OCT. 1944

OFFICE OF PRICE ADMINISTRATION
WASHINGTON, D. C.

MEMORANDUM

To: All Members of OPA Advisory Committees

Yrom: Chester Bowles, Administrator

Subject: Our Pricing Objectives in the Reconversion Period

For two and a half difficult years we have
been striving to maintain ¢ stable wartime
economy. In general our efforts have been
successful,

Since the Spring of 1942, when price control
first became effective, the Department of Labor
tells us that industrial prices have risen less
than three percent., The cost of living, ex-
pressed in the individual prices of items pur-
chased by the average middle income family, has,
according to the same authority, risen only
about nine percent in this same period.

FOUR REASONS WHY

There are, I believe, four basic reasons why
we have been able to establish this record:

1. The tremendous wartime production of Ameri-
can farmers and American industry, which,
in addition to our huge production ear-
marked for war, has provided us with 90
billion dollars worth of consumer goods
and services in the past year,

2. The putriotic desire of the American peo-
ple to save their money instead of spend-
ing it during wartimes.

3. The basic honesty of the American people
which has kept the vast majority of them
from pctrenizing the black market.

4. The government stabilization program au-
thorized by Congress in the Stabilization
Act,

It has keen the responsibility of the OPA
under the Stghilization Act to administer the
actual pricing of 8,000,000 products and serv~
ices, and to establish rents for 14,500,000
dwelling units., It has been a staggering task.

The ground over which we have travelled has
been new and unfamiliar. There have been no
sign posts to guide us. Our policies have been
developed laboriously by trial and error, In-
evitably there have been mistakes, delays and
irritations.

ALL GROUPS HAVE BENEFITED

But the fact remains that the job so far has
been accomplished. Prices und rents have re-
mained relatively stakle. WMoreover, this sta-
bility has been accomplished without hardship
to any major econcmic group.

Industry profits in 1943, evenafter the pay-
ment of high wartime taxes, actually exceeded
net profits after taxes in 1929, They were more
than double the net profitsafter taxes in 1939,
Net farm income after all expenses exceeded
prevar levels by 170 percent. Industrial wages
are at an all time peak.

V-E DAY WILL BRING NEW PROBLEMS

The pricing pulicies which we have followed
during the wur period have been effective under
wartime conditions. Fut today we look forward

to more and more cut backs in war production
and the increased production of peacetime aoods.

CORPORATE PROFITS
(AFTER TAXES)
BILLIONS OF DOLLARS

FARM OPERATORS
{NET INCOME)
BILLIONS OF DOLLARS

WEEKLY EARNINGS

(FACTORY WORKERS)
DOLLARS
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During the next ninety days we are hopeful
that the war will be brought to a close in
Furope. During the next 18 months or soc we are
looking forward to victory in the Pacific. As
our economy partially reconverts to peacetime
requirements we will be called upon to face
rapidly changing economic conditions,

Within three months after Cermany is defeated
it is estimated that plants now producing 40
percent of our war goods can be freed for the
manufacture of civilian goods., More than
4,000,000 war workers will be made availakble
for the production of goods for whick the
American people are eacerly waiting.

The Federal Covernment has made it clear that
industry will be assisted and encourauyed to re-
sume the manufactureof civilian goods as rapidly
as possible. To this end, the War Production
Foard has announced that it will 1ift controls
over most materials and manufacturing immediately
after V-E Day. The War Manpower Commission has
stated all manpower controls will be lifted ex-
cept in relatively few areas where they are
essential to continved war production.

The only lasting answer to inflation is full
production of civilian goods with all possible
speed, For this reason we in the OPA welcome
these developments as a major aid in holding
prices stable,

But even under the most favorable conditions
our pricing task will bea ticklish one. A wedk
price policy during the next few months can set
in motion all the powerful inflationary forces
that surround us. A rigid price policy in which
no allowance is made for legitimate increases
in costs could stifle employment and groduction
and head' us straight for a major depression.

WHAT HAPPENED IN 1919

in 1919 we met this same problem, on agreatly
reduced scale, und fumkled it badly, While there
are many factors now whichare totally different
from those we faced after the last World War, it
will be wise to examine carefully what happened
to prices immediately after Armistice Day 1918,

During the first World %ar, yitha minimum of
price control, the cost of living increased by
62 percent from July 1914 to Armistice Lay.
Both corporation profits and net farmincome rose
to record levels,

Immediately after the Armistice, in November
and December, war controls were dropped. In
March 1919 the price level adain started upward
as a wild scramble for inventories and new goods
developed,

This pestwar inflationary rise continued at
an increasing poce. By June 1920 living costs
had risen to 108, percent above the 1914 level -
an additional 46 percent increase after Armistice
Day. Wholesale prices, which hed risen 102:per-
cent, went on to a peak of 148 percent above
prewar levels, Vages and payrolls, business
earnings and farm income - these too continued
their climk,

And then came the collapse. Within 22 months
factory payrolls dropped 44 percent to bring
misery and privation to millions of our workers,
Net farm income dropped 6€ percent, 43€,000
farmers lost their properties through fore-
closures during the next four years.

Corporate profits after taxes dropped from
$6,419,000, 000 in 1919 to o net lossof $55,000,000
in 1921, Inventory losses, amounting to 1l
billiens, wiped out practicallyall the reserves
accumulated out of wartime profits,

That’s the story of our price levels after
the last war. Everybody had moved up together
and everybody came down together. We went up
fast; we came down hard, It's a story that pro-
vides a perfect lesson on how not to handle our
pricing proklems during the next few months.
It's a story which we must all be determine
shall not be repeated this time.

Puring the war our efforts have aimed solely
at checking inflation. On V-E Day the picture
will change. V¥hen the telegrams go out ccnceling
war orders, the forces of deflation will Leqin
to develof.

From that day on until full production is
achieved end supply and demand come into reason-
able balance, the forces of inflation and defla-
tion will exist in our economy side by side.
Bight now it is impossible for anyone to say
with finality which will be the greater.
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THE DANGER OF INFLATION

Let's first take a look at the huge infla-
tionary pressures all ready to push prices up
as soon as the war in Furope ends.

By the end of 1944, 100 billion dollars of
war time savings will be waiting in the hands of
people who have been unable to kuy many of the
things they winted most - a new car, an electric
refrigerator, a washing machine, a sewingmachine,
a new stove, new farm machinery, a new house.

Obviously, it will be impossible to produce
all of these articles in sufficient quantities
immediately. But people don't like to wait.
The pressure of buyers withgood joks and a back-
log of wartime savings will be tremendous.

Merchants will be anxious to be among the
first to offer new goods for sale. 'The retailer
who can quickly build a good inventory will be
in a position to capture the business.

Every manufacturer, too, will want toke among
the first to produce these goods. The competi-
tion for materials will be considerable, To back
up this competitive desire for inventories and
raw materials are billions of dollars in wartime
reserves,

THE DANGER OF DEFLATION

But, as I have pointed out, inflationary
pressures are only one-half the story. Defla-
tionary pressures - some of them inescapable,
sore of them potential, are equally dangerous.

The closing of plants built only for war pro-
duction (which probably cannot make peacetime
goods) will require an estimated 2million people
to look for peacetime jobs elsewhere, Millicns
of others will face temporary unemployment while
the plants in which they work set up their new
production lines for civilian goods.

In all plants changing over to civilian pro-
duction, the return to the 40 hour week will re-
duce the workers’ weekly take-home pay. Even a

10 percent cut in hours, which seems probable
soon after V-E Day, will cut salaries and wages
by something like 12 billion dollars in a year.

Adequate unemployment compensation will, of
course, help to some degree toheld up purchasing
power,

Our huge backlog of savings will alse
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serve as an anti-depression asset, But fear of
prolonged unemployment can make people hesitant
to spend their savings except for necessities,
A man out of work goes slow in building a new
home - even though his savings account is still
ample,

Up to now business and industry have been
able to aksork the men - more than 1,250,000 of
them - who have been mustered out of the armed
forces. However, when our soldiers and sailors
start coming home after V-E Day there may be
more men than jobs until industry hits its stride.

1f reconversion is slow, the national income
will be dangerously down while millions of workers
ore waiting to return to work. Slowness in re-
conversion would also mean a let-down in demand
for basic rax materials.

The Government has been spending about 70
billion dollars a year for war materials and
construction, and that money has provided good
jobs at high wages. Within three months after
the defeatrgi Germany it is estimated that this
vill be cut}about 40billions. To & major extent
that's money out of our pockets, until we get
civilien production going on acomparakle scale.

Some of these deflationary threats we cannot
hope to avoid. Some of them are temporary and
the speed or slowness of reconversion will deter-
mine the extent of their influence. Others may
not materialize, unless businessmen and their
customers ~- frightened of the future -- are
afraid to invest and spend their money.

But after V.E Day the threat of deflation
cannot be ignored.

WE MUST RESIST BOTH FORCES

Statistics alone cannot measure either of
these dangerous economic forces. Fehind them
lie the psychological factors of over-optimism
on the one side or fecr on the other. FPoth of
these are products of uncertainty.

Uncertainty about prices is one of the most
dangerous. It could lead to a wild speculation
or to a drying up of purchasing power. That is
why we are determined to do all in our power to
hold prices stable during the months chead.
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Itwill toke careful planning and intelligent
cocperation on thepart of all of us os a nation -
Covernment, industry, lobor, farmers- if we are
to guide ourselves successfully through this
difficult tramnsition period.

There are many factors which will determine
our success or our failure. The pricing policy
we follow isonly oneof them. Our export policy,
our tax policies, our disposal of government
owned war plants and surplus war goods will all
play an important port.

But our OPA responsibilityis for pricing and
for pricing alone. What shall our reconversion
price policies be?

WHAT OUR PRICING POLICY
MUST ACCOMPLISH

The pricingpolicy on the reconverted civilian
products which we adopt to meet the difficult
conditions which lie chead must, in my opinion,
accomplish the following:

1. It must encourage maximum production. Tt must
not stand in the way of the manufacturer’s de-
sire to produce to the limit of his capacity.
This means prices which yield good profits for
business, large or small, on the basis of high

- volume production.

2. Our pricing policy must be easy to apply. De-
cisions must be made rapidly. Manufacturers
have a right to expect fromus the quickest pos-
sible answers on requests for prices on new
items. We must realize, however, that prices
cannot be setwithoutadequate informaxtion from
the businesses af fected.

3. Our pricing policies in the reconversion period
tust encourage the comtinued payment of high
wage rates. When wages are reduced purchasing
power begins to dry up. ‘Through the loss of
over time and through some unavoidable unemploy-
ment, as plants are reconverted from wartime
productiom to peace some deflation in the take~
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home wages of our industrial workers is in-
evitable, If this trend were increased by
pricing policies that would result in a general
lowering of wage rates, we would soon face a
serious depression.

Our pricing policies must continue to protect
the public against general increases in the
cost of living. Rents, food priced and cloth-
ing prices mustbe held at no higher than pres-
ent Jevels, (h consumer goods which have been
out ofproductia for some time, price increases
must be given only when absclutely necessary.
and then held to the minimum amounts needed to
encourage volume production.

Our pricing policy must not contribute to any
repetition of the farm collapse which followed
the inflation in prices after World War [. The
ability of our farmers to purchase industrial
products and generally toincrease their stand-
ard of living has been tremendously improved
during the war period,

With sustained high purchasing power our

farmers can furnish one of the largest and most
profitable markets for industrial products., In
my judgment that market, in the reconversion
period as well as during the postwar peried,
must be encouraged vigorously and sustained,
The responsibility for that, of course, lies
in other agencies.
Our OPApricing policy must call for the elimi~
nation of price control as rapidly as possible.
This means that ceilings should be removed on
each product or in each industry one after an-
other, when there is no longer any danger of
inflationary price rises in that particular
field.

If we decontrol too quickly we will find
ourselves in serious trouble with the possible
need for reimposing controls at a later date.
But if we hold controls in effect after  they
are no longerneeded it will tend to discourage
production and initiative on the part of
industry.

It is obvious that the development of a

pricing policy to meet all these cbjectives is

TOZOUR:NATIONAL: ECONOMY:IN 1945

THREAT OF INFLATION

BILLIONS OF DOLLARS

AVINGS OF INDIVIDUALS UNSATISFIED DEMAND
816, 8UT HOW BI6P

194t DURING 1842, 1943, AND 1944 THESE CONSUMERS’
DURABLES HAVE SEEW OUT OF PRODUCTION, EITHER
COMPLETELY QR IN MAJOR PART, IFDURING THESE
3 YEARS THE 19%1 RATE OF PRODUCTION HAD COM-
2100 | TANUED WERE 45 THE NUMBER OF THESE GOODS THAT

ACCUMULATED FROM PLARL HARBOR THRU 1944 | HOULD HAYE BEEN PUTON THE MARXET FOR AMERICA
(E3T) CORSUMERS:

14

1944 (EST)

DEMAND DEPOSITS 10,980,000 AUTOMOBILES
END OF NONTN

INCLUDES ALL DEPOSITS EXCEPT INTERBANK
AND LS, SOVERNMENT, LESS CASHITEMS ™ | ¢ 045 000 WASHING MAGHINES

10,500,000 REFRIGERATORS

6,351,000 VACUUM CLEANERS
16,755,000 ELECTRIC IRONS

H

DEC. 194)

an
DE: 1904 usn 7,923,000 TOASTERS

4,100,000 RADIOS

MONEY IN CIRCULATION | 82,380,000 CLOCKS AND WATCHES
END OF MONTH

10,400,000 FURNACES AND

0EC 1948 HEATERS

14,010,000 STOVES AND

DEC. 1344 (ESY.) RANGES

THREAT OF DEFLATION

AT PRESENT, CIVILIAN SALARIES AND WAGES (OFF THE FARM)

ARE RUNNING ABOUT $94 BILLION A YEAR
] 10 20 30 40 30 0 70 L1 90 94

DURING RECONVERSION, HOURS WIiLL BE REDUGED AN ESTIMATED
10 PERGENT. THE EFFECT ON WAGES INCLUDING OVERTIME wWiLL
REDUCE THIS TOTAL BY $12 BILLION

RECONVERSION WILL ENTAIL A CUT OF 10 PERCENT (5 MILLION)
IN EMPLOYMENT. THIS WILL REOUCE SALARIES AND WAGES BY A
- FURTHER § 8 BILLION
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NCRZii7

OPERATING MORE SLOWLY, THERE WILL BE A REVERSAL OF THE
UPGRADING PROCESS WHICH OCCURRED DURING THE WAR, AND MEN
WILL LEAVE HIGH PAYING WAR JO8S FOR LOWER-PAYING JOBS IN
PEACE-TIME PRODUCTION. THIS WILL REDUGE SALARIES AND WAGES
BY MO LESS THAN $ 10 BILLION.

L] 4 74 T 4

- $iGy EMZ8Y

ALTOGETHER, WE FAGE A CUT OF $30 BILLION v SALARIES
AND WAGES AFTER V-E DAY.

THIS MEANS SHRINKING MARKETS
—A SERIOUS DEFLATIONARY FACTOR
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a difficult task. But if we are to achieve a
vigorous, full production economy with a high
standard of living and with full opportunity
for every group, it must be successfully ac-
compl ished.

THE SIZE OF THE JOB

Let’s take a look at the types of companies
and products thathave been under price control.
Let’s compare them with the others that will
need to have their ceiling prices reviewed. In
other words, let’s take a look at the job ahead
from the standpoint of administration.
Many companies have continued to make peace-
time products throughout the war production
period. Others have continued the production
of civilian goods, side by side with wartime
commodities., Still others have for at least
two years been wholly converted to the making
of war materials. Some peacetime products have
been entirely off the market since the first
quarter of 1942, During the next few months
they will become available to the general pub-
lic for the first time in more than two years.
Price control now covers all civilian goods
and many services. The principal consumer
items now under price control have an estimated
1943 retail value of 78 billions of dollars, or
85 percent of total consumer expenditures. in
1843. Among the most important of these are
food, clothing, rent, fumiture and furnish-
ings, fuels and certain services.
The regulations setting up ceiling prices
}n\$he fields now covered have been geared to

individual requirements of the businesses
t.— industries affected. With few exceptions
they have‘peen fair both to buyeérs and sellers.
They heed the legdl cbligation that they must
be "generally fair and equitable."
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The important point is that these ceiling
prices are already in effect and are working.
They have stood the test of time and, as the
record amply demonstrates, they have permitted
full production and record profits. Our hard-
eamned experience in setting them has given us
the know-how to work out ceilings for the in-
dustries coming back into civilian production.

These present price controls present no new
problem., They will be continued in substan-
tially their present form. We shall continue
to use the same pricing standards, standards
which during the last few months have been
carefully reviewed and opproved by Congress.
In other words, we will expect absorption of
cost increases on less profitable items, as
well as on more profitable items, by industries
which manufacture several lines end whose total
profits are satisfactory,

We have been adjusting prices in cases of
individual hardship ever since ceiling prices
were established, and we will, of.course, cons
tinue to do so.

We will also continue to allow price in-
creases to industries whose profits have fallen
below the level of the 1936-39 period. But in
most of these consumer lines now in production,
volume should increase as war restrictions are
removed and as raw materials become more
plentiful,

Overtime payments will probably decrease,
and more efficient labor will become available.
Bs a result of these factors, unit production
costs should decrease. It is my belief, there-
fore, that with relatively few exceptioms,
firms which are now munufacturing consumer
peacetime products will continue to prosper
under present ceiling prices.

THEZSIZE OF*OURZRECONVERSION®PRICE

PRODUCTS NOW UNDER PRIGE CONTROL
TOTAL CONSUMERS' EXPENDITURES
IN 1943 CGAME TO~ .~ L o ooe o - $ 92 BiLLION

OF THIS, PRICGE CONTROL REACHED__ $ 78 BILLION
OR B5 PERCENT
MAJOR GROUPS UNDER CONTROL WERE:

(1) J $33 BILLION
CLOTHING - - — — — = — —— - 13 BILLION
RENT. o o e mim e 7 BILLION
FURNITURE ,ETG. - — — — o 3 BILLION
MOUSEHOLD FUELS. oo e — 3 BILLION
SERVIGES - — < - — oo m 3 BILLION

TOTAL CONSUMENS' EXPEMDITURES

-~
UNDER PRIGE GONTROL

1 CONTROL OF RECONVERSIOM PRICES 15 A
MINOR ITEM IN COMPARISON

IN 1941, WHEN THESE ITEMS ( CONSUMERS
METAL-USING DURABLES) WERE LAST IN
PRODUGTION, THEY AMOUNTED TO $s— BILLION
OR B8y PERCENT OF CONSUMERS'
ExPsanunEs

*TOTAL Wnsunlls' EXPENDITURES

Ly

VOLUME OF RECONVERSION GOODS

FURTHERHDRE, ABOUT B0 PERCENT OF THIS

voLY WAS IN 1941 PRODUCED BY A SCORE OF COM-

PANIE
ToTAL Go“’u.!yl EXPENDITURES
{ PERCENT 3\
Q recowversion %P 50 i 1o
20 ‘""'\~zs,ooo GOMPAMIES
COMPANIES

oR ON A PRODUCT BASIS, A DOZEN ITEMS—
PASSENGER CARS, REFRIGERATORS, RADIOS, ETG.‘-
CONSTITUTED 85$ OF THE TOTAL

TOTAL COMBUNERS' EXPENDITURES
A

{ PERCENT - \
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byt .
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PRODUCTS WHICH HAVE BEEN
OFF THE MARKET

¥hat industries may need new ceiling prices?
As we see it, they will be largely in the metal
using industries in the consumer durable goods
fields - industries which for the most part
have been out of civilian production since
early 1942.

The retail value of the products made by
these industries in 1941 was 6.5 billion dol-
lars. That represents only 8.5 percent of
total consumer expenditures in 1941. Obviously,
the percentage may differ for 1945, depending
upen' the speed and extent of reconversion, the
progress of the war in the Pacific, consumer
spending power and many other factors. PBut it
gives us an idea of the size of the problem.

Fewer than a dozen types of goods make up
over 85 percent of the value of all items which
meny need a reconversion price,
mobiles and parts, refrigerators, sewing ma-
chines, washing machines, vacuum clemmers and
other electrical household appliances, radios,
phonographs, pianos, heating and cooking equip-
ment, clocks and watches.

The hundreds of miscellaneous items in the
durcble goods field amount to only 15 percent
of the problem. These, like the 85 percent,may
or may not need new prices.

About a score of companies manufacture 80 per-
cent of all the items which will soon be coming
back into production. The remaining 20 percent
are produced by about 25,000 additional firms
of varying sizes.

From our administrative point of view the
problem is substantial. But it is not as great
as generally assumed. It.is smaller than others
which we have handled successfully in the past.

WHAT WILL NEW PRODUCTS COST?

In general, our ocbjective in setting ceiling
prices for these new goods will be the manufac-
turer’s own 1942 prices. These are the prices
he was charging when he converted from civilian
to war production. And, with few exceptions,
these are the ceilings in effect today for any
manufacturer still producing the scme or simi-
lar goods.

This means that any manufacturer who is
planning to put new civilian goods on the mar-
ket at 1942 prices or less knows now that his
ceiling price will not be lowered. As soon as
production and moanpower controls are released,
he can proceed at once. Reconversion pricing
will not be one of his problems.

In practically all consumer durable goods
industries there have, of course, been increases
in wage rates ond some increases in material
prices. But we know from the wartime experi-
ence that increased wage rates and material
prices need not be fully reflected in price
increases for the finished product.

In industries now under price control, suchas
textiles, meat packing, paper and pulp, for ex-

These are auto-

ample, substantial increases in either hourly
wages or materials prices, or both, have oc-
curred. In none of these cases, however, has
it been necessary to allow price increases any-
where near equivalent to the cost increases.

In most cases the price increase has V7Y
only a small fraction of the full equivale  /
Nevertheless, profits have moved up sharply -
so sharply, in fact, as to suggest that the
cost increases should often have been entirely
absorbed without unfairness to the industry.

In cotton textiles, average hourly earninas
increased 25 percent between December, 1941 and
May, 1944, while materials prices rose 19 per-
cent during the same period. To offset these
increases in full, a price rise of 17 percent
would have been necessuary. The actual price
increases during this period averaged only six
percent. Profits of the industry before taxes
nevertheless rose 33.3 percent between 1941 and
1943,

In slaughtering and meuat packing, the ex-
perience has been similar. To reflect fully
increases in average hourly earnings and mate-
rial costs ketween 1941 and 1943 would have
required a price increase of 30 percent. The
actual increase (including subsidies as a 10
percent price increase) was the equivalent of
only a 16 percent price increase, Cost absorp«
tion here was therefore dbout 50 percent. Yet
industry profits in 1943 were 68.2 percent
above 1941 levels.

In the paper and pulp industry, average
hourly earnings have increased 17.7 percent
since 1941, Material costs have 1ncreuse§}*§
percent during the same period. If these'
creases had been fully reflected, prices would
have had to increase by 14.6 percent, Actually,
paper and pulp price increases during this
period averaged only 4.2 percent while in-
dustry profits have continued at the 1941
level.

Our experience in these fields and dozens of
others strongly suggests that in the consumer
durable goods industries, where increages in
wage rates have been no greater emd increases
in materials prices have been substantially
less, production for most companies can be re-
sumed at approximately 1942 prices.

‘There are some companies, however, ond per-
haps a few industries vhose costs have risen so
far above their 1942 level as to make full ab-
sorption impossible. These will need new
prices. They will need them quickly, and we
intend to see that they get them.

HOW NEW PRICES WILL BE SET

It is our hope that ceiling prices for the
major fields cunbe arrived at through industry-
wide conferences in Washington. We are now
planning meetings with members of the automo-
bile, electric refrigerator, washing machine,
radio and a few other industries - represent’
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on a dollar volume basis 80 percent of the en-
tire reconversion pricing problem.

At these meetings we will discuss the volume
each industry plans to achieve; what they are
going to pay for labor end materials; the sav-
ings they expect to make through increased

Vt efficiency, and lower sales costs., We
v 4 also be guided by prices which they feel,
on the basis of their own experience, are most
likely to assure the wide-scale consumer buying
necessary to mointain veolume preduction.

In those cases where an increuse over the
1942 price level is really needed to kring any
procuct back on the market, an increase will
be given. We will make every effort to set
ceilings at a point that will lead manufac-
turers to expand, not restrict, their produc-
tion.

PRICES FOR
25,000 SMALLER MANUFACTURERS

I am well aware that any delay on our part
in setting prices would be an even greater hard-
ship for small manufacturers than for large
ones. We must make sure that any menufacturer
who needs anew price cuan get adecision quickly.
In order to do this, we will cuthorize the 93
OPA District Offices, located in all parts of
the country, to set the final ceiling prices
for all reconverted products not on the key
list of 12 major items.

Many firms have already indicated that they
plan to sell at their 1942 prices, or even
lower ,as soon as they can get back with civilian
production. ‘They will not need to call on ocur

d offices at all.

"irms whose higher production costs make a
price adjustment necessary will be able to pre-
sent the facts to the nearest offite and re-
ceive a price based on a set of standards ar-
rived at in Washington. These will be standaords
that can be quickly applied without referring
back to Washington.

The exact method by which the prices for
the smaller firms will be set and the stondards
which will be followed are now under discussion
with meny of our advisory groups and with our
field officers, on whom much of the administra-
tive burden will fall.

Barring the sudden end of the war in Europe,
the details will be withheld until these dis-
cussions are finished.

A complete plan, including pricing standards
for the smaller manufacturers, however, has been
fully developed. If necessary, we are prepared
to announce full details of the pricing pro-
cedure that each manufacturer (with the excep-
tion of those making the "major items" listed
above) will follow within 48 hours after V-E Day.

Finally, we are studying the possibility of
completely exempting from price control certain
manufacturers in the consumer durable goods
field. This might be done in two ways: First,
by exempting all manufacturers doing less than
a certain annual volume of business - say
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$100,000; second, by exempting munufacturers of
minor parts or miscellaneous products.

We are anxious to do this in order to elimi-
nate as rapidly as possible all unnecessary red
tape ond needless requlation. W are investi-
gating the extent to which this can be done
without endangering effective price control in
the consumer durable goods field.

WHEN WILL CONTROLS BE LIFTED?

Ve have always looked upon price control as
a stop-gap, a stabilizing wartime control to be
dropped as soon as production brings supply and
demand reasonably in balance, The last war,
with its fulse economic calm after theArmistice,
followed by o ruinous inflation and collapse,
taught us the danger of moving abruptly and
thoughtlessly. To maintain controls needlessly
even for a few extra months would ke equclly
mistaken,

The wartime lack of balance between supply
and demand made price control necessary. When
supply and demand come back into bclance price
controls will not be needed. BAs soon as there
is no further danger of price increases in a
porticular commodity field there will be no
reason for price ceilinos in that field and we
will drop them.

The exact timing will vary widely from item
to item. But, working with Industry Advisory
Committees we will watch each field closely. We
will rely heavily on their recommendations as to
when controls can be safely removed.

INDUSTRY'S RESPONSIBILITY
FOR THE FUTURE

(Some Personal Observations)

In this memorandum I have discussed govern-
ment wartime controls over prices and rents. I
would like to add, however, a fewpersonal thoughts
on the protlems which industry will face when all
governrent controls have keen elimingted.

I must emphasize thot these ideos represent
my personcl opinion only. They are bused on my
own experience and okservations gathered in my
owvn buriness before the war and, more recently,
in dealing with policy problems as o wartime
erployes of our government.

Most of us think of free enterprise as a
system in which prices are set by competition
and the lowof supply and demand., Unfortunately,
before the war this concept was true only in
port of our economy.

In too many industries prices were held up
artificially in order to provicde higher unit
profits, Fecauseof this policy, in some indus-
tries full production and employment were curked,
In many cases, business men pursued a policy of
high unit profits based on curtailed production,
rather then going after the larger total profits
that might have come through larger volume at a
lover profit per unit.

Luring the war we have all had an opportunity
to learn much choutour economic system. FPefore
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the war few of us visuclized the tremendous pro-
ductive powerof our American economy. The fact
that this miracleof nroduction haskeen achieved
during wartime will have asignificant influence
on our peacetime industrial planning.
Itisunlikely after the war that our people,
inecluding our ]X,UUD,UOU returning service men,
will long tolerate any economic system which
does not provide reasonably full production with
reasonakly full employment at a high standard of
wages and farm income,
As a practical matter, we cannot ge back to
the production levels of 1940, The Deportment
of Commerce recently estimated that if in 1948
we were to go back to 1940 total production at
1940 hours of lator there would be 19 million
unemployed, There would be a cut of more than
30 percent from our present level of production,
Such an economic reversal would meem shrink-
ing markets and falling prices for farm products
as well as the products of our facteries. It
would mean that our farmers, our workers, and
cur returning soldiers would ogain have to cam-
pete bitterly with euch other for their frugal
individual shares of economic scarcity. ‘It is
obviously unthinkakble,
If we attain full production and experience a
. corresponding increase in the natioral purchas-
ing pover, the Department of Commerce says we
would be able to spend 40 percent more for food -
in terms of a more 'varied diet, better qualities
ard increased services in connection with pro-
cessing and distributing food products - 45%
more for clothing,B5% more for refrigerators and
other electrical equipment, 70% more for house-
hold furniture, 90% more for new farm mechinery
and 24 times more for new homes than in 1940,

¥e who have been close to American industry
during the war period believe that industry can

successfully meet this test of the future. PBut
I believe we are all aware, both in government
and in industry, that in order to reach this goal
we must establish and maintain close cooperation
among all groups - business, labor, farmers and
government. /<\

During thenext five years, of all period 3
our history, we will need economic courdge, auud
sense and d common understanding of theproblems
that we face,

If, during the next few years, major seaments
of American industry operate on a high price,
high unit profit basis, we are going to have
deminished production and dangerous unemployment,
If macjor segments of American industry attempt
to cut prices by depressing wage rates, we will
face the dungers of another disastrous depression.

The basic answer to our economic future, it
seems to me, lies in the maximum hourly produc-
tion on the part of ldbor; high wage rates, low
uni t profitsand the greatest possible volure on
the part of industry; the maintenance of high
farm income; and the joint realizotion of all
groups that the prosperity of each depends on
the prosperity of the others.

Turing this difficult war period we have all
learned to cooperate and to work together on a
constructive give and toke bosis, We are winning
the war today because each group - our soldiers
and sailors, our industrial workers, our leaders
of enterprise, our farmers and our government -
have worked as part of a team.

We have had our occasional differences of
opinion. But we have never had to argue about
where we wanted to go or the speed with which
we wished to get there. f'\

Qur economic future, like the winning of
war, rests in our own hands., This challenge:s
as great as the war itself,

IN 1940 THERE WERE. . .
o

'i 1 i ’ ?ii 9 MILLION uNEMPLOYED.

FOR THE PAST YEAR, WITH WAR PRODUCTION AT PEAK LEVELS,
UNEMPLOYMENT HAS RUN AT APPROXIMATELY. . .
o

' 1 MILLION
SINCE IQ.O, THE GROWTH OF POPULATION HAS ADDED.

' ' \ 2% MILLION workens.

MEANTIME PRODUGTIVITY OF INDUSTRY HAS GROWN STEADILY.
AFTER THE WAR, UNDER A 1940 WORK WEEK, 1940 PRODUC~
TION CAN BE ATTAIMED WITH 8 MILLION FEWER WORKERS,

AAALRARLLARIRARLR L

1940 UNEMPLOTNENT WCREASE 1N | WORKERS DISPLAGED WY TECH-
Luu FORCE | MOLOGICAL INPROVEMENTS, ETC.

AFTER THE WAR, THEREFORE, IF WE WENT BACK TO 1940 PRO-

DUGTION(THE HIGHEST ON RECGRD UP TO THEN) WE SHOULD

HAVE, NOT B MILLION UNEMPLOYED AS IN 1940, BUT OVER. . .
19 MILLION UNEMPLOYED

6 6 <

PEPRIRRRNRY RO RIRIY

1980 ull:huuvu:li [PocAEASE IN | WORKERS DISPLACED BY TECH-
JLABOR FORCE| NOLDSICAL WPROVENENTS, £TC

His neans THERDSHIP -ano i neans DEPRES SN

IF WE MAINTAIN FULL PRODUCTION

AFTER THE WAR WE CAN SPEND THI5 MUCH MORE THAN IN 1940

IF WE GO BACK TO 1940 PRODUCTION

PERCENTAGE INCREASE IN CONSUMER
EXPENDITURES :

FOOD

CLOTHING

ELECTRICAL
EQUIPMENT

HOUSEHOLD
FURNITURE

FARM MACHINERY

NEW BUILDINGS

ries weans JOBSE ano PROSPERITY ror ars N
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