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Chair-an Zecles Vege~Price Policy

Rennoth 8, " 1liams and
Piehard A, Masgrave

General Conmsiderations

In preparinz the attached statement we were impressed
with the fact that it is extremely diffioult to find a clearcut
and lopgioally consistent solution to the presenmt problems These
are some of the facte:

The war is overs People want to go back to "normaley™,
avoid saorifices and responeibility., In view of this, controls
mist be operated more loosely than in wartime or they will be
serapped entirely,

Teo many of our bridpes already have been burmed, Some
of them caxnmot he restored at all; others osn be restored only pere
tisllys These bridpes includes repeal of the excess profits tax;
destruction of the prestipge and power of the Var Labor Noardp
elimination of practically all direct comtrols over

productiong
failure to prevent develogment of a "hoem"™ psychology in resl estate,
socurity markete, and in sowe cormodity markets,

The bhasie issue is not solely one of wages and prices,
hut alse of power and politics, Thus, segments of business hope
to sccowplish one or =ore of the following objectives by refusing
to produse or harrain with labers break or weaken tie unions in
wvarious wave; ineresse the chances of ohtaining & conservative Cone
rress and administration; bYreak OPA and open tho way for making &
¥illine and at the same tims oliminate the major remaining Coverne
mentel source of irritations To the extent that husiness is motivae
ted by these ooneiderations, more libersl profit mearpine won't helpe

The facts themselves are confusing snd information, ese
pecislly in the steel case, has been very imsdequate, fome com=
ymmmmmmmmwmm
production ere undoubtedly correct hut this is
sentative., "usiness, on the winole umumwnu-
mistic view of the profit outlook (witmess the boving stock m)
and reconversinneesxeept in the arens Mt by strikese-has hesn
faster than expestsd, Thare iz rood reason to believe that we misht
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be over the hill onoce the steel strilke is settled, Although some groups
are heavily encaped in anti«OPA propapands, m’u&h show that OPA
iz move populer, partioularly with consumers, than thie would indleate.

¥illions of workers already have received wage ineresses
under the present control system, largely in the 10 %o 20 per cent
ranges In rany cases these were voluntarily pranted by employers
or acceded to without strikes, The present systes has proved
primarily in the "big" corporation amd "big™ union ceses, such
MMM&&NM"Mtimmsm

ma.m«mmrtbmmhmm
action is mot clearcus, Produotion, to be sure, is the hest
ruard against runswaey inflation, Ifyﬁuimun
to speed up produetion, the net inflatiomary effect might
less than if prices are held fiwely production stalle.
pat 4%, "The cure mey be woree tham digense™, On the
hand, there are alaso remnsons to bolisve that 4if a poliey of
inorease was announced, expectetionsg of further increases would de
enhanced end this would encoursge increased wage demands, inventory
scoumilation, speoulation, liguidgtion of Covernment bond holdings,
eto,.

e

t

}f

These considerations sugrest thet netiomal policy must

" make some comesswion to the nged for inoressed flexibility, but the
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gmaller the price inorenses and the more skillfully they are
directed toward more stra o points the betters It is absolutely
essentisl to maintain OPA and  stabilization rules,

Present ee “epylations

A brief sumery of present wage-price procedures mey de
helpfuls Under present » stabi 1ization rules, any vere increase
ranted is lawful, s inereases fall into two um:iut
1) approved and (2) m

m those granted by the Vage

Stabild (1) %o facilitate mmmmi o orrm
the wartime rise of per oent in living costs; and to correct
interplant or tﬂw&‘tmnm or ties, Approved ine-

creéses o&n he y as evidence soeking & price ine
crease from OPA, . m.ouummhmmmmm
only alony with al) /other factors and if the profit situation re-

PA will grent all

quires i%; there is 'zn eutomatio assurance that O

applicents price’ ‘ivoresses sufficlent to offset

¢
;
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Unapproved wage inecreases can be made in any amount end
et any time., However, they cannot be taken into account by OPA
in granting price relief until the company can show on the basis
of at loast 6 months' records that price relief is needed hecause
of the higher wages.

The Fact Pinding Boards are supposed to follow these wage
stabilization rules, That is, they can recommend increase they
think desireble if they think price incresses will mot be necessary,
If they think price increases are necessary, they are supposed to
be limited in recommending inoreases that fit into the wage stebi=-
lization rules for "approved™ wege increases, In the Ceneral Motors
case it was bonwd'{h'ii' price increase would be necessary.

In the steel case, the Fact Finding Board has not reported but if
an increase of 18{ cents is recommended, some price increases will
be needed and the wage increase will apperently have to bhe based
on the ground that it is necessary to facilitate reconversion,

Poliecy Recommendations

The poliey recormendations which you outlined over the
*phone are summarized in the attached statement, We want to dreaw
your sttention to € points which you may want to have changed:

(1) In stating thet the Wage Stabilization and Fact
Finding Boards migt recognize that considersable wage increases are
inevitable, it seemed preferable to avoid recommending the announce-
ment of & new formula for wage increases (such ag 15 per cent sbove
present levels) and to have the Boards continue their present for-
mal standards, while interpreting more liberally their suthority
to prant increases "to facilitate reconversion™ over and above the
"33 per cent” level,

This would leave the Boards suffiecient flexibility and
avoid the dangers which the ammouncement of a new and higher fore
mila would entail, Announcement of an inersased formule would
tend to encourage wage demands by groups which otherwise might

_ have been satisfied with less or might not be entitled to en in-
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crease on reasonable grounds, MNoreover, the announcement would
tend to accelerate and bunch further wage demands and thms inorease
their inflation impact.

(2) In disoussing the price adjustment subsequent to
an approved wage inorease, ybu had suggested that the employer
should be entitled mthtcly and sutomatically to & price rise
sufficient to offset the increased wage cost, The attached poliocy
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statenent inoludes the recommendation that OPA must act immedistely
upon price inecreases once & ware inorense has heen approved, FHow=
ever, it does not require that this price increase mist sufficliently
offset the cost inorease, irrespective of the nrofit situation,
Instead, it is recommended that OPA should contimue to consider

the entire picture and give increases where needed; however, it
should be liberal in its interpretation of need and take into con-
sideration the danger of prospective profit deficiencies.

The reasons for using this approach rather than the autoe
matic "wage cost incresses™ are:

(1) It will not require rewriting of the OPA Act as
the other formula might,

(2) It may make it possible to comtimue & tighter policy
for rent control than in some other fields.

(3) The cost inecrease formula would meam no great gain
in simplicity; the crucisl scale of output factor would contime
to be of rmajor importance,

(L) The proposed precedure would forestall requests
for inecreases in those cases where they are clearly unjustified,
whereas most all firms would wigh to apply under the cest incresse
formla, Tt would thus lesve the stabiliszetion program in a
stronger position, since a reintroduced excess profits tax rate
oould hardly he expected to exceed 60 per sent,

Attachment
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THE WAGE-PRICE PROBLEM

The only real solution to the present inflation danger

~is & greatly inoreased supply of goods., To speed up this sup~
ply and break the current deadlock, some relaxation of wege and
price controls probebly is inevitable. This poses a dilemma,
If wage and price controls are held too rigidly, reconversion
will be slowed down and infletion pressures will mount., In the
end, such pressures may destroy the stabilization program. On
the other hand, if wepe and price controls are ebandoned or re=-
laxed too much, cumulative wage=price increases are likely to
result in an even greater inflation dangers. The only feasible
policy is to recognisze existing pressures and to find a middle
way which will provide for relaxation of controls where necee~-
sary but will maintain the essential part of the stebilization
system intact, A coursgeous policy is needed to meet the cure
rent crisis and, I believe, .wuld have the publie's support.
Such a poliey might involve the following steps:

(1) It is recogniged thet wage increases in many in-
dustries will be needed or unavoideble, The extent of permisg=
gible wage increases must, however, be limited, Wage incresses
which do mot involve price increases should econtimue to be per-
missible without official action as they are under the present
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system, Wage increases which involv e price incremses should
eontinue to bhe submitted to the Wege Stabilization Board. The
Board should interpret wore liberslly ite suthority to grant
wage increases for the purpose of facilitating reconversion
even though some price increases may he necessary,

(2) OPA should eliminate the 6 months weiting period
in considering price increases to adjust for wage inoremses
cortified by the Wage Stabilization or Pact Finding Boards. A
reconsideration of price ceilings should be granted immediately
and OPA should be more liberal in making price adjustments
where the adequacy of prospective profit levels is in doubt.
This procedure would relieve the employer of the rigk of tempo-
rary losges due to incressed wagos which rmay result from the
present & months rule and thus encourspe production,

(3) ¥hile this procedure would eliminete present
deterrents and encourage preduction, it might be unfair to the
consumey and result in excessive price increeses unless other
safeguards are added, There are many cases where wape inereases
are "easivle without a price rise. Unfortunately, the eonsumer
eammot follow the procedure used by the war procurement sgencies
of accepting any reasonsble price end if the price tums out
be excessive to catech the excess by renegotiation, Reapplication
of the excess profits tax, however, would meke possible some ap-
proximation of this procedure since excessive profits would be
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returned %o the Treasury. The producer who has granted a wege
inorenge should be riven the privilege of applying for a price
inerease a¢ indiented, Hbut he should sleo be willing to assure
the eonsumer that sueh price increase iz needed, Hence, he
thould be willing %o pay an excess nrofits tax 1f and when exe
cess profits are earmed, I believe that thies approach is
eninently feir and would win strong public supports The hirher
the excess profits tax rate, the more liberal OFA osn be in
permitting price incresses. A liberal excess profits tax exemp=
tion would exclude the bulk of small firms and faciliteate ed-
minigtration,

The logie of ﬂ- situation would, in faet, suggrest
that the producer be given the option either to apply for a
price rise and in turn pay &n exvess profits tax or refrein
from inereasing prices and not become subject to the teax, The
edminigtrative feasibility of this option epproech should be
given careful econsideration, ¢

LY Wevine set up & svetem which provides for a fair
and flexible poliecy, the Coverrment rust then use ite full
authority to enforce it, #imployers who are umwilling to grant
such wage ineresses as have heen allowed by Faet Finding Boards
or the Wage Stabilismtion Board should be n—uudbylum-
the privilege of the excess profits carryback provisions for
such time as they refuse to ocooperate,
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It is not bellieved that this policy will provide any
cure-all for the present situation, ut it would provide a means
for introduoing somo flexibility while holding on to the essen=
tisls of the stabilization program, Wage-price inoreases may
spiral into higher cost of living end inte further wege~price
sdjugtrents even under the proposed system, but the danger of
such spirale will be substantially less If the incentive for
incrensing prices is checked through the reapplication of the
excess profits tax,

In sddition, & high capitel rains tax, graduated
aooordine the the length of the holding peried, should be adopted
to forestall Murther speouk tive advances in real setate and

geourity prices.
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