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General Considerations;

In preparing the attached stateraant we were impressed
with th* fact that i t i s *xtrm»*\y difficult to find ft elearout
and logically consistent solution to tht presets^ problem* These
art come of the facts t

war i s over* People want to RO back to y
sa«5rifioe» and r»*possibility. In view of this* ooistrols

\m operated mm loos#ly than in wartiw® or thsy will be
d entirely*

Too many ©f our bridges a lrea^ have H*«m buraed»
of than eanstot be restored at allf others oan be restored only par*
tially* These bridpes includet repeal of the oxcess profits tax$
destmotlon of the prestifre ani powsr of Ohm l*r hiBbQT BoardLf
elimination of practioally all direct controls ov»r production!
failure t© prevent denrelopmmt of a *b©«!i* psycho 1©|^ in real estate*
security markets* *nA in cosse eoanodity sarleets*

The bMie issue i s aot solely one of wa^es and prloes,
but sis© i f mvmr aiad polit ics . Thus, segments of business hope
to a<s<s***pll8h f>ne or *w>re Wf thm followinf objectives by refusing
to fiejaVni or bargain with labori break or weaken t ie unions in
various ways* !»cir«afî  t!w e!«̂ <f«fs of obtaining a ©onservative Con*»
rress awi a*«i mist rut long br«ak rtFA ami ©pen the way for taking a
teillisp M«d ** ^h# saî e t\rm eliniaikte the wajor rwiaainin^ Govern*
rental sou roe of lrHtafeion» To th« extent t!*at business i s isotiva-
ted by these eoneifteTtttiont., r̂ ore liberal profit MVfflM ^»n*t help*

The faets theswrelves are oonfusinf and iafotfnation, es*
peolally in the steel case, has been very inadequate* Some eo»s-
plaints that rlHUl pricdnp standards have prevented inoraased
production are undoubtedly correct but this i s probably not repre-
sentative* Business* on the whole* i i taking? an exoeedinply epti-
wistio view of the profit outlook (witness the bcafttag tiaMftt tMMî t)
aat r*mm*r8l'm*mm*$% in the mmm hit by strikes—has been
fsster than ê **«*«A« fhm** i« IHMMI naaeoa to belie-re that ws Bdrht
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To i nhalrtgRa Scales

be over ths hilt OITHS© the tteel *tri3re ! • settled* Although sosse
ere heavily #nrap*d In anti««ft1fc propar&nda, the pell* abnw that
i s wore popular* particularly with eonsuiaei1** than this w>uM

of i*orkers already hove reoeivsd
under the present ©ontrol system* larf«ly In tha 10 to SO p»r o«n*
m&ft*« In mxp «»»#« thes« wir» volunt«rily rr«tnt«d by flr.pl.oyer*
or aeo«d«d to wlthmtt strikes* Th» prenont sy«t«r hM proved
prinRrlly In the **bign oorporation wad ^if1* union e*s«s# «u©h as
«t«#l and OmmrtA ^oturs wh*re ismny nonprofit issues nmrv

as a nattar of priaeipl«, th» d««irabl» souni of
action i s sot elearout* Prodwotioa, to be mire# i s the bost
ruard against mnanay inflation* If pirien inereRees were ns«ded
to speod up production* tha s»it inflatUoaaiy effeet isifht ««11 be-
ln«t than if prio#» are held firwtly and production stalls* As you
pat it* *T$m mir* nay Ml w r w tfcan tits die^ass-1** On tli© otliar
hand* th«rs ar» also reasons to boli«v« that i f a poliey of pries
Inorsass nas amsminesd* 4»^s0tations of ftirthsr inersases mm Id bm
•nhanesd and tfefts fpp«ld snoourars inorsAssjA waf« diiisiajKls,
aeeuiatlation* spsenlatlon* liquidation of G©T#niK»nt bond

Tfcsss eonsids-rstions • sufrfsst thit n»ti«sj»i policy mist
eo»m»««fon %• tha ns'sd for iaersassd flexibility.* but th»

sisallsr *lis prie« inormm* afmnflM aud ths nor» skillfully thsy ar«
iir#ot#d toward vmr® itret^i© points ths bsttsr* It is absolutely
essential to Raintftin Wk >*Qfi «o?̂ # utaMlitatien miss*

A brisf mium ry of pn»««isfe «ag«-»prio«
helpful. Tindsr pm«snt «ag« stabilisation rulss*

ranted i s lavful* ll&wimî * i»er»«»#» fall into tws> eatsforlsst
1) approvsd and (8)

$Btsrsa««ff iaolud® those grantod by the
() ()Stabilisation boajkt (V) *» facilitate reoosrerslont (2) to offset

the wartitue rise of 35 per eent in living cost if and (3) to correct
lnterplant or iatraplint inequalities or iiwjuitles. A^rtrved in-
creates ©an be tjsed Mediately as evidenes in seeking a priee in*
erease from OVA* However* om tsiees nueh inoreases into account
only alonr witti alt /other factors and tf iAm profit situation re»
<jairss l t | there £s/«e a^tDitmtie assurance tfeat OTJk will arrant al l
applleants prlee igreases euffieient to offset the higher
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To i Chairrnan Secies • J «•

IT napp roved waite increases can be made in any amount and
at any time. However, they cannot be taken into account by OPA
in srrantin£ price relief until the company can show on the basis
of at least 6 months* records that r>riee relief is needed because
of the higher wa^es.

The F&ot Finding Boards are supposed to follow thes©
stabilisation rules. That I s , they can recommend any increase they
think desirable if they think price increases will not be necessary*
If they think price increases are necessary, they are supposed to
be limited in recommending increases that f i t into the wage stabi-
lisation rules for "approved" wage increases. In the General Motors
case i t was believed that BO price increase would be necessary.
In the steel case, the Pact Finding Board has not reported but if
an increase of 18-f cents is recommended, sorae price increases will
be needed and the wage increase will apparently have to be based
on the ground that i t is necessary to facilitate reconversion.

Policy Recommendations

The policy reoonsaeadations which you outlined over the
•phone are sunasariKed in the attached statement. We want to draw
your attention t© 2 points which you may want to have changedt

(1) In stating that the Wage Stabilization and Fact
Finding; Boards mint recognise that considerable wag© increases are
inevitable, it seeded preferable to avoid recommending the announce-
ment of a new formula for wage increases (such as 15 P®** cent avove
present levels) and to have the Boards continue their present for-
mal standards* while interpreting wore liberally their authority
to p:rant increases sto facilitate reconversion11 over and above the
"33 Pe*" cent* level.

This would leave the Boards sufficient flexibility and
avoid the dangers which the announcement of a new and hirher for*
irsila would entail. Announcement of an increased formula would
tend to encourage wage demands by proups which otherwise might
have been satisfied with less or mijrht not be entitled to an in-
crease on reasonable grounds. Moreover, the announcement would
tend to accelerate and bunoh further wage demands and thus increase
their inflation impact.

(2) In discussing the price adjustment subsequent to
an approved "wage increase, you had suggested that the employer
should be entitled immediately and automatically to a price rise*
sufficient to offset the increased wage oost. The attached policy
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Toi Chairman Kooles

tneludes the reeotwendatloi* that OPA mist aet Iw^dietely
upon price increases onee a m*a«?e increase has been approved* How*
ever, i t <ioeg mt require that this priea increase mast sufflisiently
offaet the cost Inoreaae, Irretpectire of the profit situation*
Ia*tead# i t 1» recoramended that OPA should eontimie to consider
tb» entire pieture a»d f?lve increases where needed; tewever, i t
should be liberal ia it« interpretation of need and take Into oon-»
•iteration the danrer of prospective profit deficiencies*

The reasons for using this approach rather than the auto*
natlc Siage cost increases11 aret

(1) It will not require rewriting of the OPA A«t as
the other formula

(2) It nfty sake i t possible to continue a tiphter pclley
for rent oontrol than ia soiae other fields.

(3) The eoet increase forruila «K>uld isean no ^reat rain
in si«iplieityi the eruolal scale of output factor "would continue
to be of raior importance*

(h) The proposed preeedure would forestall requests
for lit©reas®» in those ©ase« «'h@re they ar# olearly unjustified,
nyhereas «ott all firms would wish to apply under the cost increase
f*or?nala* It would thus leave the stabilisation progress in a
stronger position, «inoe a reintrodueed excess profits tax rate

hardly 'be etpeeted to eieeeed 60 per cent*

Attaotosent
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THB WAftE-FHICS PROBLEM

The only real solut ion to the presort in f la t ion danrer

i s a grea t ly increased supply of goods* To speed up t h i s sap-

ply and break the current deadlock, some relaxat ion of mge and

price controls probably i s inevitable* This poses a dilemma*

If wage and price controls are held too r ig id ly , reconversion

wi l l be slowed down and in f l a t i on pressures wi l l inount* In the

end, such pressures way destroy the s t a b i l i s a t i o n program* On

the other hand, i f w«.?!e and pr ice controls a re abandoned or r e -

laxed too imieh, etnmalative wage-price increases are l i ke ly to

resul t in an «v«a f raa te r in f la t ion daytrer*. The only feas ib le

policy i s to reeornixe existing: pressures and to find a middle

•war which wi l l provide for re laxat ion of controls where necesr-

sary but wi l l maintain the essen t ia l par t of the s t ab i l i z a t i on

systeF in tac t* A courageous policy ia needed to meet the cur-

rent c r i s i s and, I be l i eve , TPKmld have the public* s support*

Such a policy ml^ht involve the following steps i

(1 ) I t i s recognised tha t wage increases in many i n -

dust r ies wi l l be needed o r unavoidable* The errfcent of permis-

s ible waf̂ e increases nus t , however, be limited* Wage increases

whieh do not involve pr ice increases should continue to be per-

missible without o f f i c ia l ac t ion as they are under the present
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system* Ware Increases which lnvotr © price increases should

eentinue to be submitted to the 'tiiajre Stabilisation Board* The

^oard should interpret TOW liberal ly i t« authority to f rant

waife increases for the tRirpoM of fae i l l ta t inr

even though tone price in«r«&«<»« way "he

(g) OM thould eliminate the 6 rnontha w«.1.tiiir frariod

In con8id»rinp priee increases to adjust for wage inereuses

cert i f ied by th» Wage Stabili«ation or Faot Finding Boards* A

reconsideration of price cei l ings should be rranted

and OFA should be mar* l iberal in waking price adjustinents

where the adequacy of prospect ire profit levels i« in

This procedure would relieve the employer of the risk of

rary losses due to increased wages which nay result firm the

present 6 isonths rule and thus encourage production*

(5) While this procedure would eliminate present

deterrents and ©neourare production, i t wdjrhfc be unfair to the

and rewilt in exeessive t>ri©e increases unless other

are added* ?he»e are nany oases where ware Increases

are ^easiv>l# without a price rise* ITn^ortanately* the

cannot follow the procedure used by the war prow repent

of accepting any reasonable price and i f the price turns out to

be excessive to catch the excess by renegotiation* Beapplieatlon

of the excess profits tax* however* would usake possible some

proxlisation of th i s procedure since excessive profits would be
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rota rood to the Treasury. The producer who bus g ranted a

increase «hmild be riven the privilege of applying for a prise

inrr^ate as Indicated^ *mt he should also be willlnr to assure

the ê ni&iTOer that imeh i>H«« lncr#ftt# i s ss«NMl©d» H«no«f he

•liould b# 'wllllBg' to |»y «a «xe««« r>rtsfit« tax i f ftnA wNra «B»

o«se profits ay© eara#d# I beli«v® that thie ftpptoneh i s

•Bdrwntly fa ir aad -multi win strong public support* Th» hirhor

the exo#«» profit* tax rato# th# iior® liberal 0¥& oaa b® 1»

price increases. A l iberal excess profits tax exet*p

wiuld exclude the bulk of ftaall fira« and fac i l i t a t e ad-

fslni at ration*

The lo f l e of the situation would, i a fact , su^iretrt

that the producer b® fivea the ©ptioa ©ither to fti^ply for a

priee H.«e and in turn pay an excsesa profits tax or refrain

froi» inereasiap1 prices and not beeoste cub^eet to the tax. the

tdr^i-nifitrfetlire f ea t lh i l i ty of this option approach ghould be

riven ear»f<!il aon«id#r«tion.

(h) -Hfcvtiu? ««t up a eyetem «M«h provi4«a for a fa ir

and flexible policy, tha ^over^went m e t then u«e i t s full

aut!«>rity to isnforoe i t * Saployera who are ymsdllinr to praut

mien *•£• Inereaaee as have been allowed by Fact Finliai; Board*

or the nage Stabillration Board should be penalised by losing

the privilege of the excess profits carryback provisions for

«ueh t i s » as they refuse to oooperate*
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It Is not b®lt#tf#d that thin poltey will

ears-all for th« prassnt situation* but i t w»uid prwide » «taoa«

tyo^ieiie? nmm fl^seibility while .holding on t© the

of th» otftbilizatioii pre^*«a# Wâ «*prio© incm&ces

spir«l into Idĵ lwr eo»t of living mnd into further

«dJQ«tR«Bt* «nr©a tuic!«r th# propound syetwn, but th» daag«r of

aueh spirals will be substantially l#ss $f the iacentivo for

UMMfcafcng prie®« i t eb©ek#€ through thm rwipplleation of th®

6XC908 p r o f i t * 8̂t3C«

In addition, & hiph oapital ,p«dn» tax t ,?rafeftt«d

ao<rof*dlixip!! th« tha l««f?th of tha hsldij^ period, should be adopted

to forsstal l furthsr «?>*»€?« 1ft t i r e ad*««.R««e ia real ectate
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