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C r i t i c a l problems be fo re the Na t ion as ide f rom those 
o f a strictly m i l i t a r y na tu re r e l a t e t o overseas t r a n s p o r t and 
m a t e r i a l s f o r war p r o d u c t i o n . Then t h e r e i s the problem of 
o r g a n i z a t i o n , and t h a t i s one t h a t seems t o de fy s o l u t i o n * There 
are problems o f l abor supp ly , t o o , i n p a r t i c u l a r l o c a l i t i e s , bu t 
n o t w i t h s t a n d i n g a r a p i d r a t e o f i n d u c t i o n s t h i s problem seems 
much less u rgen t than the o thers mentioned. F o r t u n a t e l y enough 
a c t i o n has been taken t o prevent p r i c e increases so t h a t the 
problems o f t r a n s p o r t , p r o d u c t i o n , and l abo r supply are no t com-
p l i c a t e d by runaway p r i ces as they might have been* 

A t t imes i t may seem as though the problems o f o r g a n i -
z a t i o n were compl ica ted by hav ing one set o f managers p ress ing f o r 
t he maintenance o f s t a b i l i t y i n p r i c e s , wage r a t e s , and the l i k e 
and i t i s c e r t a i n l y t r u e t h a t a good many o f t he most competent 
people are devo t ing t h e i r energ ies t o t h a t problem. I t seems t o 
me c l e a r , however, t h a t the a l t e r n a t i v e problems would be more 
ser ious and t h a t f a i l u r e t o take a v igorous s tand con t i nuous l y 
on the i n f l a t i o n problem would lead t o the i m p o s i t i o n o f more 
r e g i m e n t a t i o n than i s necessary i f the campaign aga ins t i n f l a t i o n 
and the d i s o r d e r t h a t would accompany i t i s waged i n an o r d e r l y 
f a s h i o n . I n pass ing i t may be noted t h a t the c e n t r a l problem 
f o r the Government i n hand l i ng i n f l a t i o n problems i n the coming 
months w i l l be t o secure c o n d i t i o n s which w i l l i nsure the f u r t h e r 
inc rease i n savings by the people o f the count ry e i t h e r on a 
v o l u n t a r y or a compulsory bas i s , I am assuming t h a t the t a x b i l l 
w i l l no t be much l a r g e r than the one passed by the House and t h a t 
any t a x b i l l t h a t w i l l be passed w i l l be w h o l l y i n s u f f i c i e n t o f 
i t s e l f t o p revent consumers f rom hav ing enough income a f t e r taxes 
so t h a t i f they chose t o take i t i n t o the markets they cou ld push 
p r i c e s sky h i g h i n a very sho r t t i m e . Another problem w i l l be 
t o p reven t increases i n costs t h a t would f u r n i s h a good argument, 
and perhaps a r e a l reason, f o r p r i c e inc reases . 

Overseas t r a n s p o r t 

The s i t u a t i o n i n t h i s respect i s even worse than I 
i n d i c a t e d i n my d i scuss ion w i t h the Board. S ink ings o f merchant 
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sh ips o f t he Un i t ed Nat ions have cont inued t o exceed d e l i v e r i e s 
o f new ships and t he merchant f l e e t o f the Un i ted Nat ions i s now 
s u b s t a n t i a l l y sma l le r t han i t was when the Un i t ed S ta tes en te red 
the war. I t w i l l no t be back t o t h a t l e v e l u n t i l sometime i n 
I9k3$ assuming f u r t h e r increase i n b u i l d i n g and no f u r t h e r r i s e 
i n s ink ings* I n a p e r i o d when the requi rements f o r sh ipp ing are 
i n c r e a s i n g r a p i d l y t h a t c o n s t i t u t e s a ve ry ser ious problem. I 
doubt t h a t the use o f cargo planes now under c o n s t r u c t i o n or p r o -
posed w i l l a f f o r d much o f a s o l u t i o n t o t h i s problem f o r a long 
t ime* I f a second f r o n t i s opened up i n Europe t h a t w i l l r e q u i r e 
shipment o f g rea t amounts o f war m a t e r i a l s and w i l l t he reby f u r t h e r 
compl ica te the sh ipp ing s i t u a t i o n * 

There are problems o f domestic t r a n s p o r t , t o o , bu t i t 
i s my impress ion t h a t most o f these can be so lved th rough c u r t a i l -
ment o f c i v i l i a n t r a v e l and t r a d e . C u r r e n t l y t h e r e are shortages 
o f f l a t c a r s , open t op c a r s , and t ank cars on the r a i l r o a d s b u t 
t he supply o f box cars seems t o be s u f f i c i e n t owing t o heav ie r 
l o a d i n g brought about by t he O f f i c e o f Defense T ranspo r ta t i on * 
I t seems e n t i r e l y poss ib le t h a t f r e i g h t cou ld be s h i f t e d i n such 
a way as t o work out most car shortage problems except those on 
tank cars* That won f t answer quest ions w i t h rega rd t o mot ive 
power b u t t h a t problem can probab ly be handled one way or another* 
"Whether most c i v i l i a n s , i n c l u d i n g salesmen, have t i r e s t o d r i ve 
t h e i r automobi les i n customary f a s h i o n seems t o me, f rom a n a t i o n a l 
s t andpo in t , o f r e l a t i v e l y minor concern* I b e l i e v e t h a t e v e n t u a l l y 
necessary r e s t r i c t i v e measures w i l l be taken t o e l i m i n a t e non-
e s s e n t i a l d r i v i n g and thus t o ma in ta i n e s s e n t i a l se rv ices and 
the p r i n c i p a l problem here i s t o get a c t i o n taken soon enough. 

P roduc t i on — m a t e r i a l s 

A t the ou tse t o f the defense program people were p e r -
f e c t l y w i l l i n g t o meet the obvious requirement f o r a l a rge volume 
o f new p l a n t s p e c i a l i z e d f o r the p r o d u c t i o n o f f i n i s h e d war 
p roduc ts , such as guns and t a n k s , bu t they were no t so w i l l i n g 
t o produce more raw ma te r i a l s * They sa id t h a t most o f the 
m a t e r i a l s cou ld be ob ta ined by c u r t a i l i n g c i v i l i a n consumption 
and besides i t would be d i sas t rous a t the end o f the war t o have 
on hand g r e a t l y en la rged capac i t y f o r p r o d u c t i o n ; and they p o i n t e d 
t o t h i j e k p a c i t y o f the JQ 's . P r i m a r i l y as a r e s u l t o f t h i s 
a t t i t u d e the coun t ry now i s coming i n t o a p o s i t i o n where i t has 
more capac i t y t o produce f i n i s h e d war products than i t has t o 
produce the m a t e r i a l s r e q u i r e d f o r t h i s p r o d u c t i o n and maintenance 
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enough o f e s s e n t i a l c i v i l i a n se r v i ces . R igh t a t t he moment i t 
i s s t i l l t r u e t h a t some a d d i t i o n a l m a t e r i a l s cou ld be ob ta ined 
f o r war purposes by reduc ing ou tpu t o f c i v i l i a n goods, such as 
farm equipment* I t i s a l so t r u e t h a t some a d d i t i o n a l m a t e r i a l s 
can be ob ta ined by t r a n s f e r r i n g excessive stocks h e l d by some 
people t o o the rs who are shor t * Never theless the bas ic p r o -
d u c t i o n problem, and one t h a t w i l l be w i t h us f rom here o u t , 
w i l l be t h a t o f r e l a t i v e l y sho r t capac i t y f o r p r o d u c t i o n o f 
m a t e r i a l s . That i s , i t w i l l be unless somebodjr exerc ises r e a l 
ingenui ty i n t he r e w r i t i n g o f s p e c i f i c a t i o n s f o r f i n i s h e d products* 
Somehow Germany gets a long on very much smal le r amounts o f 
m a t e r i a l t h a n we have a v a i l a b l e and c u r r e n t e f f o r t s by the "WPB 
and some people i n the armed fo rces t o reduce requirements f o r 
meta ls i n sho r t supply should be encouraged* This whole problem 
o f m a t e r i a l s w i l l be ser ious over the coming months and would 
be even more so i f the f a c i l i t i e s were a v a i l a b l e t o t r a n s p o r t 
overseas a l a r g e r share o f the p r o d u c t i o n than now can be c a r r i e d * 

Of course the re has been some increase i n capac i t y t o 
produce m a t e r i a l s and i n l i n e s such as aluminum and magnesium 
t h i s increase has been and cont inues t o be spectacu lar * P ig i r o n 
capac i t y i s be ing increased by 10 per cent t h i s year and s t e e l 
i n g o t c a p a c i t y by 5 per cent ( f rom 88*6 m i l l i o n tons t o 93*7)J 
and f u r t h e r s u b s t a n t i a l increases are p lanned f o r e a r l y 19U3* 
Such capac i t y increases as these he lp t o make poss ib l e a con-
t i n u i n g r i s e i n i n d u s t r i a l ou tput as a whole , bu t t h i s r i s e f o r 
some t ime has been less r a p i d than had been a n t i c i p a t e d or t han 
would seem t o be requ i red t o u t i l i z e f u l l y t he f a c i l i t i e s a v a i l a b l e 
f o r the p r o d u c t i o n of f i n i s h e d war products* 

Last November the Board1s index o f i n d u s t r i a l p r o d u c t i o n 
was a t 166 per cent o f the 1935-39 average* I n the e i g h t months 
f rom t h a t t ime u n t i l J u l y , when the index reached 179 or 180, the 
r i s e was about 8 per cent* To some ex ten t the r i s e i n t h i s p e r i o d 
was l i m i t e d by convers ion opera t ions* The prospect seems t o be 
t h a t d u r i n g the remainder o f t h i s ca lendar year the index w i l l 
advance on ly s l o w l y owing t o m a t e r i a l shortages and t h a t i t w i l l 
no t reach the 200 l e v e l * Pr imary p r o d u c t i o n o f most m a t e r i a l s i s 
i n c r e a s i n g on l y s l ow l y and s tocks can be drawn upon i n impor tan t 
amount over an extended p e r i o d on ly f o r i tems such as rubber , 
supp l ies o f wh ich were accumulated e a r l i e r * Scrap c o l l e c t i o n w i l l 
be inc reased but the record so f a r on t h a t i s no t too encouraging* 
This slow increase i n i n d u s t r i a l p r o d u c t i o n w i l l r e f l e c t marked 
increases i n ou tpu t o f a i r c r a f t and o ther mun i t i ons , o f f s e t i n 
p a r t by f u r t h e r dec l ines i n ou tput o f c i v i l i a n goods* Some types 
o f m i l i t a r y p r o d u c t i o n may no t be expanded as much as had been 
planned* I t should be no ted , however, t h a t f a i l u r e o f some o f 
the new p l a n t s t o operate a t f u l l capac i t y may no t rep resen t 
f a i l u r e o f those p l a n t s t o t u r n out as much as had been a n t i c i p a t e d ; 
c a p a c i t y o f war p l an t s was i n many cases g r e a t l y underest imated* 
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The f o l l o w i n g t a b l e shows the volume o f i n d u s t r i a l 
p r o d u c t i o n f o r war and f o r c i v i l i a n s i n June 19U0 a ^ d i n J u l y 
19Li2 as near as we can es t imate i t . 

INDUSTRIAL PRODUCTION 

(Po in t s i n t o t a l i ndex , 1935-39 =* 100) 

For a l l 
For 

For 
purposes For war c i v i ! Lians 

June J u l y June J u l y June J u l y 
191+1 19k2 191+1 191+2 19U1 191+2 

T o t a l 159 180 32 89 127 91 
Durable manufactures 7b 95 23 68 51 27 
Nondurable manufactures 65 61+ 6 15 59 1+9 
Minera ls 20 21 3 6 17 15 

Another t a b l e shows a comparison between November 19Ul 
and J u l y 19l|2. 

INDUSTRIAL PRODUCTION 

(Po in t s i n t o t a l i ndex , 1935-39 » 100) 

For 1 a l l For For For 1 For war c i v i ! .isms purposes c i v i ! .isms 
Nov, J u l y Nov. J u l y Nov. J u l y 
191+1 191+2 191+1 191+2 191+1 191+2 

T o t a l 166 180 1+7 89 119 91 
Durable manufactures 79 95 31+ 68 1+5 27 
Nondurable manufactures 67 61+ 9 15 58 1+9 
Minera ls 20 21 k 6 16 15 

I t i s our es t imate t h a t ou tpu t o f durable i n d u s t r i a l 
p roduc ts f o r war p r a c t i c a l l y doubled between November and J u l y ; 
t h a t war p r o d u c t i o n o f nondurable goods rose by t w o - t h i r d s ; and 
t h a t war p r o d u c t i o n o f m ine ra ls increased by h a l f i n t h i s i n t e r v a l * 
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For i n d u s t r i a l p r o d u c t i o n as a whole the r i s e i n war ou tpu t f rom 
November t o J u l y was p robab ly between 85 and 90 per c e n t . An index 
o f mun i t ions p roduc t i on r e c e n t l y pub l i shed by the WPB showed an 
increase o f n e a r l y 190 per cent f rom November t o June and w i l l show 
a f u r t h e r inc rease f o r J u l y . I t should be no ted , however, t h a t 
the d e l i v e r i e s o f war p roduc ts , wh ich i s f o r the most p a r t what 
the WPB index measures, were s t i l l a t a ve ry low l e v e l l a s t Novem-
b e r . We have i nc l uded i n the war component o f the Board 's index 
the p r o d u c t i o n f o r war purposes a l l the way back t o t he m a t e r i a l s 
t h a t go i n t o the p r o d u c t i o n o f machinery t o be used i n the manu-
f a c t u r e o f mun i t i ons . A l s o , food and c l o t h i n g f o r s o l d i e r s . 

Increases i n i n d u s t r i a l p r o d u c t i o n and i n a g r i c u l t u r a l 
o u t p u t , t oge the r w i t h heavy shipments o f m i l i t a r y equipment and 
w i t h heavy t r o o p movements, have r e q u i r e d increased domestic 
t r a n s p o r t a t i o n . A lso a c t i v i t y i n some se rv i ce i n d u s t r i e s has 
been s t i m u l a t e d by h igh consumer demand. I n p a r t , these increases 
have been achieved a t the expense o f a c t i v i t y i n d i s t r i b u t i v e l i n e s 
and i n some o ther forms o f s e r v i c e s ; the t o t a l o f p r o d u c t i o n , 
however, has been increased and t h i s i s ev iden t i n n a t i o n a l income 
f i g u r e s , which r e f l e c t the volume o f p r o d u c t i o n t o g e t h e r w i t h the 
changes i n r a tes o f pay and the l i k e . Income payments t o i n d i v i d u a l s 
reached an annual r a t e o f $111 b i l l i o n i n June and probab ly §112 
i n J u l y as compared w i t h $97 b i l l i o n l a s t November. Increases i n 
t he coming months may be less r a p i d than they were f rom November 
t o June i f e f f o r t s t o s t a b i l i z e p r i c e s , wages, and the l i k e are 
successful. There w i l l be, however, some f u r t h e r increase i n 
income as c a p a c i t y and ou tpu t cont inue t o expand. I n t h a t con-
n e c t i o n I am assuming t h a t a s u f f i c i e n t number o f workers w i l l 
be a v a i l a b l e n o t w i t h s t a n d i n g the f a c t t h a t p robab ly i ^ j m i l l i o n 
men are a l ready i n the armed fo rces and i n d u c t i o n s are c o n t i n u i n g 
a t a r a p i d r a t e . I t i s my n o t i o n t h a t occupa t i ona l deferment 
w i l l be extended as may be r e q u i r e d , p a r t i c u l a r l y i n v iew o f the 
shortage o f overseas t r a n s p o r t t o c a r r y t roops and s u p p l i e s . 

Organ iza t i on 

There was a t ime when a l l moving o f Washington o f f i c e s 
was a f t e r work ing hours ; now people are o f t e n moved i n the middle 
o f the day and t h e i r f u n c t i o n s are changed almost as o f t e n as 
t h e i r o f f i c e s . As y e t no one has been able t o b r i n g enough order 
i n t o t h e process o f d i r e c t i n g the f l o w and u t i l i z a t i o n o f m a t e r i a l s 
f o r war and c i v i l i a n purposes. Of course i t i s easy t o set up 
an unreasonable s tandard o f p e r f e c t i o n as t o r e s u l t s , tfeeaa pay ing 
scant a t t e n t i o n t o the r e a l comp lex i t i es o f the problem; Wa l te r 
Lippman t a l k s as though i t would be simple f o r a p r o d u c t i o n man 
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t o do t h i s job when a c t u a l l y the mat te r i s v a s t l y more com-
p l i c a t e d than any p r o d u c t i o n man ever faced . Never the less the 
requirements are u rgent and i t does seem e s s e n t i a l t h a t a c t i o n 
be s u b s t i t u t e d f o r endless conferences i n more t han one q u a r t e r . 
Probably as t ime goes on and as pressures become g r e a t e r , t he re 
w i l l be more d i r e c t a c t i o n and less n e g o t i a t i o n and concern f o r 
p r o p e r t y r i g h t s - a t l e a s t o f some o f the people - b u t t h i s i s 
a process wh ich i s no t e a s i l y c a r r i e d fo rward i n a democrat ic 
community d i s t a n t f rom the scene o f a c t u a l combat* There has 
a l r eady been some increase i n army c o n t r o l w i t h respect t o m a t e r i a l s , 
and i t i s l i k e l y t h a t the re w i l l be f u r t h e r moves i n t h i s d i r e c t i o n , 
bu t I am by no means sure t h a t t h i s would solve the problems. 

Labor supply problems I am sk ipp ing on the t h e o r y t h a t 
Ken W i l l i a m s can give you i n f o r m a t i o n you may d e s i r e . 

Problems o f i n f l a t i o n 

The f a c t s w i t h respec t t o i n f l a t i o n can be cons idered 
i n terms o f c o s t - p r i c e r e l a t i o n s h i p s and cumulat ive market 
developments; a l so f rom the p o i n t o f v iew o f consumer demand i n 
r e l a t i o n t o the supply o f consumer goods. From the l a t t e r (gap) 
p o i n t o f v iew the c e n t r a l f a c t s a re : 

The volume o f income payments be ing rece i ved by i n -
d i v i d u a l s i s a t an e x c e p t i o n a l l y h igh l e v e l and i s c o n t i n u i n g t o 
i nc rease . 

2 . The amount o f such income which i s a v a i l a b l e t o con-
sumers f o r t h e i r own use a f t e r payment o f persona l taxes i s a l so 
l a rge and c o n t i n u i n g t o i nc rease . I t a l so seems c l e a r t h a t , n o t -
w i t h s t a n d i n g any t a x program t h a t may be adopted i n t he near f u t u r e , 
d isposable income i n the hands o f consumers w i l l cont inue a t or 
above c u r r e n t h i g h l e v e l s . For some bas i c f i g u r e s , t e m p o r a r i l y 
c o n f i d e n t i a l , see a t tached t a b l e . 

3* Output o f consumers' goods has a l ready d e c l i n e d 
sha rp l y and many commodit ies, p a r t i c u l a r l y automobi les and some 
o ther durable goods, are a l ready unava i l ab le t o most c i v i l i a n s . 
The volume o f goods a v a i l a b l e c u r r e n t l y f o r d i s t r i b u t i o n , however, 
cont inues s u b s t a n t i a l l y above c u r r e n t ou tpu t as la rge stocks o f 
many commodities had been accumulated i n va r ious stages o f d i s -
t r i b u t i o n * A t department s to res stocks amounted t o lj..6 months1 

supply on June This was s u b s t a n t i a l l y above the 2 .8 months1 

supply on hand a year e a r l i e r and f o r many departments the 
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CONSUMER POSITION 

( B i l l i o n s o f d o l l a r s ) 

Annual rates 
Ad jus ted f o r seasonal 

3 

. v a r i a t i o n Q u a r t e r l y t o t a l s , unad jus ted 

Disposable 
income 

Expend-
i t u r e s Savings 

Disposable 
income 

Expend-
i t u r e s Savings 

1941 
1st qua r t e r 81.0 72.8 8 .2 19.2 16.8 2 . 4 
2nd qua r t e r 86.0 75.6 10.4 21,5 19-3 2 . 2 

1942 
1st qua r te r 99 .9 80.6 19.3 22 .6 18.9 3 . 7 
2nd qua r t e r 103.G 78.8 24.2 25 .4 19 .7 5 .7 

Notet—Disposable income i s income payments t o i n d i v i d u a l s less d i r e c t persona l 
t axes . Expendi tures i nc lude ou t l ays f o r durable goods as w e l l as f o r o ther 
goods and s e r v i c e s . Savings i s the i n d i c a t e d d i f f e r e n c e between d isposable 
income and expend i tu res . For the second q u a r t e r o f 1942 the i n d i c a t e d savings 
are lower than t he $6.5 b i l l i o n es t imated by Goldsmith. 

Source:—R. B. Bangs, Department o f Commerce. 
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increase was much l a r g e r than t h i s . Dur ing the remainder o f 
t h i s year s tocks i n d i s t r i b u t i v e channels may ve ry w e l l be sha rp l y 
reduced, e s p e c i a l l y i f p rospec t i ve shortages l ead t o renewed 
buy ing by consumers. 

1;. No tw i ths tand ing the very h i g h l e v e l o f incomes, the 
p h y s i c a l volume o f goods and se rv i ces purchased by consumers 
r e c e n t l y has been smal le r than t h a t a year ago when incomes - -
b o t h be fo re and a f t e r pe rsona l taxes — were nowhere near as 
h igh*as i n recent months. D o l l a r expend i tures i n the second q u a r t e r 
were on ly J4 or 5 per cent h igher t han a year ago, a l though 
p r i c e s were 10 t o 15 per cent h i g h e r . 

5» I n the second qua r te r t he annual re^te o f sav ings , 
as es t ima ted by M i l t o n G i l b e r t and Robert Bangs^was 2b, b i l l i o n 
d o l l a r s as compared w i t h 10 b i l l i o n d o l l a r s a year ago. Goldsmith ^ 
shows a s t i l l h igher r a t e o f savings i n the second q u a r t e r . This 
ve ry h i g h l e v e l o f savings has t a k e n many formst the purchase o f 
savings bonds; the repayment o f consumer debt w i t h o u t the i n -
c u r r i n g o f cor responding o b l i g a t i o n s ; the accumulat ion o f c u r -
rency , demand depos i t s , e t c . I n the near f u t u r e presumably a l l 
these savings may cont inue and i n a d d i t i o n the re may be a r e d u c t i o n 
i n mortgage debt as the number o f new mortgages dec l i nes (as a 
r e s u l t o f reduced p r i v a t e r e s i d e n t i a l c o n s t r u c t i o n ) and as amor t i za -
t i o n o f o l d mortgages con t inues . 

6* I n . c o n s i d e r i n g a n t i - i n f l a t i o n p o l i c y f o r the f u t u r e , 
i t i s e s s e n t i a l t o i n q u i r e under what c o n d i t i o n s consumers w i l l 
cont inue t o increase t h e i r r a t e o f sav ings ; a l so t o cons ider c o s t -
p r i c e r e l a t i o n s h i p s . The a n t i - i n f l a t i o n program o f the Administra-* 
t i o n , announced i n f o r m a l l y by the middle o f A p r i l , has c e r t a i n l y 
had cons iderab le i n f l u e n c e i n the recen t p e r i o d i n p reven t i ng i n -
creased incomes f rom be ing r e f l e c t e d i n a n t i c i p a t o r y buy ing and 
p r i c e i nc reases . Another impor tan t i n f l u e n c e , however, has been 
the a v a i l a b i l i t y o f many types of goods wh ich had been ordered by 
merchants long ago. I n t h i s p e r i o d some r e t a i l e r s have even been 
w o r r i e d about the p o s s i b i l i t y o f d i spos ing o f t h e i r s tocks o f 
t e x t i l e s and the l i k e . As commodities t h a t have been i n p l e n t i f u l 
supp ly become scarce and as consumers beg in t o wear ou t some o f 
t he t h i n g s on wh ich t hey stocked up l a s t January and l a s t summer, 
t h e r e may be renewal o f a c t i v e buy ing i n r e t a i l markets . W i th 
l i m i t e d new supp l ies becoming a v a i l a b l e , t h i s cou ld go q u i t e a 
ways and b r i n g ve ry impor tan t pressure t o bear on p r i c e s , e s p e c i a l l y 
i f i n the meantime costs o f manufacturers and d i s t r i b u t o r s have 
been r i s i n g . A l ready i n many u n c o n t r o l l e d food markets p r i c e s 
had been r i s i n g and t h i s w i l l c o n t r i b u t e , a long w i t h many o ther 
f a c t o r s , t o con t inued demand f o r h igher r a tes o f pay, even though 
the cos t o f l i v i n g g e n e r a l l y i s be ing h e l d f a i r l y s t ab le by the 
p r i c e c o n t r o l a u t h o r i t i e s * 
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I n any event , i t seems c l e a r t h a t under the c o n d i t i o n s 
and p rospec t w i t h regard t o income payments, t axes , and supp l ies 
o f goods, t h e p o s s i b i l i t y o f a v o i d i n g tremendous upward pressure 
on p r i c e s w i l l h inge very d i r e c t l y on v o l u n t a r y sav ing by con-
sumers, on the course o f p r o d u c t i o n c o s t s , and on the p r i c e 
p o l i c i e s o f manufacturers and d i s t r i b u t o r s * No compulsory savings 
program on a sca le la rge enough t o insure on ly a reasonable amount 
o f purchas ing power i n t he markets i s i n immediate prospect* Over 
the nex t few months the upward pressure on p r i c e s may become very 
g rea t ~ w i l l un less consumers go on i n c r e a s i n g t h e i r savings — 
e s p e c i a l l y i f cos ts r i s e . The P r i c e A d m i n i s t r a t i o n w i l l p robab ly 
be f o r c e d t o r a i s e c e i l i n g s on p r i c e s o f many commodit ies, or a t 
l e a s t t o arrange subs id i es . I f w i t h the p a r t i c u l a r combinat ion 
o f v o l u n t a r y and compulsory a c t i o n t h a t e x i s t s now the s i t u a t i o n 
seems t o be g e t t i n g out o f hand, then comprehensive measures f o r 
reduc ing the volume o f d isposable income by i n c r e a s i n g taxes 
or p r o v i d i n g f o r l a rge compulsory savings — w i l l p robab ly be 
g iven a much more ser ious hear ing than a t p resen t . 

Wage p o l i c y 

The wage p o l i c y e s t a b l i s h e d i n the L i t t l e S t e e l case 
has been p r a i s e d as a s t a b i l i z a t i o n move and damned as an i n -
f l a t i o n a r y move. Ken W i l l i a m s w i l l no doubt g ive you a compre-
hensive memorandum on the sub jec t p r e s e n t l y * I n the meantime 
we have s a t i s f i e d ourse lves by s p e c i a l s tudy o f the average h o u r l y 
earn ings f i g u r e s t o a d j u s t f o r overt ime t h a t the increase p e r m i t t e d 
under the 15 per cent p r o v i s i o n would be sma l l , a t l e a s t i n terms 
o f the p rev ious a n t i c i p a t i o n s o f workers . The amount o f the i n -
crease y e t t o be made a v a i l a b l e i n a l l manufac tur ing would be 
©si*si4eFF8steiy less than h a l f a b i l l i o n d o l l a r s and f o r a l l l i n e s 
o f a c t i v i t y would be less than a b i l l i o n d o l l a r s a year - - un less 
the increases due t o change i n c l a s s i f i c a t i o n w i t h i n f i r m s i s 
l a r g e r t h a n we t h i n k * This i s much less t han t he J b i l l i o n 
d o l l a r s or more t h a t the OPA es t imated as the amount o f i nc rease . 
There i s a r e a l p o s s i b i l i t y tha-t s u b s t a n t i a l increases w i l l be 
granted t o those now r e c e i v i n g substandard wages ( i n the case 
o f c o t t o n t e x t i l e s , where the average h o u r l y earn ings ad jus ted 
f o r over t ime had been 51 cents i n Hay, t he Board a l lowed an i n -
crease o f 7j| cents an hour) and t h a t the Board w i l l g rant minor 
increases on the grounds o f e x i s t i n g i n e q u i t i e s . Bu t , a l l o w i n g 
f o r these f a c t o r s , the OPA est imates s t i l l seem high* The increases 
i nc luded i n these grand t o t a l s w i l l no t a l l come a t once and many 
o f them w i l l no t come a t a l l s imply because workers w i l l no t be 
s u f f i c i e n t l y organized t o pres ; t h e i r c la ims* 
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As l o n g as -wage inc reases are k e p t w i t h i n t h e gene ra l 
range i n d i c a t e d i n the L i t t l e S t e e l and o t h e r r ecen t cases i t 
can be argued t h a t t h e y need no t n e c e s s a r i l y be i n f l a t i o n a r y i n 
any g r e a t degree. The a d d i t i o n s t o income payments w i l l n o t be 
l a r g e and some o f those i n c r e a s e d payments w i l l -probably be saved. 
Manu fac tu re rs may be ab le t o avo id i n c r e a s i n g p r i c e s by reduc ing 
t h e i r o u t l a y s i n o t h e r d i r e c t i o n s . Taxes may be reduced and under 
p ressu re i t i s u s u a l l y p o s s i b l e t o work ou t o p e r a t i n g economies. 
On t he o t h e r hand, t h e economies o f c a p a c i t y o p e r a t i o n s have a l r e a d y 
been ach ieved and i t i s c l e a r t h a t h i g h e r wage r a t e s wou ld p r o v i d e 
an e x c e l l e n t argument f o r demanding h i g h e r p r i c e s . I n gene ra l 
any p o l i c y wh i ch p e r m i t s one group i n t h e community t o get a h i g h e r 
r a t e o f r e t u r n , whether f o r f a r m p r o d u c t s , f o r l a b o r , f o r manager ia l 
s e r v i c e s , o r f o r the use o f p r o p e r t y , tends t o encourage o t h e r 
groups t o i nc rease t h e i r demands and t o c o n t r i b u t e t h e r e b y t o 
t h e genera l upward movement o f p r i c e s so d i f f i c u l t t o a v o i d i n 
a p e r i o d o f t h e s o r t t h a t l i e s ahead. 

The d i s c u s s i o n o f wage r a t e s and o f p r i c e s g e n e r a l l y 
has rum p r e t t y much i n terms o f commodit ies and s e r v i c e s and 
n o t h i n g has been s a i d about c a p i t a l va lues * I t i s e n t i r e l y 
p o s s i b l e t h a t people w i l l decide t o i n v e s t t h e i r funds i n f a rm 
l a n d , u rban r e a l e s t a t e , e t c . , t h e r e b y i n f l a t i n g v a l u e s ; p l ans 
shou ld be l a i d f o r h a n d l i n g any problems t h a t may a r i s e i n t h i s 
c o n n e c t i o n , as w e l l as f o r m a i n t a i n i n g o r d e r l y c o n d i t i o n s i n 
t he marke ts f o r commodit ies and s e r v i c e s . 
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