a halt. 

I think it is very important that we not attsmpt to just cut off 
and hold a given line. The "hold the line" technique is, particularly 
in the present state of our administrati~e efficiency in the ESA, the 
surest way to get the system to break down. We should try ~o restrain 
but not to stop price advances. That is my first principle, 

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

hTow~ i~l general these t~o principles point to a system of margin 
controls ralher than s~ecific price ceilings; in other words a system 
in which ~ oa control the margin or the markup on price~ except at the 
raw material level. It mear-s the sort of price control we mo~ed toward 
in World War II---a percenta~.~e markup at retail and wholesale, with eithez 
a percentag,e or a dollars and cents msrku~ over direct costs at the 
manufacturing level, I shan't go into thls here, but I will be glad 
to talk about it further if you ha~e any questions later. At the raw 
materials level I think you need specific price controls. The. margin 
techniaue will not work at t_hat point in the production process. 

To get back to my five points: I have talked a little about two, 
that is, the size of the mobilization effort and how and what our mobili2 
tion_effort consists of. My third question is, Ho~, lon.: have we been 

m6billzed7 I won't try to go into that in detail~ I think the consequer 
for demobilization here are rather obvious. The problem is clearly more 
difficult if we have become rusty, if our machinery and our skills are 
obsolescent, if we ~have habituated ourselves to the new form of life, 
in ~hich the military takes a large share of the national production. 
It is much more ~ifflo~hlt then than if it is a quick process of shift-ow 
and then r~versal. 

My fourth point is, How raoid is the demobilization? Obviously, 
h " al 
ere so there are important differences. The problem of a slow 

demobilization is quite differen~ and Probably a fJood deal more difficull 
than is a raoid demobilization. The problems of maintaining equity and 
mainLaining efficiency become much more complicated. For ex~.mple, take 
the question of the gradual reductiou of military orders from competing 
plants. Take the automobile industry as a sin~le lllustrati~m: If we 
can cancel our war orders overnight, as we dig the last time, and give 
everybody an even break, a cbmnce to start to produce civilian goods--lel 
the various producers race for competitive advantages--the job is clearl~ 
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much simpler than it is if we b~ve to do it gradually, to slo~ down on 
the orders we give to Chrysler, Ford, GI~, and Studebaker and try to 
maintain a balance and treat "each one fairly, relative to the other. 
That is both very dffficult to do and ob~iously plays hob with the 

effi'ciency of civilian as well s~s military production. 

My last point is, What kind of economy shall we demoblaIze to? 
I shan't say much about that. It is my hope and my assumption that 
we will zry to demobilize back to the kind of economy we .have had in 
recent years--.one in ~,hich .there is a large area of fr "~edom of enter- 
prise with.only very genera3, and very broad types of cont'rOlso I 
b"elieve th..~t practically the entire population a~re:es on this assumption; 

so we don~o need to tal~ about it. 

Now to get more directly to the demobiIiza.tion .procesS. .Our major 
objective~ in demobilization, I think, are three. First, ~ze want to 
facilit~1.e the c.hange-.over process, We want to shift, as we now are 
anxious to .~hift~ over as rapidly, as possible to war productiono. , We 

. . . . .  in terms of con- 
small th~:~n ~,an~ to shift back~ as rapidly ~.s possible 

we wan~ to 
tinuin~ m,.~itary needs to civilian production° Second, 
increase civilian production 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, 

Those were our objectives the last. time, By and large it was 
a pretty good job. It seems to me in retrospect better than we .perhaps 
had a right to expect. Bit how shall we apply .our general principles 
when the time comes again? How shall we work toward these objectives 

in what we hope is the forthcoming situati, on~ 

ob~,ctives are concerned--fac~l~,tat~no the 
• " So far as the first two ` ... ~ . 

change-over and increasing civilian praduction~we want to do several 
things. " We want a prompt" cancellation of ~overnment contracts, govern- 
ment 'orders. We were discussing Just before we came into the room the 
proced~ire of last time, in which thousands of telegrams were sent out 
on the very day of the Japanese surrender,~ canceling war contracts, 
if it can be a rapid demobilization, we want to do that again, We" 

don't want to "make work" on war production, 

We want also prompt settlement of terminated war contracts, Ajain 

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 methods such as those used the last time, by which 
the buIk of the funds WHich were to be paid by the Government could be 
paid quickly on certifica~ion, with the balance withheld for audit and 

more careful e xaminati'on and with stiff penalties for fraud° 
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We want to take certain other steps to free funds for business, 
because business is going to be faced 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 
capital. We will want in that situation a flexible credit policy. We 
may nesd to turn to government loans, government guarantees, or govern- 
ment insurance devices in some situations. If we need ~o, we should do 
it promptly. 

We need next the prompt disposal of ~overnment war plants and war 
equipmen~ and. supplies where those can be used for civilian production. 
We may, particularly if the mobilization period has been lon~, 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 n~mbel 
of difficulties~ Partic~£1srly it will be difficult if there are large 
accumulations of cash and liquid asse~s in the hands of individuals and 
businesses, as there were d arin~ World War II: 2articu_larly, in other 
words, if we do not restrict credit expansion during the war. 

We need to protect against the dan~ers 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 less likely deve]opment~] it is, 
obviously, one we should guard against. (~Ir policy I think, should 
include the extension of ~o tem,'C ovment insurance for unemployed workers, 
beyond the present per~ oo tx necessary. It shout, 6 ~nclude an expansion 
of public works, a device ohought of in the th~r,~es 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 a rounded program to deal with inflation. 

We shall want to make tax ~reductionso That is one of the happiest 
recommendations that anybody could ever make° 

We may need to ~an deficits. If we do, we should run them without 
fear. . . . .  

We should adopt an easy money policy, That zay involve reducing 
reserve requirements. It will probably involve ~en market operations 
on the part of the Federal ~eserve System designed to encourage expansi 



That is, the Fed will probably want to buy governments, and it should 
probably ~o. its financing largely through sales to the banks° Both 
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 on; 

and the case of housing is a cas~ in pointo 

In a deflationary situation we shall vTant 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 ew~nt of inflation? Largely we do the 
reverse of the above~ We maintain high taxese We run a substantial 
surpluso We adopt a restrictive monetary policy$ 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 keepgovernmen~ financing in nonbanking hands, since that 
money cannot serve as a basis for an expansion of credit, as bank pur- 

chases of governmen~can do~ 

We want to encourage Saving@ That would be a good time to have 

a further savings bond campaign at attractive rates. 

We want to take off controls gradually as our tax and credit 

policies become effective° 

That is a very difficult operation, but I think.theproper strategy 
is essentially the one which was referred to a few m~ments ago~ which 
we proposed in 1946--that use of fiscal and monetary policies, so-called 
indirect controls, gradually to control demand and~thereby stabilize 
the price level° We follow a policy of relaxing direct controls as 
rapidly as we can consistent with stabilization, gradually removing 

the direct control structure which we have built up. 

That is a brief sketch of some of the more important actions to 
b~ taken, as I see them~ The problems are obviously very complex~ At 
the same time, I suspect that we all would be del~ighted to face 
those problems if we felt we could do sowith safety~ 

QUESTION: Mr~Myers~ I think you have in~roduced something that 
we h~ventt heard before in this body~ Wo~ld YOU go a little further 

with your idea of margin controls? 

DR. MYERS: Yes~ It is really a part of the decentralization 
process I was talking ah0uto It is not new. It was used during 
World War II in the case of retailerso The general order controlling 



retailers gave them essentially a percent~emarkup on costs. T~hat is, 
in determinlng the prices of the~goods, they would put in the goods at 
cost and then put a conventional and controlle~ percentage markup on top 
of that; this would give the final price. 

QUESTIOH~ But you are talking only about retailing° 

DR. i~ERS: At the moment ! 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 ~rice. 

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 ~vayo Substantially all pricing, except 
for certain price-fixed goods, is cost-plus-a-given percentage markup. 

Let us discuss retailing and Wholesaling for a moment. ~hat I Would 
do in that area is to take a prewar base period--the first half of 19~O 
average, the first quarter of 1950--whatever seems a suitable prewar 
period, i would select that as a base. Then the markup which was pre- 
valent ~t that period would be the markup which is accepted for control 
purposes. ~hen the retailer's price is determined by hls cost plus this 
markup~ You see, it is administratively very simple. The same thing 
is true with the wholesaler° 

Now, at the manufac~urerls level the principle would be applied 
a little differently. The manufacturer typically does not work on a 
percentage markup basis. At the manufac~urerls level what we would do 
in general is to take direct costs, not including overhead, for labor 
an~ material s.~ ~ We would odd to that a markup. In the ~nufacturerts 
case I tni~ 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 8 cents per item which covers his 
overhead cost and profit and so on. I would let him dekermine his price 
by that. I would allow first the increases in direct labor costs, the 
increases in direc~ ma~rial costs per unit, and make him keep to the 
8 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:Indivldual, items. 
But that is the point at Which the Imposition of price ceilings is 
simplest. We don't hsve a very wide variety of items. There are dif- 
ferences in items, but they are much less ~omplicated than the differences 
which arise as ~e get further into the manufactu:ring process. So we can 
and should in that situation set direct prlce ceilings° 

l0 



The system I am desQr!bin~ will give an elastic system of controls. 
This system does not prevent price increases: it limits them, tends to 
restrain them. There iS no way under God's heaven in which we can pre- 
vent some price increases from this point on out. We didn It durin~ 
World War II and we won't now. What we want to do is limit them as much 
as possible, while we take away the excess d~mand that is forcing them 

up. 

This process, then, puts a sort of elastic control on prices. At 
the same time it simplifies tremendously the a~ministrative problem. 
Instead of Mr. DISalie having to determine the end product price in the 
case of each of the hundreds of thousands of commodities that come on the 
market, he controls margins. It is a relatively simple operation. It 

is one figure per product item. 

The system has to operate on a historical basis. If the manufac- 
turer or retailer has increased his markup, there can and should be 
adequate penalties provided for punlshln~ him. 80 lon#~ as he retains 

• 4 ~ are avoided 
the mar~%ns that are set, all the job of przc~n~ individual units and 

all the job of develop n~ historical records and everything 
by Mr. DiSalle, sn~ he Isnlt 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 give you the kin& of 

information you ~anted? 

QUESTION: Yes, except t~mt it throws up one red flag immediately. 
We have a law t.hat prohibits fi~urin~ government contracts on a cost-plus- 
s_percentage--of-cost b asls. I am wondering how you propose to hold down 
the increase of cost in order to provide the increased margin. I think 
you have answered it so long as you use price controls colncidentally 

with it o 

DR. MYERS" I am thinkin~ primarily of civilian goods sold on 
the civilian market. I assume that ~=,oods sold to the military would 
be oriced on a basis of whatever contract standards the military 

• includin~ price specific~tiona. 
planners adopt a~ to Specificetlons, 
They wo~ld be subject to;reneg otiati°n" So the question of whether 
the price Is closely controlled in the 0riginal ~ instance really 
doesn't matter very much. If we make s bad guess, we reneg0tiate it 
out. The renegotiation process is essential in this type of situation, 
I thinM, and should be fol%owed vi~orous!Y. But it largely removes the 
control problem so far as military orders are concerned. It takes most 
of the steam out of Ito You get it back one way or the other, 
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COLONEL ~LLI~]~S: Although putting that on is much simpler , 
how about detection and policing it when there are four Or five 
persons handling it and you have to get the ~ ~percentage of profit 
they made and you have no end price t .... . o jucge it by? 

DR. MYERS: They submit their histori'cal records end their 
increases in direct costs to the ESA. A'good accountant can tell 
ninety-nine times out of a hundred if there is any serious juggling 
going on. It will show up. 

C3LONEL WILLIAMS: In addition to that you wouId spot check, of 
course. 

DR. H-fERS: There should be a spot check. 

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

QUESTION: I wonder if you could explain more how you would control 
the pressur~ for waze Increases under the elestic price controls. The 
prices are goin~ to go up. Then there is ,~oin%~ to be increased pressure 
from the unions to increase wages to meet these prices. How are you 
going to control that? 

DR. MYERS: I shall ~et rapidly into controversial territory here, 
but it is useful to remember in startim~ t+hat wa~es are prices. The 
price of labor determines in part the prices of goods. So we have a 
control problem there. Its implementation has to be different, but I 
think the principle is about the same° 

If we are adoptin£ the first orinciple, that is, if we are adopt- 
ing an elastic control of commodit} prices, then it is appropriate and 
proper to adopt an elastic control of were prices. The proposal I would 
make is, I gather, more or less along the line of Wage 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+ But I would do it also partly because I think the 
thing that is needed here is an elastic control and not a fla~, rigid 
ceiling, not a "hold the line at all costs" position. I would allow 
cost of living increases to be passed on in wages, much along the lines 
of the GM formula° 

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 th~ CED. The CED has not yet taken a position on these 
matters, so I donlt know where it would stand~ 
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I would allow the cost of living adjustment to be passed through. 
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 increas~ in rates during 
the year° In other words, I don't think a rollback is practicable in 
the 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 average increase in 
hourly rates: permit any wa~es that have not increased by that per- 
centage to rise to that point; prevent wa~es which have risen by that 
much or more from risin~ further, except in accordance with the formula, 

whichwould apply from now on out. 

That formula would be, first, to allow the cost of living adjust- 
ment; second, ~o allow an improvement factor. You are all femillar 
with the terms of the GM contrac%, i take it. I would allow the ~mprove- 
ment factor, but pay 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 form, I would allow the improvement factor, but 

in noncash form, so it wouldnlt ad~ to current demand. 

What I would do on the penalty payment for overtime would depend 
on what I thought I could ~et away with, frankly, because it is essen- 
tially a politlc~l decision anyway. I would like to see the penalty 
clause for overtime retained; but the penalty--the 50 percent, not the 
150 percent--to be paid in noncash form. In other wor~s, I am suggest- 
ing a sort of forced savings device. It ~ives headaches later, because 
after the war, when we demobilize, we find that peoplels liquid assets 
have increased. But it seems a practicable arrangement. It adds to 
costs currently, and thus has some inflationary consequences on the 
costs side. But it does not add to demand, since it is in a noncash 

form and cannot be spent. 

QUEST[0N: i wonder if you would comment on one othez alternative 
which you suggested but didn't reelly develop~ There is the possibility 
that after two or thre~ years of buildup in military readiness we then 
can slump off ~ 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 i0 or 15 years. So we wonVt really have a demobi- 
lization at that period. We ~ll still have a continuing partial 
mobilization. W%at kind of effects is that going to have? 

DR. MYERS: it makes a lot of difference, of course. It makes 
some of these problems easier end it adds a host of new problems. I 
have touched on one or two of them, but I didntt develop them at all 

fully. 



The principles applied in. getting r-l-d o~ontrols and freeing 
the economy wou.ld 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 militsry expenditure and th~n you cut back to 40 or 35, if 
you are really adjusted to 6.0, the cutback to ~5 is not so very dif- 
ficult in terms of the problem of controlling inflation and removing 
direct controls. It is a good deal less of a problem 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 it7 We have substantial 
military orders, with rather tight renegotiation, concurrently with 
civilian orders without controls~ with some inflationary pressures 
and large opportunities for pr0fits.~ It is very difficult. 

There isn't really pro@or 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 everybody takes his ehare of the burden.~ The 
assumption I am makin~ is that the Profit on military orders is sub- 
stantially less than the profit t.hat can be obtained in supplying 
civilian demand. There is a problem of sharing 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. ~hat we do in the automobile case is to 
load most of it on the three Big producers and let the little ones 
get along asl best they can. If that gives them a relative advantage 
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 markedly in different s~tuations. 

That ~s no~ an answer really to your question. It is an approach 
to an answer. ~h, question itself is one that I don ft think'anybody 
has really t~ought through. It would be very complex to answer. I 
haven't thought it through. 

QUESTION~ Can we apply this matter of equity to a preceding 
question? You just elaborated on the matter of equity in decontrols, 
but you referred 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 t~e country that llv~s on a relatively 
fixed income. What would we do with that group if we permit the 
price of labor to go up according to the cost of li'ving? 

DR. MYERS" There isn't much of anything we can do directly. 
There are going to be inequities in any Situation. Most of you 
men are in this sltustion that you speak of 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 reciplents,because they lose two ways. 
At least in the case of the interest recipients, their interest 
returns decline absolutely--they did during the last war at any rate~ 
and the ~mount they can buy with the return declines. 

There isn't any satisfactory way to handle that problem. The 
best we can do is to control the inflation. If we Control the inflation, 
the question of escalator clauses in labor contracts makes no difference. 

If the cost of living doesn't change, there is no adjustment. 

Now, ,practically, we have to expect a certain amount 6f inflation 

from here on out. It is possible, I think, to keep that down to a 
relatively small amount. One element that we can't get out of the system 
is that price increases in the early stages of production have to work 
on through to the later stages, P~w material prices have gone up a 
good deal more than flnisked goods prices, and a certain a~ount of the 

increased cost has to work through the system. 

If, however, indirect controls are really used vigorously, if the 
taxes are put on, if credit is controlled, if peoPl e get in the habit 
of saving, then it is possible to control inflation, so that the price 
rise still ahead Will be relktlvely small. If we do that, the inequity 
of which you speak largely disappears. If ~e do not do that, there is 

no way by ~hich the inequities can be avoided. 

QUEST!0}T" How can we prevent John L. Lewis from breaking the 

elastic on this? 

DR. MYERS" Z do not propose to answer that question here, because 
I do not know the answer to it. A lot of Better people than I have spent 
a lot of time on that problem and nobody has figured out a way to do it - 
as yet~ We must have coal and apparently ~w~ have to pay for it. 

Theoretically, or in terms of the equity of which we were just 
speaking, John L. Lewis and ~the miners' ~on ought to be held to the 
same formula t~hat applies te everybody else, Realistically, t.hat is 
likely not to happen. It may or may not. If we use the same kind 
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of instruments that we tried befor@, we will have the sam~'degree of 
success that we had before,, Th&t Zs as far as I can go in answer to 
that one. If thet seems inadequate, I can only point OUt that nobody 
seems to have done any better with the problem. 

QUESTION: I would like to.know how you reconcile the approach 
of holding doom profit~marzins with the requirement for an expanded 
production capacity, which is based cn profit. 

DR. MYERS: That,,I think, is fairly easy to do. I am glad you 
raised that question, because it makes a point that I didntt cover. 

One of the big advantages of the margin control approach is that 
it does preserve incentives to expand and produce° It is the margin 

that is controlled, not the price. We don't get the situation in which 
a producer is asked to produce ~ good s~ a loss or a~ no profit. He 
gets a standard dollars and cents markup, 

Tb~t ~ay affect his overhead a little, but I think it should. After 
all, his volume, unless he is in a line where volt,me is cut .w~ doa~, is 
not reduced. If it is, he can put in an ineouity complaint to Zhe admin- 
istrator and try to get sn adjustment. ~at in the ordinary cese his sales 
will be increased. He can sell all he cen make; so ~is volume will prob- 
ably increase. ~is margin will not increase, but his total amount of 
profits should increase ~nless he is in an industry where overhead costs 
mount very rapidly. 

So he has incentive under this device to keep on producin@. , The 
more he produces, the more he mazes, it is one of the great advantages 
of the elastic control I ~m speaking of, as against these flat ceilings, 
where the producer works, around and tries to figure, but what it pays 

him more to produce; then he produces t~t whether it is what the people 
want or not, on the theory that somebody will buy it. . . 

That is one of the big advantages, and that is one of the reasons .- 
I am a~x~ous to ~h~ve elasticity in the system--so there will be a n  

opportunity co p~oduce, an encouragement to produce, and an encourage- 
ment to produce thin@~ t.hat people want 

Ineidemtall,v, this device .takes care of the low-end problem, that 
is, the problem we had during World War II, of everybody making~the 
luxury item in the line and dropping out the low ones° If you hold the 
producer to his prewar average markup, it doesn't make any great ~if- 
ference to him. He'makes the same rate of profit on the high end, the 
low end, or the intermediate. So presumptively he makes a distribution 
in accordance with people's wants. What I say may not be strictly true, 
but it is so close that it makes no great dl~ference.'~ What he will do 
is keep more or less his earlier distribution of goods across the 
production range. 
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QUESTION: You proposed two systems for employment during a 
demobilization period. One was to counteract deflation and the 
other was to counteract Infletlon. Is It not true that~ if during 
a demobilization period we assttme that we are faced with a reces- 
sion and take the steps that ,Vou proposed, and then it turns out 
ti~at it is an inflationary period, as it was following World War 
If, it would be almost impossible to relmpose controls to hold 
down the inflation, due to public opinion and congressional opinion~ 

DR. MYERS: That is a very ~ood point. Yes, it would be very 

difficult. World War II was a beautiful illustrstlon. 

It was inter~stlng to watch the turn-around in government 
policy. It took six months or more to get it around, l~ring the 

course of that period a 10t of dams~e was done. 

The pro~le~ of det~r~Inlng when to tske sctlon is a very difficult 
one. But I thlnL~ 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. W.hat we do is keep on the balls of our feet and take action as 
the events develop. If we find that unemployment is increasing, we can 
take action of an antldeflationary 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 wP can take action to m ee~ 
that obs-~rw:~d, not sntlclpeted, inflationary pressure. Do you see? 

QUESTI0~T: Yes. But wouldn't the most satisfactory answer to it 
be to take this Whole question of controls out of the political field? 
After the last war one of the most s%rlous thln~s that happened was 
t~hat the sub iect of price controls ca~e up during a year in which we 

were voting in a n~w Cpn~ress. : 

DR. ~YERS: I think there are two lines of answer to that. One, 
how would you take controls out of the political fleld? Then, more 
seriously,I don ~t think it would be a ~oo8 idea if ~e could. I don't 
llke the alternstlve, becaus~ it ass~mes some e~onomlC ~body or some- 
body above the contr~l of the people to ~ecide th~se:matters. I don~t 

llke that kind of setup. 

Surely, the political pressures give us s l`ot of difficulty, and 
we do a lot ~ of thin~s th8t the theoretlcisns say are far short of 
perfect. ~t we are all fr~e to Criticlze '~a~d ~,e all do it vigorouslY. 
And I suspect that the mistakes that some pres~i~ptively all-wise body, 
which is removed from pol~tical controi, would make would do more 
serious and ".be less likely to b~ corrected, bec~:as~ nothlng could be 

done abo~it such ~Istskes. 
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The difference is ve-r~..rou~hly the kind of difference given 
~s between the RuSsian ~ ~ ~e~up end ours. Or, to take a less con- 
troversial .example, take the Spanish and ourselves, or any country 
that is operated by ~ dictatorial government, where the public 
cannot make its wishes and reactions felt. Such a government 
doesn't make so many little mistakes, I suppose; but the mistakes 
it does make are bi~ ones and far more se'riouso I want to see 
this right in the mi~le of politics. I want to have everybody 
yelling about it all the time, 

QUESTION: You Indicated that one of the prosoects we may face 
is an expansion of military expendituresto the.pqint of about 20 • 
percent of.our gross national product and a maintenance of"milltary 
expenditures on that level for several yesrs: and then, possibly, 
if there is ng ~r~ a fall~n~ back to about lO percent of our gross 
national proauct for milltary expendltures. 

DR. MYER$~ ~ouahly that° 

QUESTIO~T: ! un~erstsn~ that we are Undertaking a steel expansion 
program of roughly~the magnitude of l~ _.oercent of our current steel 
production and Comparable exoansions, in the al~uinu~., industry and 
copper and o.therosrts,,of the economy, Aren"t. we then facing the 
oroso~ct that if ~e fs~l back to lO percent of our gross national 
product for military e..~oeh~.i.tures at the sa.m~ 'time thyt we have expanded 
our oreductiv~ caoscity by, i~ st~l s~ts th~ l~vel, about 15 percent, 

,,~ m~y ~ ~c~n~ a situation ~,~r~ ~,~ hsv~ more production than can 
be a~serbed by cur civilian e c , ~ n c ' ~ m y ?  

DR. MYERS: In the first place, I woul@ be inclined to say that 
if that is all we had to pay for protection, it is well worth it. 
i.don't thir~ the figures that you suggest are anything to get very 
much frightened at, 

I don"t recall the figures, but,. obviously.~ steel production 
ought to increase in proportion to popul~tlonl incr.eas.e. In the 
case of steel production, I think it ought to in~rease bY more than 
the rate of population increase. Historically.,-it has grown more 
rapi%ly . . . . . . . . . . .  

Supposei% should increase atthe ra~e of .increase of total 
• production, If we. say that. is 3 percent per year in fiv~ years 

it would be 15 percent,- even without 6ompoundin~ it, So, if we 
increase steelproduction. 15 percent, and if it is right--and 
t~hat is justa g~ess--that steel, production ought to inCrease- 
approximately in proportion to the production inc~ea.se,, th~nin 
five years we would have caught up. 
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Moreover, in the period between the end of World War II and now 
there has been very little time in which we Wouldn't have been able 
to sell a good deal more steel if it had been available. So if the 
steel capacity had been ll0 million tons, say, between 1945 and 1950, 
instead of 90 to 100 million, I suspect that we would have been able 
to sell all that steel or substantially all of it. It would have 
meant that certain things would have gone ahead a little faster° 

I am not worried about a 15 percent capacity increase. If it 
were 50 percent, it would he another matter. But that is not sug-- 
gestedo Neither is the industry ~orried, by the way, about this 

15 percent. 

Some government quarters have argued for about a 20 percent 
increase--to about 120 million tons. The industry itself, on Its 
own initiative more or less, has made plans to increase to ll5 mil~ 
llon tons. So, if they aren't afraid of it, I donlt see why we 

should be. 

QUESTION~ My question goes directly to the subject of demobili- 
zation planning, but also has its effect on mobilization. What steps 
are being taken, if any, to give contractor s assurance that on termina- 
tion of their contracts for one reason or another, the settlement of 
their claims will be final? I understand that the Contract Settlement 
Act of 1944 was an unusual piece of legislation in many ways. One was 
t.hat it ~ave finality of settlement to the contractors. That was very 
~leasing to many of the military and war contractors and highly offensive 
to Mr. Lindsey Warren, as prejudicing his Jurisdiction. I understand 
that the act is still in force but is not being used, bY virtue of an 
interpretation that he has given. It would seem to me that many con- 
tractors would hesitate to embark upon a war contract program where 
they felt that they were not going to get finality of termination. 

What steps have been taken in that regard7 

DR. }~YERS: I don~t know the facts, but i agree with you that 

the subject is important. 

I th£nk the Worl& War ll piece of legislation was excellent. 
Again I speak not as a technician in that field, because I am not° 
But in its general objectives and in the way it worked I thought 
it was very goodo "We ought to have Somethin~ llke that now. 

I'denlt know to what extent the original act has been impaired 
or limited by the Comptroller Gen eral~s rulings. But, if it has been 
serfously limited, I think the llmitstion ought to be removed or cor- 
rected in some way. But as to the facts, I don~t know whether there 
has been any action taken or precisely what the situation is. 
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QUESTION: In your discussion Q~f margin controls I think you 
sai~ that the sport shirt wouldn,t c~me back at the expense of the 
two-dollar white shirt. I can't quite follow that° It~seems to 
me that a 20-percent markup on a five~d%lla r item would be much 
more interesting to %he retail, store than a 20~percent marku p on 
a one-dollar item° And, further, while Mr. DISalle may not have to 
~o~out~and do the shopping and check in this matter, he would have 
some ~ million establishments to check On paper, and he gets no 
help from the housewife,, who remembers tha~ you could[buy a shirt 
for $1.20 for a small boy last year, but Can't today° 

DRo MY~RS: There are, several angles to that one. First, I 
don:t think this problem of th~ low-end item is a problem of 
retailing. It is a manufacturing probl@m primarily, as it was 
during World War II. 

That was one of the reasons I suggested dollars and cents 
markups'on manufacturing. I don't think the problem would then be 
serious at the, manufacturing end° I dontt argue t~hat there is" 
absolutely me problem. It mi~ht be of some advantage to the mamu- 
facturer to concentrate on the higher-end items. But the pressure 
would be much less than it was during World War ~II. 

$9, while I Wouldn't argue that the problem is theoretically 
solved, I would argue that the pressure to shift away from low-end 
items is much less under this proposal than nnd, era rigid price 
and end-item ceiling control° - -  

I wonld argue further that I think with reasonable adroitness, 
with reasonable. Care in drawing the regulations, the,problem cOUld 
be reduced to a size where it is relatively unimportant, ~becausle, 
after all, to most ~an~facturers, maximizing profits is not their 
only objective ~. They ~re also interested, for example, ~Z maintainin~ 
their full production llne . 

I don~ think the problem isvery important atthe retail end~ 
I would exoect the retailer to push the high-end ite~,~but~I ~on't 
think very many stores will refuse to carry the low-e~d~'item if it 
is available° , "  

. , o . "  . , . 

As to the enforcement that is more difficult. "I " , think that is 
t r u e .  "arhen .we. h a v e  d o l l a r s  an d  c e n t s  p r i c e s , " W e  c a n  a d v e r t i . s e  a l l  
across the c0~try~ ~Nylon,h'ose" of a ~ertain grade a t $ t ' , 9 8 ,  or 
whatever it is. , The housewife.can see more gasily that there is a. 
~iolation and can.report it. That is one objection to my preposal 
tha~ is frequently advanced, ' " 



I would point o~t 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 OZ that sort, but we can't do it on a wide variety of 
items. Second, the difficulties of flat-r2te pricing in World 
War II le~ 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 %-as 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 item 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 a standard 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 WILLI~{S: 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. 

(15 Feb 1951~350)S. 

21 


