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THE EISE OF PRICES AND THE PHOBLIM OF MAINTAINING AN ORDERLY REVIVAL

The Problem

The recovery movemsnt is nor assured snd requires no further positive
stirmiation by government, The problem now:is to mnintain the orderly
cheracter of the movament thet prevailed throughout 1934-36, This problem
threatens to be as difficult of solution ss zny we have faced, The danger
spots are still locelized and 1t would be moat undesirable for the moretsry
suthorities to udopt drasilic measures, which,if sucecessful, would recsult
in keeping 9,000,000 unemployed. %hat ic needed is & further ipcre=zss in
production and employment, while at the same time preventing inflstionery
developments from gatherinr headway in psrticular fndustries, This objaci~
ive can bs achieved only by the proper use end coordination of ell the
major activities of the Government affecting business conditions. Unless
this 18 done thore is grave danger thet the recovery movement will get out
of hand, excessive rises in prices encouraging inventory speculation will
occur, axcesbive growth in profite and n boom in the stock merket will
arise, and the cost of living will mount rapidly. If such conditions are
permitted to develop anoihsr drastic slupp will be inevitable within
three or four years, if not befors,
Source of the Dancer

Why the situation is more dangerous then that confronting us in any
past revival is sitributadle to the enormous backlog of demand for the
production of durable goods éccmlated in the past seven years, At the

present time capital facilities in meny important lines end skilled labor
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in others will be deficient to handle the production of duredle goods
necassary o meet normal growth reguirements plus accummlated deficiencies,
Steal and muchine tool industries mre already working at capaeity and
this §s8 true of some other lines, It is estimated that the smount of
housing thet will be ngcossary aach yesr in the next five yezrs would
require an emmusl amount of bullding three tirmes in excess of the building
in 1956, In muny fields, on the other hand, the available supply of
lebor apd plent facilities iz surficfent to handle & greatly increcsed
volume of productiorn, The grave denger is that strategically situanted
industries and skilled trades will capitalize on the scmreity Tactor to
socure oxcessive wage and price advantsges, There is already abundant
evidence thut this is heppening. This means redistribution of resl
income at the expenss of sgriculture, unorgenized workers and fixed
income groups,
Recent Price Advances

From 1934 to October 1936 industrizl prices exhidited a high degree
of stability. From last October to the present date, however, 2 broad
upward movemont hna ocemnrrsd, being purticulaorly maerked in cerdain
important fields such 28 iron znd steel, norn-ferroue metzls end building
mterisla. These movements are illustratod in the accompunylng charts.
Turther substantiel advances in non-ferrous metals have ocscurrsd within
the past few days, Current ndvances fn the prices of raw and semi-
mamufactured goods may be expected to reflect themselves in later advances

in finished goods and the cost of living.
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Factors Entering into Price Advunces

Broadly spesking, recent price =évances sre partly a reflsction
of incrensed raw meterinl and lsbor costs and partly apeflsciion of
umvarrgnted price murk-ups in highly organized industries,.

, !az Raw meterisl costs, There appesre to be little reason to
axpeet & further advence in the price of sgricultursl goods sntering
into indusatrial production, given more normsl weather conditions, At
the present price level agriculture will get satisfactory roturns
through an incrensed volume of production. Thers is s sarious donger
of further sdvences in the prices of those raw materisls controlled by
monopolistically-orgenized groups, both domestic and international.

(b} Lsbor costs, So long as en fncresse in hourly esrnings or a
shorter work week is offset by incressed hourly output, labor costs
per unit of output nesd not rise, When, howaver, wigZe rates rise more
rapldly than productivity, unit costs advance, The recent broad move-
ment §n the direction of increased pay for shorter hours hes outdistanced
inereases in lsbor productivity, with the result that ocosts have risen.
A striking example of this point is the recent sgreement in New York
wvheraby plasterors are to receive 22,00 en hour for un six-hour dey, with
doudle pay for overtime, This smounts to $20.00 for an eight-hour day,

{c} Bellsrs® market, Monopolistically-organized industries are
being Bble to capitalize on the insistent demsnd for their products by
asdvencing prices out of all relstion %o the advence in costs., This is
notably true in the cese of copper and steel, Thus, in the fourth quartey

of 1936 the United Stetes Steel Corporation, after giving effect to a ten
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percent advance in wages for hulf the quarter, and without benefit of

any price sdvanee for products sold in this period, earned $21,7 miliion
a8 contrasted with $15.,7 million in the preceding querter and $56,3 million
tn the fourth quarter o 19385, Despite this showing, prices were mdvanced
sosie & percent effective Jamaary lst., In connection with the recent
labor agreemsnt in steel they were advanced still further, According to
¥r., Lubin's preliminery estimate, the recont wage sdvence in steel will
add only 4 percent to the cost per unit kiersas pricaes wersa advanced

12 percent. Annual gross income will increase some fzas million while
the wege bill will increase only $125 milliion.

There appears to be no justification, frox the point of view of costs,
for a further rise, or indeed for the recent rise, in the price of non-
forrous metale, The leading copper compunies wers moking satisfactory
earpings on nine cent copper., The price has now gone to 16§ centa,

The Necesslty for Coyermmsnial Aeticn

In view of the absolute necescity of mainteining the orderly charactor
of the upwerd movemeni, of keepiny down the cost of 1living and of epsuring
a well-balasnced distribution of income between all workera, agriculture,
and property owners, it is ifmpersntive that govermsent plsy & positive role
in preventing excessive price adwunces, accompunied by speculative inventory
buylng, end excessive increases in profits, which would make for inflution
in the stock market, If profits soar, stock prices will also soar regarde
lema of increased margin requirements, This inm turn would depresa bonds
snd raise interest rates for farzers &nd home builders and impair the
savings of depositoras and policy holders,
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¥hat Can Bo Dons
Therae is no single instrument available to cope with the situstion.

Whzt A5 reauired is they the Administrztion should let it be lmown that

it dos2 pot propose to allow the prospects for stability to de jeopardized
by excesnsive snd unjustifisble price adwvances, excessive profits and
unreesonable labor demends, and that 1t will use 8ll the powers of goverp-
ment now avellable to it and will request additionsl powers,if needed, to
control this upbealthy development.

{a) Lsbor costs, It should be recognized that the recent shorten-

inz of the standard work waek accompanied by increassed hourly wage rates
in important sectors of industry hes resulied 1m increased labor costs
per uait of output =2nd has contributed to 't;hg rise in prices, thus penal=~
izirg agricultural and other workere, The establishment of a standard
work week by act of Congress substentially shorter then the present work
week would unquestionsbly tend t¢ resise labor coste and prices. If over-
time were mot permitied shorisges of labor in warious skilled lines would
be intensifisd, If overtime wers permitted labor costs would be further
rajised, It is suggasted, therefore, that shoxter hour legislation de
studied with a view to 1ts effect on prices snd shortages. Rigldity ia
application should be swoided. Consideration might be givem to a maximum
work waek of forty-eight hounrs with sn aversge over & yesr of foriy hours.
Special care should bde taken to avoid rigidity in the case of highly
seasonal industries.

The Govermmsnt can exeri 1te influence 4in the direction of avolding
labor shortages end excessive lszbor costs in other ways, Taroughout amich

of industry individusl concerme are undertakinz the trairing of anekilled
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workers, It is in building, however, where the mosi serious shortages

threaten, I we sre to secure the volume of building we must hove o
sv0léd an acute shortrge in housing with the resuliing excesaively high
rente, it 1s fmperative that the number of tkilled cerpentsrs, electricians,
mesons, plumbers, ete,, be inereused, The Govermmert could help -

#e DY 1lmstituting technicsl training on a brosd scale in the CCC camps,

be by tapering off ell public work recuirinz skilled lubor and
matericls that ean be postponed,

c. by exerting pressure on other pudlic bedies to do ithe sare, and
d. by attempting to induce the akilled buildipg trades unions to

rolsx apprenticeahip and memdership recuiremsnta.

(b} Price ndwences resulting from s sellers® market, ¥hile the

Govermment's power to fix prices is narrowly rentricted it has various
moans at 1ts disposal to restrain excessive price mdvances, Thus sone
business men will be deterred from sdvancing prices by the threat of
tardsf reductions. In connection with reducing tariff rates in trade
treaties, which arse goneralized through the most favored natior clause,
the President has wide discrationary power in effecting tariff reductions,
Other price advances could be deterred by ths threat of the unfsvorable
publicity ettendsnt uwpon Department of Justice, Fsdersl Trade Commdssion
end Congressiocnal investigations. The possibility of limiting the saport
of iron and steel and copper prodnets for armamsnt purposes might bse
explorsd, ' If the ection snd threats here mentioped should prove insdew
quats, conasideration should be given to mew legislntion designed to tope

more effactively with monopoly price policies,
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These werious sucgestions are designed to cope with individual
situstions &t psriicular times, It 13 believed thet by and large there
is sufficient capacity and sufficient slack in the lubor market to
pormit & grestly increased production of gooda with little sdwnnoe in
prices, Ths danger now 4 that excessive price advances in certain
basic lines such as copper &nd stesl may generate s rise all slong the
line. Should = gemeral upwsard price movement got undor way cons!deraw
tion should be given %o a rise in the foreign sxchanrss walue of the
dollar, toriff reductions, and incressed income texes on the $5,000-
$50,000 brackets, As & final resort, a restrictive monetery policy
could be imposed,

Immedinte Steps.

Xt would be very helpful if, through the medium of & press confer-
ence or & speech, notice could be served on industrislists that the
Administration did not approve of the extent of recent price sdvances
and proposed to study the development with a view to seeing what might
be done to prevent unjustifiable price advsnces, Having done this the
next atep might be the usatablishment of & fact-Pinding and policy-
noking comittee, which would investignte price advancsa in importert

fields and would meke appropriate recormerdatlions,
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WHOLESALE PRICES OF BUILDING MATERTALS AND NON-FERROUS METALS
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“HOLLSALE YRICES OF Finiolil 8%l PROLUCTE
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WHOLFSALE PRICES

CO.LIODITIES OTHER THAN FARM PRODUCTE AND FOODS

Percent
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