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CURRENT PRICEfDEYELOPMENTS AND THE PROBLEM
OF ECONOMIC STABILIZATION

TUESDAY, SUNE 24, 1947

CONGRESS OF THE UNITED STATES,
JOINT COMMITTEE ON THE ECONOMIC REPORT,

Washington, D. C.
The committee met, pursuant to call in the caucus room, Senate Office

Building, at 10 a. in., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, Watkins, O'Mahoney,

Myers. Representatives Bender, Rich, Hart, Patman, Huber.
Also present: Staff Members Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.
The CHAIRMAN. The committee will come to order. Our first wit-

ness this morning is Mr. C. E. Wilson, president of the General Motors
Corp. Mr. Wilson, will you please take the stand, and if you wish to
have anyone with you, you are free to do so.

Mr. WILSON. Thank you, sir.
The CHAIRMAN. This committee is established under the provisions

of section 5 of the Employment Act of 1946, and I think it would be
desirable to set out in the hearing a copy of the act.

(The Employment Act of 1946 follows:)

[PuBIo LAW 304-79rH CONGRESS]

[CHAPTER 33-2D SESSION]

[S. 380]

AN ACT To declare a national policy on employment, production, and purchasing power,
and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled,

SHORT TTFLE

SECTION 1. This Act may be cited as the "Employment Act of 1946".

DECLARATION OF POLICY

SEC. 2. The Congress hereby declares that it is the continuing policy and respon-
sibility of the Federal Government to use all practicable means consistent with its
needs and obligations and other essential consideration of national policy, with
the assistance and cooperation of industry, agriculture, labor, and State and local
governments, to coordinate and utilize all its plans, functions, and resources for
the purpose of creating and maintaining, in a manner calculated to foster and
promote free competitive enterprise and the general welfare, conditions under
which there will be afforded useful employment opportunities, including self-
employment, for those able, willing, and seeking to work, and to promote maxi-
mum employment, production, and purchasing power. 1
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ECONOMIC REPORT OF THE PRESIDENT

SEC. 3. (a) The President shall transmit to the Congress within sixty days
after the beginning of each regular session (commencing with the year 1947) an
economic report (hereinafter called the 'Economic Report") setting forth (1) the
levels of employment, production, and purchasing power obtaining in the United
States and such levels needed to carry out the policy declared in section 2; (2)
current and foreseeable trends in the levels of employment, production, and pur-
chasing power; (3) a review of the economic program of the Federal Government
and a review of economic conditions affecting employment in the United States or
any considerable portion thereof during the preceding year and of their effect
upon employment, production, and purchasing power; and (4) a program for
carrying out the policy declared in section 2, together with such recommendations
for legislation as he may deem necessary or desirable.

(b) The President may transmit from time to time to the Congress reports
supplementary to the Economic Report, each of which shall include such supple-
mentary or revised recommendations as he may deem necessary or desirable to
achieve the policy declared in section 2.

(c) The Economic Report, and all supplementary reports transmitted under
subsection (b), shall, when transmitted to Congress, be referred to the joint
committee created by section 5.

COUNCIL OF ECONOMIC ADVISERS TO THE PRESIDENT

SEC. 4. (a) There is hereby created in the Executive Office of the President a
Council of Economic Advisers (hereinafter called the "Council"). The Council
shall be composed of three members who shall be appointed by the President, by
and with the advice and consent of the Senate, and each of whom shall be a person
who, as a result of his training, experience, and attainments, is exceptionally
qualified to analyze and interpret economic developments, to appraise programs
and activities of the Government in the light of the policy declared in section 2.,
and to formulate and recommend national economic policy to promote employ-
ment, production, and purchasing power under free competitive enterprise. Each
member of the Council shall receive compensation at the rate of.$15,000 per an-
num. The President shall designate one of the members of the Council as chair-
man and one as vice chairman, who shall act as chairman in the absence of the
chairman.

(b) The Council is authorized to employ, and fix the compensation' of, such
specialists and other experts as may be necessary for the carrying out of its func-
tions under this Act, without regard to the civil-service laws and the Classification
Act of 1923, as amended, and is authorized, subject to the civil-service laws, to
employ such other officers and employees as may be necessary for carrying out its
functions under this. Act, and fix their compensation in accordance with the
Classification Act of 1923, as amended.

(c) It shall be the duty and function of the Council-
(1) to assist and advise the President in the preparation of the Economic

.Report;
(2) to gather timely and authoritative information concerning economic

developments and economic trends, both current and prospective, to analyze
and interpret such information in the light of the policy declared in section 2
for the purpose of determining whether such developments and trends are
interfering, or are likely to interfere, with the achievement of such policy,
and to compile and submit to the President studies relating to such develop-
ments and trends;

(3) to appraise the various programs and activities of the Federal Govern-
ment in the light of the policy declared in section 2 for the purpose of deter-
mining the extent to which such programs and activities are contributing,
and the extent to which they are not contributing, to the achievement of
such policy, and to make recommendations tosthe President with respect
thereto;

(4) to develop and recommend to the President national economic policies
to foster and promote free competitive enterprise, to avoid economic fluctua-
tions or to diminish the effects thereof, and to maintain employment, produc-
tion, and purchasing power;
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(5) to make and furnish such studies, reports thereon, and recommenda-
tions with respect to matters of Federal economic policy and legislation as
the President may request.

(d) The Council shall make an annual report to the President in December
of each year.

(e) In exercising its powers, functions, and duties under this Act-
(1) the Council may constitute such advisory committees and may con-

sult with such representatives of industry, agriculture, labor, consumers,
State and local governments, and other groups, as it deems advisable;

(2) the Council shall, to the fullest extent possible, utilize the services,
facilities, and information (including statistical information) of other Gov-
ernment agencies as well as of private research agencies, in order that
duplication of effort and expense may be avoided.

(f) To enable the Council to exercise its powers, functions, and duties under
this Act, there are authorized to be appropriated (except for the salaries of the
members and the salaries of officers and employees of the Council) such sums as
may be necessary. For the salaries of the members and the salaries of officers
and employees of the Council, there is authorized to be appropriated not exceeding
$345,000 in the aggregate for each fiscal year.

JOINT COMMITTEE ON THE ECONOMIC RlEPORT

SEac. 5. (a) There is hereby established a Joint Committee on the Economic
Report, to be composed of seven Members of the Senate, to be appointed by the
President of the Senate, and seven Members of the House of Representatives, to
be appointed by the Speaker of the House of Representatives. The party repre-
sentation on the joint committee shall as nearly as may be feasible reflect the
relative membership of the majority and minority parties in the Senate and
House of Representatives.

(b) It shall be the function of the joint committee-
(1) to make a continuing study of matters relating to the Economic

Report;
(2) to study means of coordinating programs in order to further the

policy of this Act; and
(3) as a guide to the several committees of the Congress dealing with legis-

lation relating to the Economic Report, not later than February 1 of each year
(beginning with the year 1947) to file a report with the Senate and the
House of Representatives containing its findings and recommendations with
respect to each of the main recommendations made by the President in the
Economic Report, and from time to time to make such other reports and
recommendations to the Senate and House of Representatives as it deems
advisable.

(c) Vacancies in the membership of the joint committee shall not affect the
power of the remaining members to execute the functions of the.joint committee,
and shall be filled in the same manner as in the case of the original selection.
The joint committee shall select a chairman and a vice chairman from among
Its members.

(d) The joint committee, or any duly authorized subcommittee thereof, is
authorized to hold such hearings as it deems advisable, and, within the limita-
tions of its appropriations, the joint committee is empowered to appoint and fix
the compensation of such experts, consultants, technicians, and clerical and
stenographic assistants, to procure such printing and binding, and to make such
such expenditures, as it deems necessary and advisable. The cost of steno-
graphic services to report hearings of the joint committee, or any subcommittee
thereof, shall not exceed 25 cents per hundred words. The joint committee is
authorized to utilize the services, information, and facilities of the departments,
and establishments of the Government, and also of private research agencies.

(e) There is hereby authorized to be appropriated for each fiscal year, the
sum of $50,000, or so much thereof as may be necessary, to carry out the provi-
sions of this section, to be disbursed by the Secretary of the Senate on vouchers
signed by the chairman or vice chairman.

Approved February 20, 1946.

The CHAIRMAN. The joint committee is composed of seven Mem-
bers of the Senate, to be appointed by the President of the Senate, and
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seven Members of the House of Representatives to be appointed by
the Speaker of the House of Representatives. The act provides that
it shall be the function of the joint committee-

(1) to make a continuing study of matters relating the Economic Report;
(2) to study means of coordinating programs in order to further the policy of

this Act; and -
. (3) as a guide to the several committees of the Congress dealing with legis-
lation relating to the EcoDomic Report, not later than May 1 of each year (be-
ginning with the year 1947) to file a report with the Senate and the House
of Representatives containing its findings and recommendations with respect
to each of the main recommendations made by the President in the Economic
Report, and from time to time to make such other reports and recommendations
to the Senate and House of Representatives as it deems advisable.

In a broader way our function is to try to develop governmental
policies which may prevent the development of any depression, and
consequently at this time we are interested in hearing from the busi-
ness, labor, and agricultural interests of the country as to whether they
think there is something which threatens, the present condition of
full employment, and also whether they think there is anything the
Government can do about it, and if they do, what they think the Gov-
ernment should do, what powers' might be granted by Congress, or
what general policies might be adopted by the Executive.

You have a -statement, Mr. Wilson, that you have filed with the
committee, and it will appear in the record. Do you wish to proceed
with your statement now?

STATEMENT OF C. E. WILSON, PRESIDENT, GENERAL MOTORS CORP.,
DETROIT, MICH.

Mr. WILSON. I think that would be the best way to do.
The CHAIRMAN. Our general plan is to have about an hour or so

for each witness, perhaps 20 minutes or longer for the statement, and
then questions by the members of the committee. You may proceed.

Mr. WILSON. My name is Charles E. Wilson, and I am president of
General Motors Corp. I am here at the invitation of your committee
to testify regarding economic and social matters that affect the wel-
fare of the Nation. I understand that your committee under the Em-
ployment Act of 1946 is charged with the responsibility of making
recommendations to the Congress in respect to those matters of Gov-
ernment policy that have to do with the maintenance of a maximum of
useful employment opportunity in free competitive enterprise.

As background for my remarks and recommendations I should first
like to make some comment about General Motors, the automobile
industry, and what I consider the essential elements of a free com-
petitive system.

On March 22, 1944, I testified before the Special Committee of the
House of Representatives on Postwar Economic Policy and Planning.
The concrete plan General Motors had worked out for reconstruction,
rehabilitation, and reorganization following the war is a matter of
record in' my testimony before that committee. This plan was put'
into effect immediately after the Japanese war, but progress was
halted by a disastrous strike in the plants of General Motors and
crippling strikes throughout industry generally. So after almost 2
years of peace we have fallen far short of what we had hoped to do.

Z", I
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As a result of the war and its troublesome aftermath, automobile
production is far behind the country's need. This is clear when we
consider that in the five prewar years 1937-41 the industry produced
and sold 19,800,000 cars and trucks for civilian use; while in the five
following years, including the war years, we produced only 3,800,000
for civilian use, a difference of 16,000,000.

In spite of all these production difficulties and the serious increase
in costs, automobiles are still among the best bargains offered to the
American public today. Throughout the country thousands of auto-
mobile dealers are selling cars for less than the public thinks they
are worth and is currently willing to pay for them. The purchaser
of a new car can immediately sell it in the open market for hundreds
of dollars more than he paid bur dealers for it. Some new purchasers
have succumbed to the temptation to make this easy profit, hence the
1947 models on the used car lots at premium prices. Good automo-
biles have such recognized value that they are almost like money
in the bank; and when our dealers sell $10 bills for $8 it isn't surpris-
ing that some of the purchasers use them for 10's.

Cars and trucks are so important to our American way of living
and the unsatisfied demand for them is so great that more materials
to work with is all the automobile industry needs now to do its part
in maintaining a high level of prosperity. The industry alone, with
its big use of raw materials, the millions directly and indirectly em-
ployed, and its stimulating effect on other industries and business
generally, practically underwrites a high level of industrial activity
for at least several years to come unless we have another wave of
monopolistic and crippling strikes or a world catastrophe.

What the country needs most today is continuous, uninterrupted,
efficient production. To make this possible the Nation must be pro-
tected from organized unemployment; that is, monopolistic strikes
that paralyze whole vital industries or shut down one important
community after another. The majority of the people of our country
recognize this truth and an important step in this direction has been
taken by Congress.

The development, and production of our American automobiles is
one of the best examples of what can be accomplished for the people
of a Nation by the normal working of free competition in-a free so-
ciety. I have been associated with this development for 35 years.
When I started with the industry its total production from its be-
ginning had just reached 1,000,000 cars and trucks. Since that time
93,000,000 vehicles have been produced, and in addition more than
25 billion dollars' worth of war materials.

I.think I understand what has made this industry develop and
flourish and how it has been possible for it to make its outstanding
contribution to higher American and world-wide living standards.
This. achievement has been possible only under a political system that
recognized human rights in person and in property and that promoted
the initiative of millions of freemen rather than the dictatorship of a
few state planners. Customers are the only economic dictators that
can be tolerated in a free society.

While this system is the best that has ever been devised, I still
am in favor of making every effort to improve it with the objective
of maintaining a high level of employment and of real purchasing
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power. However, in adopting policies or establishing regulations
intended to accomplish this desirable purpose we must be very care-
ful not to so restrict the initiative of individuals that we wind up
by defeating the very purpose we intend to accomplish.

It is well to remember that our Americanism is still the new revolu-
tionary, liberal philosophy in the world. Those who advocate com-
munism, socialism, or any form of statism, while flying the flag of
liberalism, are in fact reactionaries, advocating a system which would
enslave the people of a nation. While mechanical and scientific
invention is continuing at a rapid pace in many parts of the world,
politically a great step backward has been taken in some countries.

We again have slavery in Europe and a new form of serfdom where
men and women are arbitrarily bound t6 their jobs and their machines
if they are to have food cards and eat. The new dictators claim their
reactionary philosophy is in the interests of the people, but they
enslave the people just the same. Our system in America with
public education and individual freedom for all citizens develops
ability, provides individual opportunity, stimulates ambition, and
greatly accelerates scientific discovery, invention, and the develop-
ment and use of natural resources. This dynamic force that con-
tributes so much to the health, prosperity, and happiness of Ameri-
cans must be preserved at all cost.

Ours is the only important country in the world that has recog-
nized the importance of free competition as evidenced by its enactment
of antimonopoly and antitrust laws. It is clear that this same basic
principle must also be applied to monopolies in labor. Failure tQ
do this may well result in a business recession and chronic unemploy-
ment. We don't believe in business cartels in our country, and we
can't stand for, abor cartels either.

Before discussing measures to improve our system, a clear under-
standing of some of the important fundamentals of the system will
be helpful. What are the fundamental principles that make our
system work? Among others, the following seem to me to be highly
important:

1. The necessity and responsibility for each 'citizen to qualify
through education, experience, and willingness to work to make a
social arid economic contribution in proportion to the reward he
expects to receive. This requires dropping the false philosophy that
the state should look after the economic welfare of individual citizens
and returning to the sound philosophy that each should make the effort
to look after himself, and that the millions can plan their own lives
better than a few state planners can plan for them. It does require
continuing our system of public education so that all young people
may have opportunity to qualify in line with their ambition, ability,
and willingness to work.

2. The principle that thrift and industry must have their reward
and laziness and dissipation pay their penalty. This is a sound incen-
tive for all. If it is importantly violated by state planning, the nega-
tive incentives of fear and coercion must inevitably be substituted for
the positive incentives of a free society.

3. The recognition that we can all have more only if we produce
more. It requires reasonable hours of work as compared to leisure
time, and continuing progress in making available better tools and
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methods for doing all the kinds of things that have to be done to
deliver products and services to customers. It requires giving up the
false philosophy of something for nothing and that prosperity for the
Nation can be achieved without efficient work by redividing the accu-
mulated wealth of the past. To provide better tools, capital must be
accumulated through savings to pay for them. The hope of profits
is the incentive that encourages people to save, to invest their savings
in productive enterprise, and to develop new businesses.

4. Customers must have free choice in the expenditure of their
earnings and savings. An economy of plenty is the natural result
of free competition, and the false philosophy of prosperity through
regimentation and scarcity must not be encouraged, especially by law.

5. Respect for law and the rights of all citizens and the development
of a social consciousness in our business and human relations. None
of us can live entirely by his own efforts. To a great extent, we are
all dependent upon one another, not only for health and safety but
for our very existence.

In the light of these fundamentals, what are some of the major
problems involved in maintaining full opportunity for employment?

The CHAIRMAN. Excuse me a moment, Mr. Wilson. I meant to
say that Senator O'Mahoney was very anxious to be here but had an
appointment with General Marshall at 10 o'clock this morning and
wanted me to announce that that was the only reason he was not here.
He hopes to be here with us before you conclude.

Mr. WILSoN. Thank you, sir.
As I was saying, in the light of these fundamentals, what are some

of the major problems involved in maintaining full opportunity for
employment?

1. Balancing supply and demand: The.problem of dealing with
temporary shortages and surpluses of goods and services.

Ordinarily, a free competitive system if allowed to function nor-
mally has inherent within it the power to balance supply and demand
effectively. However, this requires that everyone concerned be in-
formed of the facts so that they will be in a position to act. intelligently
and promptly in remedying the situation.

If the production of a certain product is in excess of the demand so
that-inventories are increasing unduly, production and/or prices must
be adjusted to meet the situation. An accurate knowledge of the facts
regarding such situations is very important because otherwise the pro-
ducers may continue to produce and only add to the surplus supply,
thus making the eventual readjustment that much worse. Conversely,
if items continue in short supply and in great demand it is normal for
the prices to increase, thereby stimulating production and to some ex-
tent temporarily curtailing the current demand, tending to bring sup-
ply and demand into balance. The balancing of supply and demand
for all items can be taken care of only by a gradual shift in the em-
ployment of labor and capital from one industry to another and of
labor from one occupation to another. The system must be flexible
enough to allow this to be done promptly.

Of course, when the normal functioning of the system is interfered
with for a considerable period of time, as by wars or major strikes, it
takes longer afterward and more patience to surmount the problems
created by such wars or strikes and to bring supply and demand into
balance.
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Accurate knowledge of the current level of production, demand, and
inventories of all major commodities at the various levels of the eco-
nomic process-manufacturing, wholesaling, and retailing-is essen-
tial. It is clearly a proper function of Government to assist in the
collection and publication of such business statistics. Obviously, we
must have accurate information of this nature to assist producers and
consumers in appraising the market.

2. The business cycle: In the rbport of your committee to the Con-
gress on the President's Economic Report your committee made this
statement:

The basic problem which this committee has to consider is the method of pre-
venting depressions so that substantially full employment may be continuously
maintained. No problem before the American people is more vital to our welfare,
to the very existence of our way of life, and to the peace of the world. It is the
most complex and difficult of the long-range domestic problems we have to face.
It involves a study of price levels and wage levels and their relation to each
other, a study of methods of preventing monopoly control in industry and labor
from distorting prices and wages, a study of spending for consumption and for
capital investment, a study of individual and corporate savings, and a study of
many other economic forces bearing on a stable economy.

This is indeed a difficult problem because it involves not only
balanced production but willingness to buy, which depends both on
ability to buy and confidence to buy. This is why it is so desirable
to preserve the integrity of the monetary system of the Nation, why
it is so necessary to have a favorable attitude toward business on the
part of Government, and why the confidence of the buying public must
be maintained by having them feel that they are getting value received
for the current dollars they are spending. The problem of maintain-
ing confidence on the part of the buying public and of investors can
be compared with the problem of maintaining harmonious labor rela-
tions and industrial peace.

I am sure your committee is fully aware of the intricate nature of
this problem which is of such vital concern to all citizens. Judging
from previous business depressions, the causes were never exactly the
same. Furthermore, many of these causes lie beyond any control
which businessmen or the consuming public themselves can directly
exercise on the situation. Among these are wars, crop failures, eco-
nomic restrictions imposed by foreign nations that have domestic
repercussions, legislation affecting the integrity of the currency, and
unsound political policies which take some time for the -public to
correct. Any one of these may temporarily undermine the confidence
of the buying public and result in a recession.

There are other causes which are within the control of the people
of the Nation, individually and as producing and consuming groups;
for example, overconfidence and speculation on credit, artificial short-
ening of working hours, monopolies of any kind which interfere with
the movement of labor and capital from one industry to another
or artificially restricting production and job opportunity.

There is a serious economic heresy that constantly keeps cropping
up in all of the discussions of this problem of maintaining a high
level of employment. It is that we can maintain such employment
only by rapidly increasing the wages of factory workers. Such rapid
increases in wages without any corresponding increase in productivity
is essentially inflationary since these increases require corresponding
increases in prices.
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While the workmen involved in such wage increases might tempo-
rarily seem to gain thereby, actually they do not. For other pro-
ducers, who are in the great majority, raise the prices for their goods
and services, eventually bringing about a parity in the value of all
goods and services throughout the economy, but with a lessened
demand.

This does not seem to be clear to some who argue that such an infla-
tion would do no particular damage since a balance in prices would
ultimately be restored. Actually, great damage is always caused by
such inflation. It writes down the value of all savings in terms of
current purchasing power, thus importantly affecting both the ability
and confidence to buy on the part of those dependent on savings,
annuities, or any form of fixed income, even for their services.

Furthermore, greatly increased working capital is required to main-
tain a given volume of business. This additional capital in terms of
dollars cannot be currently earned as rapidly as the inflation requires.
Therefore, either prices must be raised in the effort to accumulate the
capital required, thereby curtailing demand and resulting in unem-
ployment, or businessmen are forced to restrict their activities within
the limits of their available capital, resulting in a curtailment of pro-
duction and again causing important unemployment. This is why
no nation ever achieved prosperity through inflation.

In the final analysis employers do not pay wages, customers do; and
the percentage of the consumer's dollar required to provide equip-
ment and a place to work, and as an incentive to save and expand the
economy of the whole country has been estimated to be, with a stabil-
ized economy, on the average about 15 percent. This covers all rents,
interest of all kinds, dividends, and accumulated profits retained in
businesses to expand them. The balance of 85 percent shows up some-
where in somebody's wages or salaries. However, in an inflationary
period, when the value of savings is being written down, profits must
be much greater in order to accumulate enough capital to maintain a
high level of physical production. In such a period prices must go
up even faster than wages in order to keep businesses going. In such
a period customers restrict their purchases. Therefore, when some
workers price their labor so high that the workers in other industries,
other producers and consumers generally, cannot buy their products
and industry and business cannot make enough money to maintain
working capital and replace worn-out equipment, there is bound to be
a curtailment of employment until the situation is corrected.

3. The importance of maintaining productivity: It was the enor-
mous productive ability of the United States that was our real secret
weapon during the war. If our enemies had believed that it would
have been possible for us to do what we did, in the way of design and
mass production of totally new articles, and our ability to convert
from the mass production of peacetime goods to weapons of war,
they would never have dared to attack us. It was this same produc-
tive ability which prewar gave our country the highest standard of
living ever achieved by any nation. This same productivity under
our American system of free competition is the means for achieving
the postwar prosperity we all dreamed about during the war years.
But we must stick to our system and not attempt to substitute too
much state planning for the initiative of the millions.
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In this connection, I can do no better than to quote a statement
which Senator O'Mahoney made on the floor of the Senate on May
19, 1947, as follows:

What this country needs more than anything else, and what the world needs
more than anything else, is the stimulation of production. Nothing else will
solve our problems; and the wider we make the field of productive opportunity
the closer we shall be to a successful solution of the problems which are bringing
this country to the brink of the same sort of disaster which has overtaken the
countries of Europe, the erection of arbitrary central power.

One of the fundamental reasons why this country enjoys the highest
productivity of any nation on earth, and hence the highest living
standards, is that we have better tools. A Chinese laborer, laboring
all day with a pick and shovel, earns a bare pittance-hardly enough
to keep him alive, and frequently not that much. An American
worker, with a bulldozer, accomplishes 1,000 times as much useful
work in the same time, because he has a machine equal to several hun-
dred horses. I could extend and expand this comparison indefinitely,
but the fundamental is inescapably the same. It is that only as we con-
tinue to increase our productivity can we have more goods to enjoy, and
can we afford to have the leisure in which to enjoy them.

But better tools and equipment do not spring full blown out of the
mind and hands of one man. They are the product of long hours of
research, of the painstaking application of such knowledge to the
design and production of better products by competent management.
They require large investments in productive equipment, efficient sales
forces, and efficient and aggressive workmen. Only as we can increase
our productivity further can we hope to continue to raise our standard
of living in the terms in which it can concretely be measured, the goods
and services we use.

Now, if the only way by which we can maintain and increase our
standard of living is by increasing'our productivity, it follows that any
policy which increases our productivity is economically sound, and
any policy that diminishes our productivity is economically unsound.
This is true of governmental policies-Federal, State, and local-as
well as industrial and labor-union policies. This is the heart of the
matter; our productivity must be maintained and increased. If we
want more, we must produce more. We cannot eat food that has not
been produced. We cannot wear clothes that have not been made.
And if we want more food and more clothing, without working unduly
long hours, we can have them only by better management, better tools,
and more efficient labor and use of our resources.

All present legislation affecting this problem of high employment
opportunity should be reviewed to make sure it is consistent with the
fundamental principles of our system and whether it really accom-
plishes the purposes for which it was intended. Any new legislation
proposed to improve our competitive system should likewise be checked.

To balance supply and demand and increase productivity without
serious unemployment requires the right attitude on the part of work-
men, a willingness to learn new jobs and achieve the extra production
made possible by improved processes and the superior tools provided.
Otherwise the fruits of technological improvements are dissipated
through featherbedding. Likewise, to balance supply and demand and
to increase productivity without unemployment requires the right atti-
tude on the part of industry and businessmen generally to accept the
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challenge of competition and to strive to earn profits by delivering an
ever-better value for the customer's dollar, and not just to sit by and
collect a toll. Only this will maintain confidence of customers.

Government can help, not by going into competition with its citizens
nor by attempting to regulate production, wages, and prices, but by
legislation which fosters free competition both in business and labor.
The peaks and the valleys of the business cycle can be importantly in-
fluenced' and leveled out by sound fiscal policies on the part of the
Government. Government policies should not promote inflation, and
needless taxes must not be collected from the people. Federal expen-
'ditures not directly contributing to the welfare and standard of living
of our citizens must be avoided. Such nonproductive governmental
expense reduces the average standard of living by about the same pro-
portion of the national income that it represents. All citizens must
realize we cannot have an economy of plenty if millions look to the
Government for something for nothing and do not make the effort to
look after themselves. Government policies must encourage indi-
vidual competence and not subsidize inefficiencies and laziness in any
form.

*In concluding my formal statement, I should like to show the com-
mittee an interesting chart. This chart traces our production costs of
Chevrolet cars, by years, from 1928 to date, compared with the aver-
age wage rate in United States manufacturing industry, and three of
the six components of the Consumers Price Index of the Department
of Labor during the same period, each of which also has a high labor
content.

The Chevrolet costs are the.costs of the cars actually produced in
each of these years. They are not entirely comparable from year to
year since technological improvements were largely devoted to mak-
ing the cars bigger-and better. Even with this qualification, the chart
is very revealing. It shows that the costs of our cars increased and
decreased with the country's manufacturing wage level. When we
got back into production in 1946, making substantially the same car
that we stopped producing almost 4 years before, our costs had risen
almost exactly in the same percentage as. the increase in the national
wage level. The relations both of Chevrolet's costs and the country's
wage level to the three components of the living cost index are now
almost exactly the same as they were in the prewar base years 1935-39.
I know of no more concrete evidence of the inescapable relationship
between wages and prices, and no better evidence of the fallacy of the
doctrine that inflating wages will increase real purchasing power.

The CHAIRMAN. Mr. Wilson, the price of automobiles, you say, is
below what people are willing to pay for them, but how much of an
increase has there been since 1935-39, approximately ?

Mr. WILSON. I will have to look at some of my charts here. I have
another chart here showing the prices from 1941 to date. If you refer
back to this curve on the Chevrolet costs-

The CHAIRMAN (interposing). This gives the costs but not the
prices.

Mr. WILSON. The relation of costs to prices is relatively consistent.
The CHAIRMAN. Can you tell us how much the standard Chevrolet

has increased since 1939? That is, the price.
Mr. WILSON. It would be about 80 percent since 1939.
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The CHIIAIRMAN. About 80 percent?
Mr. WILSON. Yes, sir.
The CHAIRMAN. Do you look for any further increase during the

next year, or what is your general view as to the course of prices dur-
ing the next year?

Mr. WILSON. I am very hopeful that prices, wages, and costs will
stabilize somewhere near the present levels for awhile and that people
will go to work and bring supply and demand into balance.'

However, there is no real evidence that the inflationary trend has
stopped.

The CHAIRMAN. You have just settled a new wage contract for
another year, is that correct?

Mr. WILSON. Yes; in April.
The CHAIRMAN. So that is stable for another year?
Mr. WILSON. That fixes the question of wage costs in our own

plants but not in the plants of our suppliers of materials and parts,
so there is a continuing upward trend now in our material costs; and
basic materials like copper and lead are quite important.

The CHAIRMAN. How does the profit per unit today on a car com-
pare w'ith 1939?

Mr. WILSON. I don't have the figures too handy. I think it is
probably about the same.

The CHAIRMAN. When I say "1939," I mean prewar.
Mr. WILSON. The profit margin, Senator, is not as good as it was

prewar.
The CHAIRMAN. The profit margin per unit?
Mr. WILSON. That is correct.
The CHAIRMIAN. And you are producing about the same number

of units?
Mr. WILSON. Of course, that varies a good bit with different years

prewar. The total production of the automobile industry is currently
equal to a very good prewar year. It is quite short of what the indus-
try thought it could do or have the capacity to do.

The CHAIRMAN. Can you put in the record the comparative profit
margins and the comparative prices in connection with your testi-
mony?

Mr. WILSON. Yes; we can do that.
(The matter referred to is as follows:)

General Motors Corp. net profits on net sales before and after United States and
foreign income and excess-profits tares, first quarter of each year

Year Before taxes After taxes

1939 -- ----- -------------- --- -------- 5 18.1 14.5
1940 - -- ---- -------------------------------- -- -- 18.6 14.6
1941 - ---------------- 20. 0 I o o
1947 - ---------------------- ------------------- --- 1----------------1-- -- 15.0 9.2

* - The CHAIRMAN. Can you give us an idea how much wages may have
been increased since 1939 in the automobile industry or in your com-
pany, percentagewise?

Mr. WILSON. I happen to have in this chart here the United States
l total, and the automobile wages have been about the same as other

wages, perhaps not quite as high a percentage.
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The CHAM1YAN. That is, has 80 percent?
Mr. WILSON. As an average of the whole country.
The CHAIRMAN. How much is that?
Mr. WILSON. The whole country has gone up about 80 percent.
The CHAIRMAN. The whole country has gone up about 80 percent?

Is that hourly work rates, hourly wages?
Mr. WILSON. That is right. The United States manufacturing aver-

age hourly wage rates are up about 80 percent.
The CHAIRMAN. How about the automobile industry or your own

company?
Mr. WILSON. That is just about the same, maybe a little less. The

tendency has been to raise wages in lower rated classifications and,
perhaps, take some of it away from the better workmen and give it to
the less efficient or unskilled.

The CHAIRMAN. They all go up, but the average rate of increase
is different?

Mr. WILSON. You see, if you give everyone 10 cents an hour or 15
cents an hour or 4 cents an hour, you start from a normal spread,
perhaps, between janitor and toolmaker of 2 to 1.

The CHAIRMAN. It gives a bigger percentage for the person with
the smaller wage.

Mr. WILSON. Yes, and a lesser percentage for the skilled and per-
haps more capable men.

The CHAIRMAN. Has the productivity of labor increased in the auto-
mobile industry since prewar 1939, do you know? Have you any fig-
ures or means of determining that question?

Mr. WILSON. I judge you mean by that how close do the men come
to meeting the same reasonable labor standards for a day's work.

The CHAIRMAN. You talked about productivity all through your
testimony. That is, whatever you are talking about.

Mr. WILSON. Productivity is a matter of two things. If you give a
man better tools he can produce twice as much, twice as many pieces,
and not work any harder, or he can work with less energy and produce
the same number of pieces, and that is what we call featherbedding,
that is, when you give him better tools to work with and he produces
the same number of pieces.

The CHAIRMAN. Are there any figures to show whether productivity
has increased or decreased since prewar?

Mr. WILSON. It has not increased from the point of view of man-
power.

The CHAIRMAN. The amount of production per man-hour?
Mr. WILSON. That is right, but men are doing pretty well in our

plants as compared with prewar, judged by how close they come to pro-
ducing the standards. I would say that as a general matter we are
within a few percent of our best prewar record.

The CHAIRMAN. Mr. Wilson, you say that cars are still so scarce
that the demand exceeds the supply, so to speak, at the manufactured
price level. Would you favor the reimposition of the price controls?
They haven't expired yet, I think, until next Monday. I think the
President could still reimpose them.

Mr. WILSON. No; I wouldn't. I think the faster we get back to
a free economy, the better off we will be.

65210-47-pt. 1-2
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-The CHAIRMAN. What other recommendation would you suggest?
What is the present excise tax on cars?

Mr. WILSON. It is 7 percent.
The CHAIRMAN. Would there be any sense putting a temporary 20-

percent excise tax on them and let the Government get the difference
instead of the black market?

Mr. WILSON. I am a consumer also. I think I am taxed enough
currently.

The CHAIRMAN. I thought where you had this condition, possibly,
you could demand a higher price and let the Government get the
difference.

Mr. WILSON. I think it is a little late to do some of those things.
It might not have been so bad as a sound policy in the immediate
postwar period while the Nation did have a tremendous expense of
getting back out of the war period, but I think someone had better
be thinking how that 7 percent could be taken off about a year from
now to keep the demand g6ing.

The CHAIRMAN. You think that the condition is temporary and
will come to an end in another year?

Mr. WILSON. Oh, yes.
The CHAIRMAN. You think you will catch up Vith current demand

in another year or, at least, the violent demand where people are
willing to pay more than the price?

Mr. WILSON. The people are actually paying almost as much for
a 5-year-old used car in good condition as they could buy a new
car for from the dealer if they could get delivery. That situation
will be corrected, but the shortage of 16 million cars and trucks
that I mentioned as being the diference between what the industry
could have produced or would have produced on a normal average
basis, equivalent to the five prewar years-'that means there is a
terrific shortage and many old cars are being operated that shouldn't
be on the road. They are being maintained in some operative con-
dition at considerable expense by the owners, who would much rather
have some new cars.

The real trick is to keep the economy of the country going and let
us make the cars for the people. The principal current shortage
that limits production is flat-rolled steel; but if the steel industry had
not been curtailed by the coal strike and the strikes in their own plants
in 1946 I understand it would have produced around 19 million
more tons of ingot steel.

The CHAIRMAN. More than they did?
Mr. WILSON. More than they did, and something around 12 or 13

million tons of finished steel. That would have made a lot of auto-
mobiles and trucks and a good many other things that the public
needs badly.

Tlie CHAIRMAN. Mr. Wilson, you spoke of the high desirability of a
proper statistical service of the Government-I suppose assisted by
the industries themselves, perhaps.

Mr. WILSON. Yes, sir.
The CHAIRMAN. Do you have any views as to the efficiency of the

present service? Should this be carried on through the BLS or the
Department of Commerce or should there be one service? What would
be your suggestion ?
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Mr. WILSON. We use the statistics from all sources down here as best
we can. We found out in the automobile business a good many years
ago how highly important it was to follow the actual demand, inven-
tory, and production situation. Fortunately, in the automobile in-
dustry we have very good statistics that come through registrations,
so we can tell in a reasonably short time, just a few days or weeks at the
most, how many cars of all kinds the consuming public actually buys
from our dealers.

A good many years ago the different automobile companies would
build up their production when they thought they had a good model.
We didn't know in those days whether the dealers were actually selling
them to the public or not, and some times we would wake up with
orders from dealers for thousands of automobiles, and they would have
their places full of new cars, and we would have to cut our production.

So, for many years we have followed very closely the actual move-
ment of cars at retail into the hands of the public; and we attempt to
adjust our production schedules gradually up and down, so we don't
have any great big changes.

The CHAIRMAN. I wonder if you have any suggestions for the im-
provement of the statistical services other than giving them more
money, in which connection I do not think the Congress-has been very
generous.

Mr. WILSON. I think the best way to do that would be to talk it over
with the groups of peop le in the various industries using those statis-
tics and see what the information is that can be used.

The CHAIRMAN. Do you have any suggestions?
Mr. WILSON. The problem is a little bit like any other compilation

of data. If it isn't in a form that somebody can use or does use, why,
you are just wasting the money, but it is a very sound thing to do.

The CHAIRMAN. If you have any suggestions specifically regarding
the Government services or their combination or improvement, if you
will write a letter to me or the staff director, it will be very much
appreciated.

Mr. WILSON. We will do that.
The CHAIRMAN. Do you have any questions, Senator Flanders?
Senator FLANDERS. Yes, sir; thank you.
Mr. Wilson, assuming there is such a thing as a business cycle, what

stage of that cycle are we in now so far as you can judge? Are we at
the peak, on the way up, or on the brink of a drop, or where are we?

Mr. WILSON. That is what they call a $64 question.
Senator FLANDERS. On page 9 of your testimony you indicated that

it was intricate.
Mr. WILSON. I think that the impetus, the great demand for goods

and services immediately after the war, has somewhat slowed down.
I think in the last 2 or 3 months there are two things that sort of
hung over the country. One was so much pessimistic talk coming
from down here about all prices being too high, and so forth, and a
push on the end result rather than on the causes for the prices was
a disturbing influence generally.

The second thing is one that I think we are all conscious of, and
that is what the miners are going to do after the Fourth of July
and how thkt problem can be dealt with soundly, fairly to the miners,
but not upsetting the whole Nation..
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I think those two things are still hanging over the country. You
have the propaganda that prices are too high. and profits excessive,
and the problem, Are we going to keep up and increase our production
or is the, whole machine going to be stalled for 2 or 3 months?

Senator FLANDiERS. Would you think it possible under favorable
conditions to continue our present rate of production and consump-
tion for an indefinite period.

Mr. WILSON. I see no reason why that shouldn't be so. That is, I
see no fundamental reason why we should have a depression, if the
American people are willing to work for the kind of things they would'
like to have.

Senator FLANDERS. You spoke a moment ago of the propaganda-
perhaps that is the word-relating to prices being t6o high without
getting at the causes. Would you mind giving your own view as to
the causes of existing high prices, if they are high'!

Mr. WILSON. There are two basic reasons. The first is the fact that
we did not finance the war in terms of money as we went. Of course,
we did in terms of production of goods.

In other words, no nation sent us anything from outside our coun-
try to help us in the war. We didn't stock pile war materials before,
as, perhaps, the Germans did; so we actually physically produced the
war's requirements and lived on what we had left over.

However, from a money point of view we didn't pay for it as we
went.

Being used to looking at production in terms of physical things,
more than in terms of money, I always thought that if it had been
politically expedient to do it, we could have paid for the war as we
went, but we didn't. All those bonds that are outstanding give their
owners a call on the goods and services of the people currently the same
as the salaries 'and the wages that are being earned by people, so that
puts a pressure on goods and services.

It is the ability to buy assuming that you can convert the funds into'
goods and services, and the theory is that if anyone wants to do it he
can-that puts a grave demand upon materials, so that there is a ten-
dency to mark up prices.

The other reason for high prices is pressure of wage inflation. Of
course, that was the problem during the war, too, and as soon as the
war was over a great push was made by the powerful labor unions
to break the country's wage, price, and anti-inflation policies, and they
were pretty well broken.

Senator FLANDERS. With regard to the first cause you gave for high
--prices, would you feel that the proper remedy was reduction of the

national debt, or do you feel there is any remedy for high prices in
debt reduction?

Mr. WILSON. Well,'of course, some gradual reduction of debt would
have that tendency without any question.

Senator FLANDERS. You have no question but what increases would
have the opposite tendency, increases in the national debt?

Mr. WILSON. Increases in the national debt, of course, would be a
continuing inflationary thing. The Germans, after World War I,
tried a great experiment in that direction and ran into a bitter end

-and had an economic collapse. They had to start over again with a
new currency, and probably laid the foundation for World War II.
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Senator FLANDERS. On your second cause for high prices, in your
experience, whether in your own company or as you have seen it in
other companies, has the tendency been to increase the wage rate faster
than the cost of living? Has there been any effect on prices from that
standpoint?

Mr. WILSON. I think there undoubtedly was a push to increase wages
much faster than the cost of living, and it came about through a de-
mand immediately after the war was over for the same take-home pay
for 40 hours of work as the men had enjoyed during the war for 48
hours.

You will recall that we had three Government policies during a
very short period in the fall of 1945 and early 1946. The first one,
announced immediately when the war ended, was apparently an effort
to maintain wages and prices and avoid inflation. It was that em-
ployers would be relieved of wage controls and could raise wages or
salaries if they would not use that added cost as a reason for increasing
prices or for resisting a reduction of prices that should otherwise be
made.

Well, that didn't actually free anybody to do anything if he did it
honestly, and it didn't answer the problems from the point of view of
the labor unions at all.

The second policy, announced about the end. of October 1945, was
that wage rates could be increased by the same percentage over the
base period as the cost of living had gone up, if they had not already
been raised that much, and that the resulting increase in cost might be
used as a reason for increasing prices.

It didn't say that necessarily those prices would be allowed by OPA,
which was still in existence.

Then, after the strikes, there was a definite new establishment of a
wage-price level by a definite inflationary move. A new general pat-
tern was established by the settlement of the steel strike. So that we
had three changes, three changing policies affecting wages, prices, and
inflation.

Senator FLANDERS. Has there been an assumption on the part of
union negotiators that there is something to be taken out of profits
in most industries? Has that been the assumption on which they
have asked for increases in wages at times when increases in prices
were under the ban?

Mr. WILSON. It depends on the particular union negotiator and how
close he is to the party line. If he leans a little toward our Russian
friends, he doesn't believe in the private ownership of productive prop-
erty to begin with, so he doesn't think we ought to have any return-
on it or very little. If he is a good American, he says, "I want to
take care of my men. The rest is your business. You get along as
best you can." So it is somewhere in between.

Senator FLANDERS. Sometimes in some places you feel that that
party line has been a definite factor?

Mr. WILSON. Yes, surely.
Senator FLANDERS. You make here on page 10 a very interesting

analysis of required additional capital. That is at the foot of page
10. In other words, a larger percentage margin or, at least, dollar
margin as inflation increases and prices go up.

Mr. WILSON. That is right.

'^. .j _
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Senator FLANDERS. That point is an interesting one. I have never
seen it stated just that way before. That is something of which you
are quite convinced?

Mr. WILSON. I would like to talk about that one a little more. It
is a very simple, understandable one.

You have an inventory in a manufacturing business; you have it
in a commercial distributing business.

Now, in General Motors we have the raw materials and the parts
in process and some finished stock about ready to be shipped, and so
forth. With an 80-percent inflation, if you have the same physical
parts in a shop, the same tons of sheet steel, copper, lead, parts in
process of manufacture, that inventory now is 80 percent higher in
dollar value than it was prewar.

With somhe increase in activity and employment in General Motors,
inventories are currently about $700,000,000 as against about $350,-
000,000 prewar. Now, where do we get that other $350,000,000? We
borrowed some of it from insurance companies and sold some more
preferred stock.

There is another interesting thing. Let's take a small business.
which perhaps has a couple of million dollars' sales a year and has
a million dollars invested in plant and equipment.

That was their condition, we will say, 12 or 15 years ago when they
started a new activity. They got along all right and averaged about
5 percent profit after taxes for 10 years, which would be $100,000 a
year. According to the books, they were making $100,000 a year.
They paid out two-thirds or so of it in dividends and had the rest
in cash in the bank.

Now, after the war they find out that their plant is old and their
machinery is worn out and they have to replace it. In the meantime,
they have had a sound bookkeeping set-up. They have accumulated
a reserve against depreciation of their machinery, and they now have
a million dollars cash in the bank and the plant is worn out.

Now, they try to replace that plant and it cost $2,000,000. Well,
they actually thought they were making $100,000 a year for 10 years
and really they didn't make anything. They were like a farmer
raising wheat every year and not putting any fertilizer back in the
ground. Such a farmer sells his farm a piece at a time year by year.
Such is the effect of inflation.

I have been quite interested in this effect of. inflation. Some peo-
ple argue that prices only have to go up 50 percent or 75 percent, as
tast as wages. My figures seem to show on the past record, about
85 percent of all costs are wages. Well, if you could actually im-
prove the status of all the people in the country by inflating the
currency, why do we fool around with 10 or 15 percent every 6
months? Why not jump it five or six hundred percent at once and
everybody would be prosperous? That has been tried over the world
by many nations many times and instead of creating prosperity it
has always impoverished the people.

The basic reason is this one: That you cannot accumulate the addi-
tional capital rapidly enough in current dollars required to maintain
the business structure of the Nation. That is the real reason. You
know, if we were all just picking bananas in the South Seas and
selling them to each other and eating them the following day, in the
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case of inflation it wouldn't take very long to bring wages and prices
into balance. You would catch up with the situation the next day.

However, when it involves savings and important capital expendi-
tures to provide better tools and inventories with which to work and
conduct business, then an inflation has an entirely different effect.

Senator FLANDERS. Mr. Wilson, I think you have sold me on the
evils of inflation. That is all I have.

The CHAIRMAN. Mr. Rich, do you have-any questions?
Mr. RICH. Yes; I thank you.
Mr. Wilson, how can we convince the people of this country the

more we produce the cheaper will be the prices of the commodities
which we produce?

Mr. WILSON. Well, anyone that is willing to look at the facts doesn't
have too much trouble being convinced of that. That has been the
history of our Nation actually. That is what has happened.

I know it is a little difficult in some ways. I have had labor men
tell me that they would agree that the average man in the plant
would like to work more than 40 hours a week, especially when taxes
are so high, and have more. But in many cases they aren't convinced
that they would have more.

You have asked a very good question. They think they would just
have to work longer for the same thing they are getting now. That,
of course, isn't true. The rapid shortening of the workweek, in my
opinion, was one of the reasons why it took us so long to come out of
the depression of the early thirties.

Mr. RICH. Why is it there are so many people in this country that
think they ought to get everything they want from the Federal Gov-
ernment without doing anything to get it?

Mr. WILSON. Considerable potent propaganda from very high
sources was released on the Nation with a new device to do it, which
was radio.

Mr. RICH. How can we stop that propaganda by people in govern-
ment and high places?

Mr. WILSON. I think the truth is powerful and will ultimately pre-
vail. I think we will just have to have patience. As a matter of fact,
I feel quite encouraged.

Mr. RICH. Do you think that will work out in time?
Mr. WILSON. Yes, sir. I often remember a comment General

Marshall made down here during the war in talking to a group of us
who were worried about how we could do a better job in supplying the
Army, the Navy, and the Air Corps with what they wanted and the
troublesome problems and the friction we had to contend with.

He said that some relatively little things were bothering him and
had bothered him until he realized that the right to have those things
exist was what we were fighting for.

So I stick to the fundamental: Let's have the free speech and- dif-
ference of opinion and try to bring the facts out on top of the table,
and then I think the majority of Americans are going to see the thing
right, and we will get through it all right.

I don't know any place in the world where they are doing as well as
we are right here.

Mr. RICH. Then you believe everything is going to work out all right
here, and the Voice of America would be a good thing for the world?
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Mr. WrLSON. That is right. The example of America should be
helpful to the rest of the world. Of course, sometimes I feel like I
am getting old a little fast and maybe it won't quite all come around
fast enough in my time, but still I think it is the right thing.

Mr. RICHi. You believe that the great national debt that we have
hanging over us is something that is a very serious problem and that
the Federal authorities, both in the legislative and executive branch,
should give every attention to try to reduce that as far as possible for
our own safety?

Mr. WILSON. My business is the automobile business, so I am not
really an expert in that matter. However, certainly it is wrong to
increase it. It would be a good thing to gradually reduce it because
we actually made a commitment to the people who bought the bonds
that they had value and that they could be converted into go6ds and
services that people want to live on some time, so some reduction, I
think, would be sound.

I think an effort to reduce the debt too rapidly would be difficult-
troublesome too.

Mr. RicHi. The reason I asked the question was because of the fact
that you have spoken about reducing that 7-percent tax on automobiles,
and I feel that we should tax the people now just as much as we can
consistent with good sound business principles in order to reduce that
debt.

Mr. WILSON. Of course, I go along with Mr. Baruch. It would have
been a very sound thing for the country following the war instead of
immediately trying to force a 40-hour week back on the Nation, to com-
promise and gradually work back from the 48 hours of the war to the
40 hours of immediately prewar, and as long as taxes were high we
would make some effort to reduce the debt-that if we had all worked
a little harder and a little longer, we would have made real progress
in reducing the debt and would have caught up the shortages more
quickly. The real purchasing power of workmen would have been
much greater.

You can increase real purchasing power only through productivity,
and productivity is a question of the tools you work with, the hours
you work, and the application to the job.

Mr. RICH. Haven't you found out in your experience that too long
hours is not good for increased production, that if you work a mod-
erate number of hours, we will say 44 hours, rather than 50 hours,
that you will get more out of the workers in 44 hours in the long run
than you will if he works 50 or 55 hours?

Mr. WILSON. I don't think that is my experience. I have worked
80 hours a week myself when I was a young man in the shop. That
was a little too much, and I broke my insteps down that summer
and had a problem for a couple of years. I was on my feet too much
and working in a transformer test where there was a lot of oil, and
my shoes got so greasy they became like Indian moccasins. That
was a little tough, but there is quite a margin between 40 hours and
what a man can do before it is too much physical effort. You know,
actually this is about the only country in the world where you have
very much of a choice. Most of the people in other countries are
right on the margin between working long hours and getting enough
to eat within the limits of their physical endurance to work. In
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many places it is right there-there is a close balance on whether
they work themselves to death or don't eat. It is marvelous that
we do not have to make that choice in this country.

Mr. RICH. I think that is one of our great liberties that we have.
Mr. WILSON. But our free competitive system is what did that, I

don't think we want to forget that.
Mr. RICH. The privileges and rights that our workers and the em-

ployers have make a great incentive for us to produce.
Mr. WILSON. I tried to say it in a few words by saying in this

country we have stimulated the initiative of the millions and not the
dictatorship of the few, and that is what has made the progress of
our Nation possible; that and our political system.

The CHAIRMAN. Senator Myers, do you have any questions?
Senator MYER~S. Yes, thank you.
Mr. Wilson, I think you have given us a very interesting and il-

luminating and challenging statement. I only wish that we could
have had the benefit of your statement and your testimony months
ago.

In the preliminary report filed with the Congress by this committee,
we see on page 2 that the basic problem which the committee has
to consider is the method of preventing depression so that substan-
tially full employment may be continuously maintained. I take it
from your testimony that we have done rather well, Mr. Wilson,
referring to that objective.

Mr. WILSON. You mean in our country here currently?
Senator MYERS. Yes.
Mr. WILSON. I think that is a fair statement, considering the ter-

rible world war that we were in and the difficulties of getting back
out of it. As I remember World War I, I think I can honestly say
it looks to me like a better job was done this time than was done
that time.

Of course, we should learn by experience. I think it is one of the
characteristics of Americans that they are never quite satisfied with
what is going on, and they have some idea about how to do better. I
think we could have done a better job than we did, but judging by
any precedent of the past, I don't think it is too bad. We are doing
better than other countries, as near as I can tell.

Senator MERS. We have now what you might call full employment
in this country; do we not?

Mr. WILSON. Yes, sir.
Senator MYnRs. And we are enjoying the highest national income

ever enjoyed in peacetime before.
Mr. WILSON. Yes; that is true. Our statisticians and economists

have recently made a study of it, and they reassure me that there are
more Americans who can buy our cars at present prices than could buy
them prewar at the then prices.

Senator MYERs. And so it is the purpose of this committee to assist
in maintaining this high level of employment and maintain this
high level of income.

Mr. WILSON. Yes, sir.
Senator MYERS. There are some inequities, some inequities in our

economic structure, and if they can be corrected, so much the better.
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I notice at the bottom of page 8 of your statement that you say:
why it is so necessary to have a favorable attitude toward business on the

part of Government and why the confidence of the buying public must be main-
tained by having them feel that they are getting value received for the current
dollars they are spending.

Do you, Mr. Wilson, think the public feels they are getting the
value for those dollars they are currently spending.

Mr. WILSON. I don't think they were worrying too much about it
until 2 or 3 months ago when there was a lot of propaganda from down
here that upset their ideas. You have to be careful about that.

Senator MYERS. Do you think the general public in Washington and
Philadelphia and New York are satisfied with the high prices they are
now paying for meat?

Mr. WILSON. Maybe not, but they are eating more meat per capita
in this country than we have ever done in the history of the Nation
and many times what other people have to get along with.

Senator MYERS. Of course we are. I think too that during the war
our people ate better than they ever ate before. But that is not the
question and not the problem before us now. Is it Government propa-
ganda that caused that tremendous increase in the price of meats in
the last few days? There may be valid reasons for the increased prices,
Mr. Wilson, but I only asked that in view of your statement that the
confidence of the buying public must be maintained.

Mr. WLSON. I don't think they are. There is a tendency on the part
of the people and that is one of the reasons why inflation is so bad-
to look on dollars as being stabilized units, and they rather think they
ought to get the same return for a dollar that they have in the past,
so that that tends to make people dissatisfied during inflation.

The CHAIRMAN. Hasn't the price of food itself gone up more than.
others?

Senator MYERs. I think it has. This committee in its report of last
February indicated it was dissatisfied with the current prices because
the committee unanimously joined with the President's recommenda-
tion for reduced prices. I don't believe business can reduce prices
in all cases, but I am sure we are all interested in reducing prices wher-
ever possible.

Mr. WILSON. That is right. I would like to talk about the prices
of food particularly a little more, since we have it on the table.

I think, the problem was pretty poorly handled if you men don't
mind my saying so. I don't know your relative responsibility for it
individually may have been-but when the OPA was allowed to expire
after people had had their food rationed for 4 years, naturally, they
started to buy, and the prices went up somewhat. Hogs and cattle

-went up to some 20 cents a pound where the Government had been
holding them to 15 or 16 cents.

Then, when the position down here was reversed and the control was
put back on, the farmers said to themselves, "Well, that is not a fair
price and I won't send any more hogs and cattle to the market." So
we ran the people out of meat for some weeks. I know about the
only thing you could buy in Birmingham-that is a suburb of Detroit
where I live and where we do our marketing-we went to the meat store
and all they had was pigtails.
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Then, when that obviously wasn't going to work and they had to
kick OPA overboard, the people hadn't had meat to eat for a while
and they rushed into the stores, and the price went up again.

I don't think that was too well handled, if you don't mind my say-
ing so.

Senator MYERS. I might interject there that meat was undoubtedly
withheld from the market, for one of the greatest miracles that ever
occurred was the way the meat poured into the market after the death
of OPA. It was rather difficult to drive your car on the road due to
the fact that there were so many trucks on the road carrying meat.

Mr. WILSON. That is a matter of meeting the law of supply and
demand. Just have a litle patience, and it will work out. You have
one left, rent control.

Senator MYERS. I was going to come to that in a moment. On page
2 of your statement you indicate that throughout the country thou-
sands of automobile dealers are selling cars for less than the public
thinks they are worth and is currently willing to pay for them. I
wonder if you would give us a little more enlightenment in that regard
and a little more evidence and information on that statement.

Mr. WILSON. I don't know whether you have noticed it yourself,
or not, but the papers are full of it, criticizing the industry and the
dealers for the fact that on used-car lots there are what are repre-
sented as brand-new models for sale at premium prices anywhere from
a few hundred to a thousand or $1,500. There are some places in the
country where you can buy a new Cadillac from a dealer, if you are
on the list and he has delivered it to you, and you can take it right
around the block to someone else's used-car lot and get $1,000 more
for it than you paid.

Now, a good many other things have been marked up to what the
public is currently willing to pay. That applies to the price of meat.
That is what the people are currently willing to pay for meat in the
quantities that they like to eat it.

Senator MYERS. That is true.
Mr. WILSON. That is what happened in the housing business, too.

Houses are relatively more expensive than automobiles, considerably.
Senator MYERS. It is my understanding that the automobile indus-

try is only making a normal profit. I am not raising that question.
You folks are just making a normal profit in the industry, but when
you say that people are paying for automobiles less than they think
they are worth, I doubt if that is so. I think it is a question of demand,
and they are paying whatever the sales price may be. They need an
automobile. If a man needs an automobile in his business, he doesn't
consider price. In prewar days, cash customers were welcomed by
automobile dealers but today they almost usher him out because they
prefer customers with trade-ins.

We know that the dealers and distributors are making huge profits
on the used cars, and I am wondering if the industry can do anything
about that or is attempting to do anything about it. I know it is
difficult and I don't know how you could police it, but I think you
should try to drive the prices down somewhat. That is the total
price the dealer is receiving.

Mr. WILSON. Actually we are probably doing the outstanding job
in the Nation of trying to keep the prices down to the public. The
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automobile industry sells automobiles to the dealers, and legally and
technically the dealers have the right to resell them for any price
they want. I am sure, though, that the great majority of automobile
dealers-I really mean the -majority; I don't mean a close two-thirds
vote, I mean about 98 percent-are doing a good job in maintaining
recommended list prices. I don't know anything else, with the possi-
ble exception of farm machinery, where anything like an equivalent
job is being done for the people.

Senator MYERS. Mr. Wilson, is the industry itself endeavoring to
police its distributors and dealers to see to it that they are not de-
manding and receiving excessive prices?

Mr. WILSON. That is right.
Senator MYERS. Is the industry doing that? The steel industry is

following every sale of steel to see that it isn't diverted.
Mr. WILSON. They got into some trouble through directives. They

get directives to ship 500 tons of steel to somebody and then find that
it got into the black market.

Senator MYERS. I think the steel industry is doing a miagnificent job
in the following its steel and I am asking if the automobile industry is
doing the same thing.

Mr. WILSON. We have sent men around to these used-car lots and
got car numbers and followed them back to see where the cars really
came from. Just as I said, it is a normal kind of thing for a man
to be tempted to make an easy profit when he has been sold a $10 bill
for $8, and the cars are so flexible and mobile that he can drive just
around the block and collect a substantial profit. However, we will
come out of it all right if we can have the production. If we can get
a couple of years production this thing will get back where the market
and prices and everything else will stabilize.

Senator MYERS. That is undoubtedly so, but my great worry is that
2-year period. If we get back to production, everything will be splen-
did. It is that 2-year period that worries folks. I am encouraged to
hear you say the industry is actually following the automobiles and

- doing everything possible to prevent black marketing or gray market-
ing in used cars and new cars. That is encouraging to the committee.

In this same report, Mr. Wilson, the committee had this to say:
The short range recommendations of the President calling for congressional

action may be summarized as follows:

They give six short-range recommendations, all of which at the
time we filed our report were being considered by various committees
of the Congress and were highly controversial.

You mention rent control. The first of those short range recom-
mendations of the President to stabilize our economy was rent control.
Do you have any thought at all with regard to that subject?

Mr. WILSON. I don't think that I can say that I have read the pro-
posed legislation carefully, but my understanding of it is that it is a
sort of scheme to work out of the thing.

Senator MYERS. It extends rent-control until February 28. Are you
in accord with that?

Mr. WILSON. Not just specifically that. The other provision that
tenants could make a deal with the landlord to extend the period of
rent over for the rest of the year on a 15-percent markup, I think pro-
vides a reasonable chance to start to work out from under the thing.
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I think that when you suddenly take off any of those controls that have
been on a long time you have a problem. I think it is important that
rent controls be liquidated as soon as you reasonably can.

Senator MYERS. I think everybody is in accord with that; but do you
think we can reasonably liquidate them now?

Mr. WILSON. I think if I had the job to do, I would do something
about like the proposed legislation. I wouldn't just continue the
controls as they were with no relief. I think that is one of the troubles
with the new housing bills.

Senator MYERS. I am coming.to housing, too. Mr. Wilson, under
this bill rent control will go off in the middle of the winter, the first of
March. If there is still a scarcity of housing, would you be in favor of.
extending rent controls beyond that period?

Mr. WILSON. I don't think so.
Senator MYERS. Regardless of the situation?
Mr. WILSON. That is right.
Senator MYERS. So even if next winter we find a serious shortage

in housing, you still believe that controls should go off regardless of
that shortage?

Mr. WILSON. Yes, sir.
Senator MYERS. Do you have any particular reason for making

such a statement?
Mr. WILSON. Well, I don't know what I would do if I were in

England where they had a million homes destroyed, but we were
fortunate in our country, where we didn't have homes destroyed. We
have built quite a few. There is a natural desire on the part of millions
for a better place to live. That is commendable, but any artificial
subsidizing of the problem is going to build up future trouble.

Senator MYERS. This isn't subsidizing. I merely asked, if the
shortage of home's continues, should we continue rent control?

Mr. TWILSoN. It is subsidizing in that you are asking landlords to
subsidize lower rent when the wages and salaries and earnings of
people generally are importantly up, when farmers are getting two
or three times the prices they used to get for wheat and hogs and
cattle. You are picking on a certain segment of the public. I know
landlords are not very popular, but they still oughtn't to be picked on.

You are also creating a problem of having people perhaps currently
living in bigger houses than they ordinarily could afford in a com-
petitive society. There is not much tendency now for anybody to take
in a boarder to help a bit, and I think the sooner you get the artificial
things out of the country the better off we will all be. I know you
have to take each one on its own and study it a while. That is my
philosophy, and I think it is sound Americanism.

Senator MYERS. As far as the first recommendation is concerned,
the extension of rent control, regardless of the circumstances, you
believe that that is another control that should be removed?

Mr. WILSON. The circumstances can't be too much different from
what they are now, and the rent control on or off won't make imme-
diately one more house available.

Senator MYERS. But it will mean a lot of heartbreaks and a lot of
heartaches when many people next winter are put out of their homes.

Mr. WILSON. Why?
Senator MYERS. I think that question answers itself.



26 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

No. 2, Congress should extend the coverage and raise the rate of
the minimum wage. Do you think we should raise the minimum
wage above 40 cents?

Mr. WILSON. Well, I suppose that it would be consistent to raise
the minimum wage, granted that minimum-wage legislation was sound
at any time, to raise it in somewhat the same proportion that other
wages have been raised.

Senator MYERS. I asked that, Mr. Wilson, because there is legisla-
tion before the Congress which is sponsored by representatives of both
parties, to increase the minimum wage from 40 to 65 cents. Some
say it should be stepped up year by year above that. However, on
the fundamental principle that the minimum wage of 40 cents is too
low-

Mr. WILSON. It is not a problem in the automobile industry.
Senator MYERS. And it is no.problem in much of the industrial

northeast. I think most wage earners are getting a wage in excess
of 40 cents an hour, but I just wanted your thought on that. When
you mentioned housing, Mr. Wilson, in this report of the committee
commenting on the short-range recommendations of the President,
there was set forth that Congress should enact a long-range compre-
hensive housing program. I wondered if you have any comments on
that.

Mr. WILSON. I think they ought to get out of that business and let
the individual citizens handle it.

Senator MYERS. Do you think we should get out of FHA and
FDIC? FHA, particularly, has much to do with housing.

Mr. WILSON. You threw. too many letters of the alphabet at me.
Senator MYERS. You know what FHA is. That is the Federal

Housing Authority. I wonder if you think that should be eliminated.
Mr. WIiSON. I can tell you about a little experience of General

Motors in Flint after World War I. Exactly the same thing existed
after World War I as exists now, with an inflation of wages and an
effort to catch up on the demand, while the war was very much shorter
and inflation relatively was worse. We had a big demand in Flint for
houses, and General Motors started to build houses to sell to the
employees-some 8,000 of them.

A number of years later I had the job of trying to liquidate the
thing and wind it up, so I looked up the history. The history was
that in 13 years we had lost $13,000,000 and collected some ill will
from our employees. I think the Government, if they mess around
with the housing business, is going to get the same result out of it.

Better let the people work out how they themselves are going to
get better houses, if that is what they want to spend their money for.
If you subsidize the business you will ultimately wind up by having
it cost a great deal of money that somebody else will have to pay, and
you are going to get ill will out of the owners because landlords are
not popular. I don't like to see our Government in the landlord
business directly or indirectly.

Senator MYERS. With the sixth recommendation I am sure you are
in accord and you believe the Congress did a fine job on the sixth
recommendation, which is that the Congress should deal with the
whole field of labor relations in which sound collective bargaining is
essential.
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The CHAIRMAN. That is the President's recommendation.
Senator MYERS. Yes; but I am sure Mr. Wilson is in accord with

that recommendation, although not with the President's specific views.
Mr. WILSON. Yes, sir; I was down here a year and a half ago at a

labor-management conference in an effort to do everything I could to
help establish a sound philosophy and detail and procedure that would
make collective bargaining work. I did niy best at it, but I had a strike
pulled on me in Detroit while I was down here trying to do it, so I had
to go back home. The effort, of course, was blown right out of the
water. I hope the same thing isn't going to happen here shortly.

Senator MYERS. Mr. Wilson, I was deeply interested in your refer-
ence to one of the causes of high prices; namely, the financing of the
war. I understood you to say we should have paid for the war as we
went along.

Mr. WILSON. I said if it had been politically expedient to do so we
could have paid for the war as we went along because we produced
currently the things needed by the war and we lived on what was left
over afterward. So just looking at the thing as a physical production
of goods and services and consumption, it could have been done. I
don't know whether the war could have been sold to the American
people if it had been handled in that way at the beginning of it.

Senator MYERS. What do you mean When you say, "whether the
war could have been sold to the American people"?

Mr. WILSON. For instance, the way it would have had to be done
was to tell the workmen in the plants that instead of working 40 .hours
they will have to work 48 hours for the same amount of money. I
don't know whether they would have done it or not.

Senator MYERS. Since we didn't pay for the war as we went along
and we have this huge debt, do you have any comment as to the Presi-
dent's fifth recommendation, whether the tax burden should be re-
duced at this time, or do you believe we should first start a reduction
in the national debt?

Mr. WILSON. Frankly, I am about like the average taxpayer. I have
the feeling that until we reduce the taxes the Government bureaus and
the Government are not going to overhaul their budgets and reduce
expenditures until they are forced to do so by not having so much easy
money raised from the taxpayers.

If I thought that importantly the tax money was going to be used
for debt reduction, I would take it a little better than I currently do.
I think that is the way most of the citizens feel about it.

Senator MYERS. Let me put it this way: I think the Congress this
year is reducing the expenditures of the Government. Certainly
they are scrutinizing every item and reducing the appropriations
for every department under the budget estimate. Do you think that
the amount saved between the amount recommended by the President
and the amount actually appropriated-do you think that should
be used to. reduce the Government debt or reduce taxes?

Mr. WILSON. I think the decision has been made.
Senator MYERS. Of course, it has been made. I am wondering

what you think of these recommendations.
Mr. WILSON. I am not an old man, but I remember when the Fed-

eral budget first reached a billion dollars, and $37,500,000,000 sounds
like too much to me.
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Mr. RICH. The right thing to do is cut down Government expenses
before we cut down a lot of other things.

Senator MYERS. I understood you to say, too, Mr. Wilson, that
the productivity of labor since 1939, I think, in your plant, is within
a few percent of the productivity of 1939.

Mr. WILSON. That is right.
Senator MYERS. And, of course, I am in wholehearted and full

accord with your statement that productivity is going to lead us out
of our difficulty, if it is a difficulty, and insure high national income
and full employment.

Do you think that is an encouraging sign, Mr. Wilson? I under-
stand that productivity has been increasing the last 6 months; that
it reached a low ebb last year.

Mr. WILSON. It is very encouraging now.
Senator MYERS. You are hopeful that that productivity will not

only continue at that rate, but will increase beyond that rate?
Mr. WILSON. We think most of the workmen in our General Motors

plants are pretty fine Americans. A few of them have the wrong
idea-the idea of how little work they can do and get by.

The CHAIRMAN. That is not unique with workmen in General
Motors plants.

Mr. WILSON. No; it is a very old scheme.
Senator MYERS. But, at least, you believe that at the present time

productivity is increasing, and this is a very healthy sign.
MF. WILSON. Yes.
Senator MYERS. You mentioned that your hourly wage rate had.

increased to 80 percent since 1939, as an approximate figure.
. Mr. WILSON. I have here the average in the United States of all

manufacturing hourly rates. Our wages are currently about on that
same pattern.

Senator MYERS. About 80 percent?
Mr. WILSON. Slightly less than that, I think, because our rates were

already high; and when you talk about percentages, for a number of
years now the increases have been put at so many cents an hour for
everybody. So the percentage increase in high-paid industries is less
than it is in low-paid industries.

Senator MYERS. I am concerned not only with the hourly wage rates,
but also the take-home pay. You mentioned earlier that when you
cut back from 48 to 40 hours, the take-home pay was reduced
considerably.

I wonder if you have any figures between the actual take-home pay
of 1946 or 1947 and 1939?

Mr. WIsoN. I would guess that that is at the level of 80 percent.
The take-home pay is all right on that basis. As a matter of fact, as
some of you know, and as Senator Taft pointed out here a while ago,
we reached an agreement with the unions in our plant in April to settle
our wages for a year and all the economic issues for an .increase of
approximately 15 cents an hour.

Perhaps I was a little surprised that we did it so quickly and so
easily-that is, coming to an agreement. Actually, it seemed to me the
fair thing to do because food prices had gone up so much. My analysis
of the figures was that if we insisted that our workmen should work
at the rates that were then in effect, let us say, last March and early
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April, considering the present prices of food, it meant that we would
be asking them to take a lower standard of living than they had had
for a number of years. I didn't see any reason why they should.

So while ordinarily the economy of the whole country gains more
by a reduction in prices than it does by raising the specific wages of the
relatively few people, in this particular case I thought our workmen
should have the wage increase rather than the customer have the price
reduction.

The CHAIRMAIAN. I might say according to the figures furnished the
committee the average gross weekly earnings have increased 100 per-
cent-that is, take-home pay-since August 1, 1939.

Senator MYERs. That is what I was interested in-hourly wage
rates-and I wondered if the increase in hourly wage rates compared
favorably with take-home pay.

Mr. WILSON. I think our people are getting along fairly well, every-
thing considered, and I think the only thing they fear is-

Senator MYERS. Strikes that will close up plants? I think our peo-
ple fear unemployment, Mr. Wilson. I am in accord with that. If we
can maintain the same high rate of total income and maintain the same
high level of employment, we will enjoy a period of prosperity for
some years to come. I hope so. I congratulate you again because I
think you have been very helpful.

MV. WILSON. Thank you.
The CHATRMAN. Do you have anything, Senator Watkins?
Senator WATKINS. No; I have nothing
Senator O'MAHONE2Y. I am sorry I wasn't here for your entire pres-

entation. Mr. Wilson.
Mr. WILSON. I quoted one of your statements.
Senator O'MAFoNEY. I am pleased that you were able to do so.
Mr. WILSON. It amply says what I wanted to say.
Senator O'MAHONEY. The question before the committee is the rela-

tionship of price to production. Have you discussed that?
M1. WILSON. Well, we have in various ways. If you would like to

ask me any questions about it, I will try to answer them.
Senator O'MAHONEY. I remember a conversation we had a few days

ago when you spoke about the easy market for new General Motors
cars.

Mr. WILSON. That is right.
Senator O'MAH-ONEY. Since the General Motors Corp. recognizes

the fact that cars can be sold for much more than the list price, that
means that the motor industry as a whole has a definite policy of hold-
ing automobile prices down; does it not?

Mr. WILSON. That is right. We are doing the best we can. We
have in the industry what we call recommended delivery prices that
we ask our dealers to adhere to. Actually, they are free businessmen.
We sell them the cars, and they pay for them, and they have the right
to resell those cars as they see fit. But they are actually following our
advice, I am sure, very importantly. With the possible exception of
farm equipment, a better job is being done by the automobile industry
than by any other group in trying to keep the prices down.

Senator O'MAHoNEY. That is the point I want to emphasize. You
have told us that the automobile industry is not charging all the traffic
will bear. You could get much higher prices.
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Mr. WILSON. That is right.
Senator O'MAHONEY. Is there any reason why other industries

couldn't follow the same policy that you do of keeping prices down,
and if that policy were followed by the producers of raw materials
and of manufactured goods, would that not tend to halt any threat of
an inflationary spiral?

You have just told us that the motor industry is doing a better job
of holding down prices than any other industry. Let's accept that as
a fact. In view of the experience of the automobile industry, why
can't other industries imitate the automobile industry and hold prices
down?

Mr. WILSON. I myself am not sufficiently familiar with the facts
in some other industries to say to what degree they are or. are not
charging any excess profits. I don't know their whole histories of the
past and the changing conditions.

I know that most farmers feel that there was a period of years before
the war where they didn't get fair prices for their products and they
couldn't afford to repaint their houses and barns and get the better
equipment they needed to do a better job on their faims, and I think
they feel-they are entitled to some extra profit now to make up for the
past.

Senator O'MAHoNEY. Let's talk about the industries which furnish
the raw materials for use in the manufacture of the various General
Motors products. How are those prices?

Mr. WILSON. I don't feel that the manufacturing industries are do-
ing a bad job. I think, generally speaking, the bigger profits currently
*are being made in the merchandising and retailing and distribution
end of the business. That is partly because the demand for goods is
so great that the ordinary., selling expenses are reduced; customers
come in and buy easily, and the volume is high, and where they had
no reconversion problems and no difficulties of importance, they are
doing quite well.

Senator O'MAHONEY. Then does that mean that you believe that the
retail industry is charging too great a mark-up?

Mr. WILSON. I think as the supply and demand comes into balance
on the various kinds of things, they will get back to the normal pre-
war profit ratios on the average; that is, about enough to maintain
the system. That is why I don't like the compilation of figures in total
because to do a fair job of interpreting such figures you have to look
at each figure.

Senator O'MAIIONEY. When the Newburyport plan was started and
the retail merchants in that particular community sought to mark
prices down, the story was that the effort failed because the merchants
were unable to replenish their shelves with new stocks from the manu-
facturers at lower prices.

Mr'. WILSON. That is right, and the producers of goods basically are
having a fairly tough time to maintain those prices and not increase
them. They couldn't reduce many prices.

Senator O'MAIIONEY. My point is that if General Motors can keep
the price of its product below what the market will bear, does General
Motors in turn receive a satisfactory price from the producers of the
raw materials it uses to make the automobiles and the other products?
You have to buy glass, you have to buy leather, you have to buy woolen'
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fabrics, you have to buy aluminum and sheet steel, and I don't know
how many other products which must be purchased by every automo-
bile manufacturer to make his product.

Now, if you can-hold prices down can you reasonably assume that
you are getting your raw materials at a price which enables you to
keep down your prices without incurring a loss?

Mr. WILSON. Well, I think that whole question is what happens to
our material prices and costs. We are making a great effort to in-
crease productivity; better tools and methods and organization of the
business to overcome the other elements of increased cost and how
successful we will be in it we can hardly tell. We haven't had a suffi-
cient period of time to be real sure that we are going to make the grade
on it, but we will try.

The CHAIRMAN. In the case of food you have a free market. In a
commodity like wheat it is in no way analogous to a manufacturing
price as far as holding down the prices. Can anybody hold down
the price of wheat?

Mr. WmsoN. The Canadians do it.
The CHAIRDMAN. You can fix prices, but assuming a free economy,

how do you keep a free market from going up or down?
Mr. 'WILSON. I am not too much worried by the free market. I

think it has within it the power to correct its difficulties and mistakes
and if we have a little patience, it will come oftt all right.

The CHAIRMAN. The problem of high prices, as far as I can see,
seems to be centered in the price of food, as far as the consumer is
concerned;

Mr. WILSON. Yes; that is the thing they are most conscious of.
The CnA1UrNAN. It is what we can do about it; that is the problem.
Mr. WILSON. Well, if you could have had a little better weather

this spring, it would have been a good thing.
The CHAIRMAN. I think we have the largest wheat crop the coun-

try has ever seen.
Mr. WILSON. The wheat is all right, but oats and corn are not

so hot.
The CHAIRMAN. Mr. Huber, do you-have any questions?
Mr. HUBER. Yes; thank you.
Do you feel relations between management and labor will improve

in the future?
Mr. WILSON. Well, I think there is a temporary flurry here to

get through. I think fundamentally they are improving, as the prob-
lems are better understood and perhaps some more responsibility de-
velops in the leadership of the various unions.

MIr. HUBER. You mentioned the party-line followers. Do you have
many union representatives that negotiate with -your several fac-
tories that follow the so-called party line?

Air. WILSON Not as many as we did. After the sit-down strikes,
of the four union members who negotiated with us for the contract,
two were acknowledged Communists. One of them had run for mayor
of Cleveland on the Communist ticket. Those two men advocated
the same pay for everybody, independent of what they did.

Of the other two members of the committee one had been a welder
and the other one a Baptist minister, arid they weren't so sure that
was the right thing to do, and we knew it wasn't; so after a good
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many days of discussion of the matter, we worked out what I think
is -a pretty sound labor agreement.

Mr. HUBER. YOU stated generally, Mr. Wilson, that you were in
favor of removal of all controls. Do you not feel that retention of
price controls on automobiles might have eliminated these inflationary
prices with which we are confronted today?

Mr. WILSON. There is no way that I know of to, regulate prices in
a period of shortage and high demand without rationing. I don't
know of any way to do it. If you say that dollars aren't reasonably
going to determine who gets the product, I don't know how to do it.
I think if we had continued price control on automobiles, we would
have had a real black market in cars instead of perhaps what some
people might call a gray market where individuals resell their cars.
We would have had some real trouble in rationing automobiles to
consumers.

Mr. HUBER. If thousands of dealers wired and said the elimination
of price controls would reduce prices, they were all wriong?

Mr. WILSON. Well, maybe they didn't set the time it would take.
We have to have some patience on this. It was a terrible war, and
we can't immediately after such a catastrophe reestablish everything
in the normal position.

Senator O'MAHoNEY. Did you discuss the factors holding up the
production schedules of General Motors?

Mr. WILSON. I mentioned the fact that the biggest shortage is in
cold-rolled steel. Of course, the industry lost a good bit of production
last year through the coal strikes and the strike in steel. In addition,
the continuous mills had proven to be the best way to make good cold-
rolled sheets, as compared to the old hand mills. It saved a lot of
really tough labor in the steel mills and did- an equally good or better
job for less money. It substituted iron and steel for the backs of the
workmen that used to have to lift the steel from roll to roll.

What happened was that when the war came on, there were some
hand mills still in production. The steel people mostly converted them
into something else, dismantled them and converted them into some-
thing else. The big steel companies practically all had plans to build
additional continuous mills when the war was over.

The strikes, particularly in the electrical industry, held up those
mills. Three companies make that equipment: Allis Chalmers, Gen-
eral Electric, and Westinghouse. Allis Chalmers strike lasted for
more than a year, and the others were pretty long. Thiese strikes put
these 'new mills back until they aren't in production yet. No new
mills built since the war are in production. The first of them, I
understand, are going to come into production late this fall, and the
other companies, one after the other as they get equipment, will com-
plete their mills in the first and second quarters of next year.

Copper for a while was very short, but it seems to be a little better
now. We have to import some copper into this country currently to
take care of our requirements.

Lead also is a tough item.
Senator O'MAIoNEY. Let's consider the price of steel. Is the fact

that those rolled plates are in short supply reflected in the price?
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Mr. WILSON. Well, after the adjustment of price a year ago last
February, I guess it was, the basic prices of steel haven't been changed
very much. All the extras, the little kinds of things, maybe they used
to just throw in, they have a tendency to charge for now. Extra wide
sheet or something like that. I don't blame them for it because they
are running at a very high level of capacity, and if they can't make
some money now, I don't know when they can make any.

Senator O'MARONEr. Do I understand you to say that the steel in-
dustry has advanced prices?

Mr. WILSON. They made a substantial advance in prices when the
wage pattern of a year and a half ago went into effect.

The CHAIRTIAN. We were told last night by Mr. Hook, president
of the American Rolling Mills Co., that sheet had gone up 25 percent
since before the war as compared with 80 percent for automobiles.

Mr. WILSON. The reason is these continuous mills. They found out
how to make a great big step technologically at one time. That is
why the sheet prices are relatively favorable. I think if you look
over their price structure, you will find on some of the other items
where they didn't have this opportunity to increase production with
the same effort, that they had to adjust their prices more.

Senator O'MAHONEY. You tell us that the motor industry is not
charging what the traffic will bear. Is the steel industry doing the
same ?

Mr. WILSON. I don't think they are either generally. There are a
few places where they more or less, perhaps, have done it.

Senator O'MAI-IoNEY. Does that mean in these two industries we
have administered prices and not the price set by the free market ?

Mr. WILSON. No; I don't think quite. I think the men who run
the big steel companies feel just like the automobile people do, that
they oughtn't to raise their prices beyond what their past procedures
have shown them to be a reasonable pricing policy, and they are going
to try to stick to that if they can.

The CHAIRMUAN. Doesn't the thing come down to this: That where
you have got a dozen men who do all the production, an economic
appeal to them has some effect; but where you have an industry divided
into several thousand units, there is practically no way for them. even
if a few restrain themselves, they are soon carried along with the
general tide of the action of the tremendous crowd. Isn t that the
real difference in this present trend of prices ?

Mr. WILSON. Yes.
Senator O'MAHONEY. How about copper?
Mr. WILSON. Copper?
Senator O'MAHONEY. Yes, do you consider the price of copper high

in relation to your needs and the general shortage of that material?
Mr. WILSON. Well, I haven't any great criticism of the copper peo-

ple. I think they have a tough time in South America, and they don't
have very stable governments in some of the countries where they are
trying to operate.

Senator O'MAHONEY. My question was not directed to elicit criti-
cism, but rather to get at the facts.

Mr. WILSON. I think we have to pay appreciably the world price
for copper as long as we have to import a big amount of it. I suppose
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it is not out of line with other things right now. I hope they can
bring it down some day.

Senator O'MAHONEY. Are any of the prices af raw materials used
in manufacturing the products which General Motors puts on the
market too high in your opinion?

Mr. WILSON. I can't think of any important one now where I think
it is enough out of line that I am critical about it. I think, generally
speaking, that American businessmen are doing a pretty fair job try-
ing to work out of this trying situation.

Senator O'MAHONEY. If a great manufacturing enterprise like Gen-
eral Motors can get its raw materials at prices which enable the com-
pany to sell its product at much less than the traffic will bear, what is
the reason that people in commuinities all over the United States find
it impossible to obtain the raw materials which are necessary to enable
them to build houses at a price which they can afford?

Mr. WILSON. Well, I think the difficulty there is that the housing
business hasn't been organized on any mass-production basis, and
some of these technological improvements, like, for instance, these
continuous mills in the steel industry, haven't functioned in the hous-
ing industry to keep the prices down and still pay very high wages.

Also, the building trades, perhaps, with a long history going back
to the guilds in Europe years ago have had somewhat the theory of
restriction of production and efor't, the number of apprentices they
take in and educate in the trade, and so forth; so that I think most
people think they are taking a pretty high toll as against'other work-
men. Also the very nature of the work, of the business, means that
it never has been-I won't say it can't be-organized quite as well to
deliver the result to the people.

The CHAIRMAN. Materials have gone up very greatly.
Mr. WILSON. I think that, perhaps, is going to correct itself, because

when people aren't willing to pay the prices for the houses, then prices
will come down. Lots of construction has been done on a cost-plus
basis, so that it all goes the wrong way.

One of the men told me the other day that lumber had come down
about 5 percent. That is a big-item.

Senator O'MAIroNEY. However, if the raw materials necessary to the
motor industry are obtainable at a satisfactory price, why are they
not available to the building industry at a price level which will permit
the construction of badly needed housing?

Now, that question is not to be illuminated by any comment upon
the difficulties of construction, building codes, and the like. These
things are bound up with the problem of wages and the apprentice
system, and all the rest. My question is concerned solely with the
cost of raw materials.

Mr. WILsON. As I said a while ago, I have paid more attention to
copper and steel than I have to any others. I know that lumber for
boxes has become quite an item, particularly with our export business.
Shipping seems to be demoralized every 3 months some way or another;
so that we are having plenty of trouble maintaining a flow of parts
to our assembly plants abroad. While it isn't a very big percentage
of the current production here, it is a problem because of those items.
That is, the boxing and preparation for shipment is highly expensive
and the cost of shipping and transportation is both irregular and
expensive.
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Senator O'MAHONEY. Do you agree that if we had a more satisfac-
tory level of prices for building materials the production of houses
would as a result increase and would help to bring about the condition
which you and I agree upon as desirable, namely, increased production
all the way down the line?

Mr. WILSON. In regard to thelumber business, you know during the
war we finally said we had to conserve our steel so much for military
weapons that we even built plants and put lumber in beams and con-
struction. That was a practice of 50 years ago and not the way we
have been doing more recently. We pretty well used up all the avail-
able lumber in the country that was at all seasoned and in shape to
use; so that with the added demand for it after the war, we put an
awful pressure on the lumber industry.

We did stimulate the production of lumber, I am sure, by the prices.
People were willing to sell their trees on the stump and thought, "Well,
here is a good price and I will get them cut."

I think that one is gradually coming into balance with supply and
demand, and perhaps we can hope for the price to drop some.

Senator O'MAHONEY. What advantage does a big outfit like General
Motors havie with respect to prices over an individual purchaser or
small buyer?

Mr. WILSON. I am not conscious that we have any advantage at all.
As a matter of fact, perhaps it is just the other way. For example,
when the automobile business was curtailed in the summer of 1941 in
the interest of the defense program, the large producers were given
an allotment of 50 percent of their previous production, and the
smaller companies were allowed to continue to produce at 85 percent
of their 1940 rates. As a result, the steel we used in General Motors,
let us say, for the first 6 mionths of 1941, was at the rate of 100 percent
of our requirements, and the last half was on a 50 percent rate. That
would give us an average of 75 percent for the year.

The steel companies have a tendency to look at past records and
customers' consumption and allot steel somewhat on the history of the
past, so that in General Motors we haven't been able to get enough
steel to reestablish our average prewar percentage of the business.

So that instead of having any favorable position, I think it is per-
haps just the opposite.

There is also another thing which happens. With the demand for
the material from hundreds of places, it is easier to take a thousand
tons of steel that might be on order by Chevrolet and get 100 customers
off your neck and off the telephone and only have one that still squawks.
We don't think we are getting along too well.

Senator O'MAHONEY. It is getting a little late, Mr. Wilson, and I
will abandon these questions. They are very interesting and I am
very much obliged to you for your answers.

The CHAIRMAN. We thank you very much, Mr. Wilson.
Mr. Colt, can you come back at 2 o'clock?
Mr. COLT. Yes, sir.
The CHAIRMAN. Very well. We will recess at this time until 2

o'clock.
(Whereupon the hearing was recessed at 12: 30 p. in., to reconvene

at 2 p. in.)
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AFrTERNOON SESSION

The committee reassembled at 2 p. in., pursuant to call, Senator
Robert A. Taft (chairman) presiding.

The CHAIRMAN. The committee will come to order. Mr. Colt is
here. Mr. Colt, do you wish to read your statement, and do you wish
to be interrupted after each heading, perhaps?

STATEMENT OF S. SLOAN COLT, PRESIDENT, BANKERS TRUST CO.,
NEW YORK, N. Y.

Mr. COLT. Well, Mr. Chairman, if it is agreeable to you, I would
like to summarize the statement which I have given to the committee.
I think it would save a little of your time.

The CHAIRMAN. Very well, you may proceed.
Mr. COLT. Mir. Chairman and members of the committee, first let

me say that I welcome the opportunity to appear before your com-
mittee and discuss a question that is very much on the minds of all
thinking Americans; how can we best maintain the high level of
employment, production, and purchasing power over a period of
years?

One of the problems confronting American businessmen is: "When
can we make a smooth transition from our present high volume of
soft goods sales into a period of sustained prosperity?" For several
months we have been experiencing successive readjustments in various
lines of business, and I expect these to continue. While I cannot
forecast in detail what the exact effects of these readjustments may
be, I am reasonably optimistic about the general business outlook for
the next several months. I doubt that we shall experience the decline
of business activity comparable to that of 1920-21, or even as bad as
that of 1937-38. My relatively optimistic views are based upon con-
sideration of five factors:

First, for almost a year businessmen have been preparing for the
widely heralded recession. They have made great efforts to get in-
ventories in balance and to reduce outstanding orders. Our customers
tell me that they have made good progress along these lines. Fur-
thermore, inventory speculation is by no means as common today as
after World War I.

Second, business has already made substantial readjustments, on
a piecemeal basis, during the past 6 to 9 months of transition, to a
buyefs' market. In many commodities significant price adjustments
have already taken place.

Third, the banking system today is in a much more liquid position
than it was after World War I. My experience is that very little
bank credit is being used for speculation, either in securities or com-
modities. Some months ago we started to survey the loans in our
bank, in order to determine what our policy should be in case some
of our customers were to find themselves in need of additional credit.
I feel confident that we are in position to give our borrowing cus-
tomers the support they need, and I believe this is true of other banks
in the country. Also, I doubt that we shall see a repetition of the
highly restrictive Federal Reserve credit policies which contributed
to the price collapse in 1920.
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Fourth, while prices are high and the price structure is unbalanced,
the prices of many important manufactured products have risen less
than the average. In addition, some of the prices that have risen the
most could decline from their peaks without causing widespread
unemployment. For example, prices of agricultural commodities
have gone up 180 percent over 1939, and, in many cases, are substan-
tially higher than required to bring forth a large volume of produc-
tion. By contrast, the price index of commodities other than farm
and food-products has risen only about-62 percent over 1939, in spite
of very substantial increases in wage rates.

Fifth, conditions in the heavy industries are reassuring. Our cus-
tomners tell us they are operating at capacity, most of them with large
accumulated backlogs of orders. The demands for refrigerators,
automobiles, electrical and telephone equipment, railroad equipment,
and industrial machinery, for example, appear sufficient to assure a
high rate of output for a long time to come.

However, the business outlook is not entirely unclouded. We see a
world in which very little real progress toward rebuilding has been
made. The responsibilities of this country in world reconstruction
are great, but there is an obscurity as to how far our efforts abroad
are to go, how effective the program is going to be, and what it is
going to cost.

The committees which have just been appointed by President Tru-
man have a great opportunity to perform a constructive service on a
very important problem.

We face the problem of providing, whether by means of credits or
purchases from abroad, the dollars required by the rest of the world.
In no event can we provide dollars in the long run unless we are

.willing to let more of the products of the rest of the world come into
our market.

On the domestic scene perhaps the most unfavorable factor is the
exorbitant level of construction costs. In recent months many of our
customers have canceled arrangements for financing additions to
plant. They voice one universal complaint-cons.truction costs are
too high. Many of them are going ahead with the purchase of equip-
ment where they can see some direct saving. However, most of them
are canceling or postponing all but the most essential construction.
They recognize that higher prices for materials, higher wage rates,
and delays have added to construction costs, but almost unanimously
they place the greatest stress on the reduced output of labor in the
building trades.

I am especially concerned about construction because, in my view,
what happens to construction will havb a great deal to do with whether
we can continue to have good business. Generally speaking, activity
in the heavy industries means the difference between prosperity and
depression. So far as I know, we have never had a serious or sus-
tained depression so long as the capital goods industries were active.
Conversely, we have never enjoyed real prosperity unless these indus-
tries were busy.

In the outlook for these industries, business spending for plant and
equipment plays an all-important role.. It is by means of new plant
and equipment, and by this means only, that we achieve greater
efficiency, larger production, more employment, more purchasing



38 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

power, and higher standards of living for more people. The high
level of all business spending for plant and equipment, in turn, has
two fundamental prerequisites: (1) That business have an incentive
to assume the risks involved in making the investment; and (2) that
the funds be available, either out of profits or from the security
markets, to finance new plant and equipment. Both of these condi-
tions depend basically upon the ability of business to earn adequate
profits. Consequently I think it is high time that we recognize the
need for satisfactory profits.

Most businessmen of necessity think in direct terms. They see that
good profits, high employment, and high pay rolls go together. Profits
are good when plants are busy and jobs plentiful; low profits generally
mean idle plants and idle men. However, some theorists do not take
such a realistic view of business profits. Tihey say the present level
of profits is too high and that, consequently, the purchasing power of
the mass of consumers is being reduced. Neither contention is valid,
in may opinion.

Corporate profits are not excessive. While it is true that profits
recently have been at record levels, the same is true of national income.
Apparently corporate profits are now about 8 to 10 percent of national
income. This is in line with what we have experienced in other years
of prosperity.

Furthermore, it appears that corporate profits reached their peak
around the turn of the year. I doubt that profits this year will
be as high as is indicated by the rate during the last part of 1946 or
early this year.

Nor have corporate profits reduced demand purchasing power.
Business has not hoarded its profits. Almost half, the corporate
profits were distributed in dividends last year, and thus went to con-
sumers directly or indirectly. The balance, retained by business, was
insufficient to finance large requirements for plant equipment and
inventory. As a result, we experienced a rapid expansion of bank
loans and a large volume of security issues for new capital.

Business cannot maintain a high rate of spending for plant and
equipment unless profits are good. Responsible management does
not make new plant investments unless they can show some profit. Nor
are corporations able to accumulate funds or to raise them in the
financial markets without a good profit record or attractive prospects.

In short, if we are to have an expanding economy, I believe the all-
important role of business profits must be more generally understood.
Business must be permitted to earn adequate profits in good years
to provide against the lean years. Business profits provide the in-
centive and the means for making the investments in new plant and
equipment which we must have if we are to make economic progress.
There are some people who do not adopt this businessman's approach.
They would attempt "to maintain mass purchasing power," to use
their phrase, by: (1) increasing the level of Government spending;
(2) raising wages and reducing prices at the same time; and (3)
maintaining a tax system that is very burdensome for business and for
risk capital. It is worth noting that the advocates of these policies
are generally of the same group that in 1945 predicted unemployment
of 8 million during the reconversion period.

The case for these proposals is generally based on the fact that,
since early 1945 or mid-1946, the cost-of-living index has increased
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more than have wages and salaries. These comparisons are not very

convincing to me, because the conclusions are biased by the particular

date selected for the comparison. They would mean more if made

between periods in which commodities were available in the market

under comparable conditions. For example, compared with prewar

years, the average earnings of workers have increased substantially
more than the cost of living.

I know of no evidence that wage earners, as a group, have lost

ground in recent years. Wages and salaries are about the same

proportion of national income as they were in the last half of the

1930's or in the 1920's.
Some of the greatest price increases have occurred in commodi-

ties for which the consumer sets the price. On the other hand
many manufacturers have set prices well below what the traffic wili

bear. I need only cite the case of automobiles where high consumer

demand has forced prices of new-used cars to substantial premiums

over the manufacturers' prices. Thus, in many cases, high prices

are a direct reflection of the high level of buying power. It does

not appear plausible to me that we can have heavy consumer buy-

ing, high prices, and a general shortage of purchasing power, all at

the same time.
The proposals to increase mass purchasing power by larger Govern-

ment spending, higher wages not matched by higher output, and a

more steeply graduated tax structure, embrace a basic fallacy, namely,

the notion that we can build real prosperity by subsidizing consumer
buying power. We tried these proposals in the 1930's. Government
spending was increased, first under the "pump priming" theory.

When this failed, the concept of "economic maturity" was devised
to justify further spending. Both corporate and individual tax

rates were increased substantially.
The results of these policies are well known to all of us. Only

for a brief period in 1937 did the volume of physical production

rise to a level above that reached in 1929. Unemployment averaged
more than 8,000,000 from 1935 through 1939, and even during the

best year averaged 6.4 million:. This record of failure is conclu-

sive. It convinces me that it would be futile to try another dose

of the same medicine. I think we should discard these policies in

coping with the problems of the 1940's and 1950's.
My experience in business convinces me that there is a tremendous

latent need for business capital. I am astounded by the number

and variety of the new products and processes developed in recent

years. I know that American business needs and wants new plants

and new machinery to translate this technical progress into higher

standards of living.
We have a great opportunity. But if these strongly -favorable

factors are to be fully effective, we need to stimulate the incentives
and maintain the ability of business, large and small, to make pro-

ductive investments. And we need to be sure that the accumulation
of risk capital, on which technical progress depends, is permitted,
and its investment in business enterprise is encouraged.

Some governmental regulation of commerce and industry is nec-

essary. But high employment, sustained production, high wages,
and lower prices can be achieved only if the investor and the business-
man, both large and small, are given the proper incentive. We must
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depend in the future, as in the past, on the initiative and resource-
fulness of the millions of individual workers, businessmen, scientists,
and professional men and women.

Mr. Chairman, I think that is the general summary of the paper
which I have presented.

The CHAIRMAN. Mr. Colt, on the question of investment, where
would most of the investment money come from-from the reserves
of the corporations themselves-or to whom should we look for new
investment money?

Mr. COLT. I believe there are two factors involved in that. Insofar
as the corporations are concerned, there is a very substantial factor.
The encouragement to the corporations to expand provides a large
portion of the investment. -On the other hand; in the case of new and
smaller enterprises, I have come across many instances in the last 2
years, and I have found that the investment by individuals has been
so discouraged by the general tax situation that, generally speaking,
the risk involved is not worth putting up the money for. In other
words, there is so much to lose in the risk and very little to gain after
the tax.

The CHAIRMAN. Simply because the tax rates are so high.
Mr. CoIrT. Yes, sir.
The CHAIRMAN. What about the capital gains tax, as protection

against the 25 percent tax?
Mr. COLT. I don't think the 25 percent tax has been a great discour-

agement. I think it has been the individual income tax that has been
discouraging.

The CHAIRMAN. Rather than the 25 percent balancing the other?
Of course, they would have to sell out then, I suppose?

Mr. COLT. You can't stay in business if you are going -to do that.
You have got to give the business to somebody else. .

The CHAIRMAN. You spoke at one time, or suggested in your state-
ment, that we had a transition to make to a more normal condition
than we have today, and that is what has struck me. With exports at
the rate of 17 billion we are in a condition completely abnormal so far
as volume is concerned. Probably we are still catching up on various
kinds of things which may not be normal either. Do you feel that we
are going to- be able to maintain the present rate of production and
employment, or that there is something artificial about it that has to
be corrected, and present a problem in correction?
* Mr. COLT. To answer that question, I think we must first know what
our national policy is to be with respect to Government purchases for
export. * That is why I referred to that in my paper. - I believe it
would be a very constructive move if we were to look ahead and figure
what we could spend respectively from all angles-businesswise and
political, if you please-and know what that amount is, and then de-
termine whether our economy can stand that amount or what effect
on our economy that amount might have.

As to the domestic side of the picture, in my opinion the large pro-
duction is just coming in, and the soft goods will not have as great a
proportion of the national income in sales as heretofore.

With the larger production of consumer durable goods coming in, it
is my belief that the soft-goods volume will decrease and the durable
goods will more than make up the difference.
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The CHAIRM1AN. What I am wondering is whether we do not face a
reduction in the total volume anyway, maybe not in the next year or
2 years, but when we do reach the point where we have filled up the
pipe lines and filled up the backlog of producing demand, whether we
could then maintain the present volume or whether it was going to be
replaced by new things or added to by new things to make that up
or. not.

Mr. COLT. I don't think a small decline from the present volume
would be harmful.

The CHAIRMAN. What I am afraid of is that most of the pressure
that I have seen has resulted, so far as I cani see, from an inflation of,
not necessarily prices, but inflation of activity beyond something that
could be normally maintained. Then, when suddenly the export trade
ends, as in 1929, it will add to the depression-the reaction from a.
sudden break in volume.

Mr. COLT. I don't think that need be, Mr. Chairman. I think that
with the proper handling that would not necessarily be the case.

The CHAIRMAN. You think that if we go at it at a more normal rate
we can, with a wise policy, decrease that gradually and there will not
be the reaction that we had in 1929 and 1930, which resulted in the
depression.

Mr. COLT. I do. That may be wishful thinking, but I have con-
vinced myself that it can be done.

The CHAIRMAN. You would not think that a slightly lower rate of
volume production would necessarily be a bad thing?

Ml. COLT. No; I do not.
The CHAIRIKAN. Mr. Colt, you say you think it might be done. How

would you do it? What can the Government do about checking or
encouraging activity when it seems wise to have it encouraged or dis-
couraged? What Government policies can we inaugurate? How far
can we control things by the exercise of Government control and still
maintain a free economy? That is the dilemma that I see before us.

Mr. COLT. I believe that with an atmosphere of encouragement to
the investor, and with an atmosphere which does not hold that profits
are something that should not be made, I believe that would go a long
way toward accomplishing the very thing that you are talking about.

The CHAIRMAN. In other words, you think that we are dependent
more or less upon constant investment of new money, and if that
comes along without too much expansion it is the way to keep things
stable?

Mr. COLT. I do.
The CHAIRAIAN. What do you think of general credit control? I

mean, how far are the policies of the Federal Reserve banks, say, in
open market operations and so forth, effective? How far should they
be used to discourage or encourage business activity ?

Mr. COLT. I think they are only one part in the picture. I think
that in and of themselves, obviously, they cannot be the final, deter-
mining factor, but I believe they can serve a very useful purpose. The
whole question of money supply and the extension of credit can, in
my opinion, be wisely handled by the Federal Reserve, and I think,
from my personal point of view, it has been wisely handled up to the
present time. I think we are fortunate in not heading into this period
with speculation in securities and with that type of loan in the banks,
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and I think that we can give credit to the Federal Reserve policy for a
large part of this condition.

The CHAIRMAN. What do you think of the regulation by Govern-
ment control of consumer credit?

Mr. COLT. I believe that has been a good thing, and I would think it

should be retained for the present. There may come a time when con-
ditions may better permit and when the production of durable goods
manufacturers is slowing up for the reason that credit is being re-
stricted, that consideration should be given, perhaps, to relaxing that
regulation.

The CI-AIRMAN. But as a banker, you do not feel that we are re-
stricting the free enterprise system by giving the Federal Government,
the Federal Reserve banks-now, at least-the control of consumer
credit?

Mr. COLT. I do not; no.
The CHAIRMAN. You think that is-a proper weapon in discouraging

undue inflation of buying power or purchasing power?
Mr. COLT. I think it is a part of the whole credit control. I do not

think you can eliminate it from the question of credit, and therefore I
think it should be regulated, and I think the Federal Reserve is the
proper place for that to be done.

The CHAIRMAN. You did express, I think, the view that Govern-
ment spending was not a very successful method of meeting a depres-
sion. What about the general question of taxation and Government
debt?

Mr. COLT. I think that is a question that should be handled in an
orderly way and not too radical a way. In principle I do not think
anyone would disagree that any move we can make to reduce the na-
tional debt is a sound move. I believe it can be done too fast, and if
done too fast it could create a deflationary atmosphere and condition
which would be harmful to business. To the extent that we may effect
economies in the operation of the Government, to the extent that we
have anything left over after all of our expenditures, I believe an
orderly reduction of the debt and some tax reduction would be very
helpful.

The CHAIRMAN. But if you reduced the debt through taxation-I
am not talking about paying off the Government bonds-if you re-
duced the debt by, say, eight or ten million dollars in a single year-

Senator FLANDERS (interposing). You mean billion, don't you, Sen-
ator?

The CHAIRMAN. Yes; billion dollars-excuse ne-billion dollars in
a single year, wouldn't that have a depressing effect on purchasing
power?

Mr. COLT. I think it could have.
The CHAIRMAN. When you take taxes away from people who might

otherwise spend it and you apply that on the bonds-I suppose, for
the most part, short-term bonds held by the banks-most. ofthe bonds
that will be maturing will be held by the banks-and that would re-
duce deposits.

Mr. COLT. Reduce deposits and the supply of money.
The CHAIRMAN. That could be overdone? -

Mr. COLT. I am not against it; I am for that.
The CHAIRMAN. But it could be overdone?
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Mr. COLT. Yes; I think it could be overdone, and I believe that
a portion of that should be devoted to reduction of taxes and a portion
of it to the reduction of the national debt. We have had a substantial
reduction of the national debt, and I am very heartily in favor of
the fact that it has been done. But that was not done, necessarily,
by money received from taxpayers.

The CHAIRMAN. It was not done at all by inoney received from tax-
payers-about a billion dollars, I guess, for this year.

Mr. COLT. But it was done with money already raised from the
victory loan. To that extent I think we performed a fine operation.
We reduced the supply of money in the banks to that extent. I think
we have to consider, in the control of credit, the matter of diminish-
ing the money supply, the money deposits; therefore,. I am heartily
in favor of what we have done.

But, to answer your question, I don't think we should be too radical
in using all that we can get from the taxpayer in reducing the debt.

The CHAinNIAN. Do you see any danger of overexpansion of bank
credit loans?

Mr. COLT. At the moment, no. Of course, the bank loans increased
after the close of the war by some $5,000,000,000. The banks are in ex-
cellent condition. There is plenty of money available for credit. I
think the credits that have been extended since the war have been sound
and productive credits. They are falling off at the present time, as
I mentioned, because I think many companies are postponing any ex-
pansion. program on account of the high cost of construction; and
that h)as caused, generally speaking, a leveling off of demand on the
part of those corporations for money.

The CHAIRMAN. I suppose that in general that expansion of bank
credit is pretty well under the control of the Federal Reserve Board
today, is it not, through the use of the Government bond market?

Mr. COLT. I believe that they need no more facilities at their hand
than exist today.

The CHAIRIMANI. So if they continued Government regulation, the
danger resulting from undue, expansion of credit would be pretty
well within the power of the Government to prevent?

Mr. COLT. I believe so; yes.
The CHAIRMAN. Then all we need is somebody with ability and

prophecy-prophetic nature, I suppose- to administer the control.
Mr. COLT. I think it will take some very excellent handling, but I

think the power is there to do it if they want to.
The CHAIRMAN. Do you have any questions, Senator O'Mfahonev?
Senator O'MAHONEY. I was interested in'your statement about the

judicious application of funds for the reduction of income taxes and
the reduction of the national debt. What do you think is the proper
measure of debt reduction? First, before you answer, let me tell you
what I am thinking. We have a debt amounting to $258,000,000,000.
It costs the taxpayers about 41/2 to 5 billion dollars a year to carry
that debt, so I am leading up to the other question as to what your
judgment is, as a well-known banker, about our ability to continue to
pay these heavy taxes to service the debt and the period during which
we can hope to continue to carry it.

Mr. COLT. Well, I believe, Senator, that with the right atmosphere
the Government would collect, perhaps, more dollars at a low rate
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than they are collecting today in a period of real business activitY.-
That is my belief.

Senator O'MAHONEY. What about the carrying of the national debt.
What do you consider to be the measure of debt reduction?

Mr. COLT. You mean reduction in relation to taxes?
Senator O'MAI-ONEY. What is the measure of the reduction of the

debt? To what extent'should we undertake to reduce that debt?
Should we do it year by year?. Should we try every year to set aside
a certain proportion of the Government revenues to apply on the
debt, and, if so, how much? To what extent can we neglect reducing
the debt in order to reduce taxes?

Mr. COLT. I believe it is something that has to be flexible. I don't
think you could set up a program, let us say today as we might like
to-or I might like to-and say we are going to reduce the debt so
much in the next 4 or 5 years. It seems to me you have got to have
flexibility in that, because conditions at the time are going to determine,
in my opinion, whether you can do this or that, or whether you cannot
do it.

Senator O'MAHONEY. Do you think 'that if we follow a flexible
policy of debt reduction there can ever be a better time in which to
reduce the debt than when our national income is higher than it has
ever been before, and corporate profits have, as you state in your
paper, reached the maximum in history?

Mr. COLT. I think it is an excellent time to do it, but let us remember
that in the reduction of that debt, much as I am for it-I don't want
to give the impression that I am not-you are, in essence, deflating, and
I don't think you ought to deflate too fast, and I think you have got
to compensate the defationary picture by perhaps a reduction of taxes
to lift up consiumer buying. So I favor a division. I doxi't think you
should apply the whole thific to the reduction of the debt, nor do I
think you should apply the wtole thing to tax reduction.

Senator O'MAHONEY. But doesn't your thinking about reduction of
taxes, when we have so high a debt, depend upon the theory that if
you reduce taxes you are likely to increase business activity, and there-
fore the income of the Government?

Mr. COLT. I believe that with reduction of taxes you would increase
business activity, and I believe that with a lower rate of taxation you
might not collect much less than you are collecting today. I cannot
prove that, Senator, but I have a feeling and somewhat of a conviction
that that might be true.

Senator O'MAHONEY. But don?t you agree with me that, after all, the
success of any movement to increase income will have to depend upon
the degree to which we have a successful incentive program? -

Mr. COLT. Yes, sir.
Senator O'MAHONEY. Now, then, with respect to that, you tell us

that you have conducted a survey of your customers to determine to
what extent they might need additional credit. Can you tell us to what
extent. small businesses or individuals are to be classed among your
borrowing customers?

Mr. COLT. We cover all sizes in the bank, Senator, and I believe that
the money is available for all classes if it is necessary.

Senator O'MAHoNEY. What is the amount of your average loan?
Mr. COLT. Our average loan would be substantially larger than those

of small banks throughout the country.
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Senator O'MAHONEY. Certainly.
Mr. COLT. And I would not necessarily have it in mind, but I think

it is in the neighborhood of half a million dollars. I am estimating
that. I haven't got the exact figures.

Senator O'MAHONEY. I would not expect you to carry the exact fig-

ures in mind. I asked that question because during the TNEC hear-

ings on insurance, when some of the big insurance companies were

here, they told the committee that they would not have very much

interest in a business loan of less than $250,000 or $200,000, because of

the burden of servicing such an account. So, what I have been seeking

through these years is some practical method of promoting loans to

small business in amounts lower than your average and below the min-

imum of the big insurance companies, which, under our system, are the

principal resources of credit.
Mr. COLT. I think we get in that discussion the question as to

whether the kind of money you are talking about is credit or whether

it is equity. I am convinced myself that, generally speaking, through-

out the country today the small bank or correspondent bank is loaning,

where credit is the determination of the loan-is meeting all the de-

mands. Now, if you want to go over that line to, let us say, the equity

side of the picture, I think that is where your big problem has been.

Senator O'MAHoNEY. You spoke of plant expansion. We have had

considerable plant expansion in the last year, have we not, during
this reconversion period?

Mr. COLTr. Yes; we have.
Senator O'MAHONEY. What would you estimate that would amount

to, over all?
Mr. COLT. I haven't got the figure in mind. I may have it with me,

if you would like to have it.
Senator O'MAHoNEY. Yes; I think we would.
Mr. R. F. RIERsON. About $12,000,000,000.
Senator O'MAIoNEY. In what period?
Mr. RYERSON. For the calendar year 1946.
Senator O'MAHONE-k. That is considerable expenditure in plant

expansion, isn't it?
Mlr. RYERsoN. That is very good.
Senator O'MAHoNEY. That would not indicate that there is any

existing impediment in the way of investment of funds in plant expan-

sion ?
Mr. COLT. No; it would not, except I can say that from there on

many programs which would increase that amount substantially have

been curtailed because of the increased cost. In other words, the busi-

nessman is looking at it from the point of view of whether he can

earn his way out at the cost that he has got to pay today for that

plant, and he determines that he cannot except where he has to have it.

Senator O'MAHONEY. It has been a long time, has it not, since we

have had such an investment in plant expansion?
Mr. COLT. That is right.
Senator O'MAHoNEY. But, in your opinion, we could have had a

much greater investment in plant expansion?
Mr. COLT. No; I am saying I would like to see that maintained,

maybe not at that rate, but at a rate which is necessary to produce
the goods at lower cost, if we can get them.

65210-47-pt. 1-4
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Senator O'MAHONEY. Now, that brings us back to the central theme
of the dependence of production upon price, does it not? There comes
a point of resistance?

Mr. COLT. Yes; there does. There is no question about that.
Senator O'MAHONEY. In your paper you spoke of producers not

charging all that the traffic would bear and cited the motor industry
as an example..

Mr. COLT. Yes, sir.
Senator O'MAHONEY. You were here this morning when Mr. Wilson

was on the stand?
Mr. COLT. Yes, sir.
Senator O'MAHONEY. I was asking him questions in respect to other

industries, to determine whether they also were charging lower prices
than the traffic would bear. What is your opinion ?

Mr. COLT. My observation is that there are many industries that
have gone well below what the traffic would bear. I think the elec-
trical industry is very definitely in that category.

Senator O'MAHONEY. Yet, as your second fundamental, you said
that business has already made substantial reinvestment on the piece-
meal basis during the past 6 or 9 months of transition to a buyers'
market. Does not transition to a buyers' market mean that we are
"transiting" to the period of resistance to high prices?

Mir. COLT. I think the retailer and the department store and the
chain store found it necessary to change the type of merchandise
which they were buying, and they were finding some resistance to
price as to quality of the merchandise which they were selling. Their
commitments have been reduced substantially as to that type.

Senator O'MAHONEY. During the war and during the period of
shortage, the retailer could sell anything that was on the shelf?

Mr. COLT. That is right.
Senator O'MAHONEY. And you mean that there is now some buyer's

resistance?
Mr. COLT. Yes; that readjustment has been taking place, and the

inventory picture, which might under certain circumstances be a more
serious one, has been normally adjusted.

Senator OMAHoNEY. It is a very important statement to make, if
it is made, that industry as a whole is not charging what the traffic
will bear, and if that is to be your testimony to the committee, I
think it would be very valuable if you could substantiate it by some
other examples outside of the motor industry. The press is full of
statements to the effect that prices are too high, Members of Congress
have been demanding an investigation, and this committee is ap-
parently trying to make that investigation as to why prices are so
high and what can be done to bring them down. If you are to tell
us, and we can tell the country that industry as a whole is charging
much less than it could get, I think that would be a 'very striking
statement that ought tQ be developed.

Mr. COLT. I believe that to be true. I know it is true in the few
companies on which I am a director. I believe the mnin criticism is
in the cost of food and agricultural products rather than in the cost
of manufactured products. I think Mr. Wilson explained this morn-
ing that when he sells to the dealers the price of the car is beyond his
control after that point to a great extent. What the purchaser may
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do with the article he purchases is something that is pretty hard to
control, and there is no doubt that there are secondary prices that, are
much higher than the price at which the article is being marketed
today, but the manufacturer, generally speaking, in my opinion is
not chdrging more than fair prices.

The CHAIRMAN. I just want to ask you there, Senator, if I may,
aren't there lines now in which the sellers of manufactured goods,
perhaps manufactured food or clothing, are finding buyer resistance
to the prices that are being charged ?

Mr. COLT. Yes; that is true, and I think very naturally.
The CHAIRMAN. What are those that you have heard of ?
Mr. COLT. Well, in a number of the soft goods retail trade in the

department stores there has been resistence. But I believe that is
natural. The purchaser had only that article to buy during the war.
He has not had-the other elements of production available to him, and
he is becoming more critical of some of the things that he has been
buying. I think that in the textile picture there has been some small
readjustment along that line.

Senator FLANDERS. I was about to ask if you felt there had been any
difference in the history of soft goods and hard goods in respect to
not charging all the market will bear?

Mr. COLT. I would not think so.
Senator FLANDERS. But I have had the impression that such things

as household machinery, in general the hard goods used by the ultimate
consumer, had been kept under control a little bit better than some
other things that the.ordinary householder buys.

Mr. COLT. That might be, but I would not be able to say to you that,
let us say, in the textile industry they have been charging what the
traffic would bear, necessarily. I don't think they have.

The CHAIRMAN. But have they been charging what the traffic will
bear as compared to the cost? I

Mr. COLT. No; I think that in some lines they could have charged
more, substantially more.

Senator O'MAHONEY. You made a very interesting comparison, Mr.
Colt, as I recall, showing that the prices of agricultural commodities
since 1939 have risen about 180 percent, while the prices of manufac-
tured commodities have risen only about 62 percent. To what do you
attribute that difference?

Mr. COLT. We go right back to the old question of supply and de-

mand if, for the sake of example, national policy were to change
overnight and our Government were not to make the purchases that
they have been making in the agricultural field, I think you would see
a very different price picture there. In other words, I think there
are more purchases than there are products in the agricultural field.

Senator O'MAHoNEY. Is that true in the other fields too? Take
the case of motors, again. The people of the country cannot begin to
get the automobiles they would like to have. The demand is there and
the supply is lacking.

Mr. COLT. Well, I think you are talking, of course, about an organi-
zation in the one case and you are talking about groups of individuals
in the other case.

Senator OUMAHONEY. I was hoping you would-say that.

Senator FLANDERS. I am afraid, Senator, you are making a good

case for administered prices.
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Senator O'MAHONEY. I was leading up to that, to find out whether
we have them or not. Do we have administered prices in industry?

Mr. COLT. No; I would not think so.
Senator O'MAHONEY. You think it is just a matter of independent

pricing?
Mr. COLT. NO; I think that-
Senator O'MAHoNEy (interposing). When I asked that question of

Mr. Wilson this morning, Senator Taft suggested that the unanimity
of action among manufacturers was probably due to the fact that,
being comparatively few in number, they could easily follow leader-
ship or competition, whereas, it was much more difficult for the
thousands of producers in agriculture.

Mr. COLT. Well, I would say that in the manufacturing field, from
my observation, the man that can sell the most at the lowest price is
the man that gets the business, and each management is trying to do
just that.

The CHAIRMAN. Rather for the future than for the moment?
Mr. CoTL'r. Rather for the future, because they know that the conipe-

titive feature at some point will be there. In other words, it would
be unsound to get what the traffic would bear-if that is the word you
want to use-because in the long run they are looking to the customer
and not just to today. They are looking to the 5-year pull.

Senator O'MAHONEY. But you still tell us that agricultural prices
have risen to new heights primarily because there are so many groups
of individuals bidding for a limited supply, together, of course, with
Government purchases?

Mr. COLT. I think that is partly true.
The CHAIRMAN. Isn't there a substantial difference between the

situation of a manufactured article sold to a wholesaler for sale to
consumers, and a great market to which all the wheat comes, com-
modity markets where all the wheat is bought, and where everybody
meets, so to speak, at a central point, and really the price is made by
the supply and demand, is it not, like the stock market in New York
on stocks? Isn't there a substantial difference between the price ques-
tion in that kind of a commodity and manufactured goods that are
made here and sold here to Mr. X, who uses it?

Mr. COLT. That is a point I was trying to make. I think there is
very great difference.

The CHAIRMAN. I don't know what you would do about it.
Mr. COLT.. Well, I haven't any answer to that either, but I do be-

lieve that-I will make this statement: I believe that, obviously, if the
demand drops, the price will drop.

Senator O'MAHbNEY. The picture that has been presented to us
today by Mr. Wilson is that with respect to the automobile industry,
the manufacturer is not asking the price which the consumer would be
willing to pay, but is deliberately following a policy of setting prices
well below that, and you told us that this is characteristic of the whole
market.

Mr. COLT. I believe the company is the exception that is not doing.
that.

Senator O'MAHONEY. That is a tremendously interesting statement.
Mr. COLT. I think the percentage will be highly on that side.
Senator O'MAHONEY. And that is borne out by your statistics, that

in the manufacturing field prices have increased only 62 percent over
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those of 1939. Yet it still remains a fact that there is price resistance
here which, in the housing field for example, makes it impossible to
construct the homes that the country should have.

Now, what are we going to do about it?
Mir. COLT. You are asking me, and I am going to be perfectly frank

with you about it. I think it is highly possible that the wages that
are being paid in the construction industry should be paid if the re-
strictions were eliminated as to how much a man might do per day, and
if a man did a job, probably a percentage less, if you please, than he
did years ago, it would greatly aid the building industry. I think the
restrictions in the industry as to the amount ot work a man can do are
doing more to increase the cost of building than any other thing.

The CHAIRMAN. But isn't it true'still that it is a question of supply
and demand? Isn't it true that practically all of the materials that
are made are being used very rapidly? As I get it, while there is
resistance to prices that are very high, still it would be almost impossi-
ble to build any more houses than we are building at the present mo-
mnent. For instance, plumbing supplies are distinctly a limitation, I

take it, on the number of houses that can be constructed. I don't know
about lumber.

Mr. CoLT. I think there would be many more houses planned today
if the costs were down. There would be a greater backlog of that type
of construction in the offing. I think that is important, looking ahead
over the next 2 years, and that is why I bring out that point.

Senator O'MAHONEY. There are at least two factors there, cost of
construction and cost of materials.

Mr. COLT. That is right.
Senator O'MAIIONEY. The reports that we get are all to the effect

that the cost of materials is too high.
Mr. CoLTr. Well, the cost of materials in some respects has already

started to readjust. The cost of lumber is already readjusting itself.
Senator O'MAHONEY. And you think we are coming to a buyer's

market in construction materials?
Mr. COLT. It may be approaching that.
Senator O'MAHoNEY. You said that some Government regulation

is necessary, but that in the main it ought to be considerably less.
Since we are discussing the place that Government must play in this
picture, could you give the committee any better idea of what you
regard to be the boundaries of Government regulation ?

Mr. COLT. Well, my purpose in mentioning that was that I believe
it is necessary in certain lines. In other words, I believe that public
utilities, generally speaking, appropriately should have regulation. I
have already said that I thought the regulation of credit on the part
of the Federal Reserve is appropriate. But the heart of the matter
is on the other side of the picture from my point of view, and less
Government regulation would create the favorable atmosphere for
the investment of the public's money and of the money of corporations
in plant expansion. As far as covering the whole scope of the ques-
tion of regulation, I don't think I am competent to do that.

Senator O'MAHoNEY. Yet the facts before us are that we have spent
$12,000,000,000 in plant expansion, which would indicate that the
atmosphere was not particularly unfavorable to capital expenditures.
As a result, I am -at a loss to know precisely what change you suggest.

. .~~~~~~~~~~~~4
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Mr. COLT. We are talking about maintaining a period of plant and
other construction and I am saying that my point of view is that un-
less the atmosphere is favorable for the investor. the future construc-
tion of plants and equipment by corporationsv will be retarded, and I
think that is a very important aspect of the period that we are entering
into.

Senator O'MAHoNEY. Do you agree that we have a favorable at-
mosphere now?

Mr. COLT. I think it is more favorable. I think the criticism of
excess profits does not help.

Senator O'MAHITONEY. Now, this has been going through my mind.
You think reduction of taxes wvould be helpful. We have come to a
period in our economic development when we have incomparably less
unemployment than ever before.

Mr. COLT. Yes, sir. -
Senator O'MAHONEY. When we have the highest national income

in the history of the country, when profits are up in every segmnent of
industry-now, what more favorable condition can we look for?

Mr. COLT. I think that is a very proper question, and the answer is
that theyshould be left there.

Senator O'MAHONEY. Then we should not make any changes?
Mr. COLT. We should not make changes that would discourage the

condition that now exists.
Senator O'MAHoNiEY. That is right. Now, how about encouraging

the investment of the savings of the little fellow?
Mr. COLT. I think the principle is the same.
Senator O'XIAHoNEY. Now, this increase that you see in the demand

for plant expansion, can you divide that into special categories?. Is it
among the corporations or do small businesses share in this movement?

Mr. COLT. I think the principle is the same in both cases.
The CHAIRMAN. But isn't it right and desirable to encourage the

small saver to put his money into these things?
Senator O'MAHONEY. The man who saves, say, $200 or $300 a year?
Mr. COLT. I am thinking more of the man who wants to start his

'own business.
The CHAIRMAN. But I have always been puzzled by the fact that,

as we reduce the savings of the upper-income group and throw saviiioas
more into the lower-income groups, the latter necessarily say, "IWV
ought not to invest in equities." They are people who want to put
their money into insurance companies or into fixed-income returns and
Government bonds.. When we cut down the savings of the upper
groups by the high income-tax bracket, who is going to save the money
that will go into equities? There have been plans for trying to ac-
cumulate these funds and let them be invested with Government insur-
ance of some sort, or some other device that will lead to smaller savings
going into the equity iivestment that we need. We haven't any plan.

Mr. COLT. No; I haven't, Senator. In my reference to it I am think-
ing, as I said, more of the man that wants to start his own business,
go out and do something, and he is discouraged froni doing it in imany
cases.

Senator O'MAHONEY. There is one other question I wanted to ask
you. With respect to your discussion of mass purchasing power, I
was not altogether clear about your point with respect to that.
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Mr. COLT. I only wanted to make the point that profits by industry
do not discourage mass purchasing power. The statement has been
made that profits discourage mass purchasing power.

Senator O'MAHoNEY. You recognize the need for mass purchasing
power?

Mr. COLT. Yes, sir.
Senator O'MAHONEY. And you feel that measures should be taken

to maintain mass purchasing power?
Mr. COLT. Not if you mean Government spending.
Senator O'MA14roNEY. No; I don't mean that. I never have been

an advocate of Government spending. But after all, we have de-
veloped a pragniatic sort of world. I remember very distinctly that
about 1937 President Roosevelt sent up a budget here to Congress
in which he undertook to reduce Government spending. Hle cut the
Goverirnment budget very substantially that year, and it was imme-
diately followed by a recession. Then there was a great demand, quite
nonpartisan, in Congress for the resumption of spending.

The ChAIRMAN. I thought it was your position that recovery started

from March 4, 1933. I always understood your position to be that
from that dav things got better.

Senator O'MAHONEy. I will give you book and page on it if we are
talking economics now and not politics.

Senator FLANDERS. Mr. Chairman, I must leave at 3: 30, and I have
one or two questions that I would like to ask.

The CHAIRMAN. Very well, Senator.
Senator FLANDERS. Mr. Colt, I have been very much interested in

this committee from the time the law under which it was set up was
first introduced. In its original form, as I read it, it was based on the
idea that it was possible to prophesy what was going to happen for
18 months in advance, say, and having prophesied, to take the neces-
sary steps to prevent the prophecy from being fulfilled, if that was
what you wanted to do. I was very skeptical about the possibility of
doing that at the time.

The bill as it passed the Congress and was signed by the President,
and under which we are now organized, does not place so heavy an em-
phasis on the possibility or necessity for accurate prophecy. It has
seemed to me that about as far as you can go in that line stops well
short of prophecy. You can analyze the situation in which you are
at a given moment and say to yourself: "Here we are. Now, is there
something which is capable of increase or expansion? Is it some-
thing more nearly normal which you would hope to keep? Is it some-
thing above normal from which we must prepare to drop off, or where
are we?" I suppose there is a small element of prophecy in that, but
in general it involves an analysis of where we have been and where we
are.
* I was interested in what you said in your testimony with regard, as
I understood it, to preparing for some sort of a gradual drop-off from
where we are over the period of the next year or so. I was wondering
if I had understood you correctly in saying that you felt we were on
a level which we perhaps would be unable to maintain.

Mr. COLT. My feeling on that is that we can maintain this level. I
would not go further than a year or a year and a half. The question
of prices, I believe, is one that will meet with, further readjustment.
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I expect to see a lower price level. I do not expect to see it anything
like as low as it was before the war. We have a Government aebt to
support, and I think a higher price level will be necessary to support
that debt. I do see a readjustment but I do not see a depression.

Senator FLANDERS. The readjustment, however, would involve some
little decrease in production, some little decrease in national income?

Mr. COLT. I think it would involve that; yes, sir.
Senator FLANDERS. But if we behave ourselves we will then adjust

ourselves to that slightly lower level. That raises a question which
has been for some years very much in my mind, and that is the pos-
sibility, in view of the comparatively low level of production and con-
sumption of a large percentage of the population, of working onto a
higher level from almost wherever we may be. It seems as though
there are great resources for expansion. We will take a train right
straight through the State of X, just for example. There you see
chances for more effective' application of human labor and chances for
greater consumption. Why doesn't that open an opportunity on the
part of business and Government and labor to go to a higher level for
the country as a whole ?

Mr. COLT. I think we still have frontiers.
Senator FLANDERS. Yes; that is a frontier. That is a social fron-

tier, not a geographical frontier. It is a social frontier.
Mr. COLT. Yes, sir.
The CHIAIRMAN. There is no reason why we should not go on ex-

panding as we have expanded in the past, but the question is whether
a years from now we might be somewhat lower than we are today.

Senator FLANDERS. Yes; I think your thought on that is my thought.
It is clear to me we are apparently in agreement.

There is one other question I wanted to ask with relation to Govern-
ment expenditure, and so forth.

In the unhappy event that this joint committee utterly fails in its
duty, or having carried out its duty it utterly fails in salesmanship to
the Congress and the administration, and the country at large, and be-
comes a voice crying in the wilderness, and we get into a depression-
I am speaking now about Government spending-would you feel that
the best way of handling that'depression was to balance the budget
through hell and high water?

Mr. COLT. I would not feel that. I would feel that you would
probably have to go in debt.

Senator FLANDERS. That is, the national debt is something that at
times you might have to add to; at other times you should be diminish-
ing, with probably, on the whole, over good times and bad times, a
slow decrease. Would that be your idea?

Mr. COLT. Exactly.
Senator FLANDERS. That idea is all right with me. That is all I

wanted to say.
Mr. H UBER. I wanted to ask Mr. Colt-the Senators are clairvoy-

ants; they have asked most of the questions I had in mind, but do
you know of any economic reason why the terminal-leave bonds
should not be paid in cash, and do you have any feeling to express on
tha t?'-

Mr. COLT. What bonds did you say?
Mr. HrBER. The terminal-leave bonds, so-called GI terminal-leave

bonds that were issued by the Seventy-ninth Congress, and. it has been
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proposed that they be paid in cash. Do you feel that that might have
any inflationary influence on the currency of the country?

Mr. COLT. I do not believe it would have an inflationary influence,
necessarily, but I think that is part and parcel of the whole budgetary
picture. To answer the questions specifically whether they should'be
paid or not would be one thing, but they are part and parcel of the
whole budgetary picture that the Government is going to be required
to put up.

The CHAIRMAN. It is not part of the budget as far as budget expenses
are concerned. It was charged to expense when the bonds were issued,
were given to the men.

Mr. COLT. Yes; that is right.
Mr. HUBER. I just asked that because we are going into the whole

picture of housing veterans and other matters.
Mr. COLT. I don't think that payment to them at this time would

help them from the point of view of the housing situation. In other
words, I think fundamentally, if you are building houses that do not
have value, you are doing something unsound. I don't believe it would
help anybody to get more money to buy that house at unsound value,
and in my opinion, those values are unsound.

Mr. HUBER. I should have explained the reason for my asking the
question, that housing has been touched upon in other matters, and the
veterans and veterans' welfare have been mentioned.

The CHAIRMAN. Mr. Colt, with regard to credit control, it seems
to me this is something specific that we might act on. What do you
think of the controls over the stock exchange, the margins required,
in relation to your statement that we need more money for equity
investment? Is that discouraging, or is it a proper discouragement, or
what do you think of that control?

Mr. COLT. You may remember that that was relaxed, Senator, in
some respects, by letting people borrow on rights to subscribe to new
stock. I think that was a move in the right direction. Generally
speaking, I think a freer market on the stock exchange would prob-
ably be a helpful thing. On the other hand, I am not averse to regula-
tion which has prevailed with respect to credit.

The CHAIRMAN. Do you think the Government should have power
to limit the margins or require margins on stocks?

Mr. COLT. I think it is part of the whole credit pictures; yes, Sir.
The CHAIRMAN. -What about the banking picture itself-since Mr.

Patman is not her&? Are banks making too much money or what
do you think on that subject? He would want to know if he were
here.

Mr. COLT. A year and a half ago there were some people who thought
they were making too much money. We had made a forecast-the
banks-and come to the conclusion that outgo, expenses, were going
up and return was going down, mindful of the fact that-securities at
higher rates were going off the books and new ones, investments, were
going on at a lower rate. I would think the earnings of the banks
would be down this year 10 percent, 12 percent.

The CHAIRMAN. From 1946?
Mr. COLT. From 1946, last year; yes, sir.
Mr. HUBER. How would that compare with 1939?
Mr. COLT. Can I get my figures to answer that question?
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Mr. RY-ERSON. We do not have that.
Mr. COLT. Well, I am afraid I cannot answer that question, but I

am saying that in the case of our own institution, our earnings were
higher in 1946 by about 19 percent as compared to 1939.

(Mr. Colt submitted the following paper:)

STATEMENT OF S. SLOAN COLT, PRESIDENT, BANKERS TRUST Co., NEW YORI<, BEFORE
THE JOINT COMMITTrE ON THE EcoNomIc REPORT, JUNE 24, 1.947

Gentlemen, I welcome the opportunity to appear before this committee and to
discuss a question that is very much on the minds of all thinking Americans:
How can we best maintain a high level of employment, production, and pur-
chasing power over a period of years?

While I speak primarily as a New York banker, I also speak as a businessman.
It has been mny opportunity, for many years, to serve on the boards of directors
of industrial corporations. This has enabled me, I trust, to appreciate the factors
that enter into the business decisions which play such. an important part in
economic progress. From these contacts and experiences has evolved a point of
view that I should like to present before this committee.

There can be little disagreement as to the fundamental objectives of the
Employment Act of 1946. What differences of opinion there are relate to the
methods by which the purposes of the act can be most effectively advanced, and
to the policies that should be established by Government. It is to be hoped that
through collective wisdom and patience we may work out programs of action
that are practical when viewed in the light of the realities of business and
economic life.

Business sentiment.-In retrospect, I think we can agree that the reconversion
from production for war to production for peace has been achieved with greater
facility than many of us thought possible in 1945. In reconversion, as in war,
the American productive system stands preeminent in the world, and the whole
Nation is the beneficiary. However, the success of the reconversion process has
not resulted in complacency about the future. Two years after the end of the
war, we see a world in which very little real progress toward rebuilding has
been made. The responsibilities of this country in world reconstruction are
great, but there is obscurity as to how far our efforts abroad are to go, how
effective the program is likely to be, and what it is going to cost. The committees
which have just been appointed by President Truman have a great opportunity
to perform constructive action on a very important problem.

We face the problem of providing, whether by means of credits or purchases
from abroad, the dollars required by the rest of the world. In no event can we
provide dollars in the long run unless we are willing to let more of the products
of the rest of the world come into our markets.

At home, we see a price structure at levels almost twice those of prewar, and
remember what happened to prices in 1920 and 1921. Many people are concerned
about the future of agricultural prices, when world agricultural production re-
covers. We are worried by the level of construction costs, the low productivity
of labor, the union. restrictions on output in many industries, and the attitude
of some short-sighted labor leaders and their complete unwillingness to make
any concessions to an aroused public opinion. We are astonished by the argu-
ment that prosperity can be built on a firm and lasting foundation only by a
simultaneous and rapid increase in wages and reduction in prices, and are dis-
turbed by the criticism of legitimate business profits, by the level of Government
spending, and the refusal to come to grips with that problem, especially in view
of the unknown demands for international relief and the new domestic spending
programs that are being proposed.

Current outlook for business.-In addition to these more general problems,
businessmen are specifically concerned with the present prospects for business
activity. In appraising the business outlook today, we appear to be nearing the
end of a period characterized by a high volume of soft-goods sales. This has
been supported, in part at least, bj temporary factors such as shortages on the
part of consumers and business, by the scarcity of many consumer durable goods
such as automobiles and home appliances, by the use of accumulated savings,
and by the rapid replenishment of inventories. Neither the spending habits of
consumers nor the production of industry has yet returned to the expected
peacetime pattern.
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In view of this situation, some readjustments in business are likely. This

is not unexpected and in fact is healthy. Except under conditions of regimented,

all-out production for war, readjustment and change are normal. Some markets

and industries have already been affected: the diamond and fur markets last

fall; the entertainment business in the winter; some segm ents of the apparel

and shoe industries more recently. I cannot forecast how numerous these

adjustments will be, nor what their exact effects may be in the months ahead,

but I am reasonably optimistic about the general business outlook for the next

few months. I doubt that we shall experience a decline of business activity

comparable to that of 1920-21, or even as bad as that of 1937-38.

My' relatively optimistic views are based upon consideration of five factors:

First, for almost a year businessmen have been preparing for the widely

heralded recession. They have made great efforts to get inventories in balance,

and to reduce outstanding orders. Our customers tell me that they have made

good progress along these lines. Furthernmore, inventory speculation is by no

means as common today as after World War I.
Second, business has already mide substantial. readjustments, on a piece-

meal basis, during the past 6 to 9 months of transition to a buyers' market.

In many commodities, significant price readjustments have already taken place.

Third, the banking system today is in a much more liquid position than it

was after World War I. My experience is that very little bank credit is being

used for speculation, either in securities or commodities. Some months ago

we started surveying the loans in our bank in order to determine what our

policy should-be in case some of our customers were to find themselves in need

of additional credit. I feel confident we are in position to give our borrowing

customers the support they need, and I believe this is true of other banks in the

country. Also, I doubt that we shall see a repetition of the highly restrictive

Federal Reserve credit policies which contributed to the price collapse of 1920.

Fourth, while the prices are high and the price structure is unbalanced, the

prices of many important manufactured products have risen less than the

average. In addition, some of the prices that have risen the most could de-

cline from their peaks without causing widespread unemployment. For example,

prices of agricultural commodities have gone up 180 percent over 1939 and, in

many cases, are substantially higher than required to bring forth a large volume

of production. By. contrast, the price index of commodities other than farm

and food products has risen only about 62 percent over 1939, in spite of very

substantial increases in wage rates.
Fifth, conditions in the heavy industries are reassuring. Our customers

say they are operating at capacity, most of them with large accumulated back-

logs of orders. The demands for refrigerators, automobiles, electrical and

telephone equipment, railroad equipment, and industrial machinery, for example,

appear sufficient to assure a high rate of output for a long time to come.
However, the business outlook is clouded by other factors. Perhaps the most

unfavorable factor on the domestic scene is the exorbitant level of construction

costs. In recent months many of our customers have canceled arrangements

for financing additions to plant. They voice one universal complaint: Clonstruc-

tion costs are too high. Many of them are going ahead with the purchase of

equipment where they can see some direct saving. However, most of them

are canceling or postponing all but the most essential construction. They

recognize that higher prices for materials and higher wage rates have added

to construction costs, but almost unanimously they place the greatest stress

on the reduced output of labor in the building trades.
Importance of capital investment.-I am especially concerned about construc-

tion because, in my view, what happens to construction will have a great deal to

do with whether we continue to have good business. Generally speaking, the ac-

tivity in the heavy industries, most of which are closely related to construction

and expansion of plant and equipment, means the difference between prosperity

and depression. This country never has had a serious or sustained depression so

long as thescapital-goods industries were active. Conversely, we have never en-

joyed real prosperity unless these industries were busy. Thus, the prospects for

business for the next few years depend on the outlook for the heavy industries.
In the outlook for these industries, business spending for, plant and equipment

plays an all-important role. It is by means of new plant and equipment, and by

this means only, that we achieve greater efficiency, larger production, more em-

ployment, more purchasing power, and higher standards of living for more people.

Furthermore, as a banker and a businessman, I believe I have some knowledge

of the factors which encourage business spending, and of the conditions which
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tend to stifle such spending. A high level of business spending for plant and equip-ment requires that two fundamental conditions be met, namely, (1) that business
have an incentive to assume the risks involved in making new investment, and(2) that the means be available, either from profits or from the security markets,out of which expansion can be financed. Both depend basically upon the rate
of profits and profit expectations.

I think it is time that the role of profits be discussed in a realistic fashion andin some detail. Most businessmen of necessity think in. direct terms. They seethat good profits, high employment, and high pay rolls go together' It is theireveryday experience that profits are good when plants are busy and when jobsare plentiful, and that losses or low profits generally mean idle plants and idlemen. Looking at the economy as a whole, the records show that years of goodprofits are likewise years of high national income, good employment, and largewage and salary payments. And the burdens of depression are not borne byworkers alone. In fact, business profits are generally the first to decline andusually fall faster and further than do wages and salaries in a depression.
Some of the theorists do not take such a realistic view of business profits.They say the present level of.profits is too high, and that, consequently, the pur-chasing power of the mass of consumers is being reduced. Neither contention is

valid.
Are profits too hig/0-Corporate profits, estimated at a rate of about$15,000,000,000 a year at the turn of the year, were at the highest level in the

.country's history. So also was national income. Measured against other factorsin the economy, corporate profits are currently no higher than in other prosperous
periods. In periods of high business activity, corporate profits generally averagebetween 8 and 10 percent of national income. Currently, profits are within thisrange. Furthermore, in the banner year 1946, the last calendar. year for whichresults are available, the net income of the country's leading manufacturing cor-porations comprised a smaller percentage of sales than was the case in the bestyears of the 1930's. The latter, as we all recall, were not especially properousyears.

One significant factor generally overlooked in the current profit pictureis that the accepted methods of business accounting result in a substantial
overstatement of earnings under present conditions. This is because depreci-ation charges are based upon book values of capital equipment, whereas re-placement of plant or equipment at present high prices requires a considerablylarger outlay than is currently being accumulated through depreciation charges.Thus, some of the current profits are quite illusory and really represent theusing up of physical capital.

The illusion of high profits is also enhanced by bookkeeping entries whichsimply record the sale of low-cost inventories in a period of rising prices.
Recent data from the Department of Commerce show that as much as 4 to 5billion dollars out of total corporate profits of 12.5 billion dollars in 1946 mayrepresent increases in the book value of inventory holdings due to a risein prices. Hlowever, losses will materialize once prices turn down, as they

are already doing in some fields.
As a result of rising prices, inventory and working-capital requirements

.have increased. Thus, even if a concern realizes a windfall profit due to a.rise in prices on its inventory, these profits do not represent a real improve-ment in financial condition since they must generally be retained to provideadditional working capital.
Business financial health requires a high level of profits under conditionsof active business. Corporations must provide for their own security. Thereis no minimum wage or. unemployment insurance for business capital to carryit through the lean years. Corporate profits fluctuate sharply with the levelof economic activity. Even a slight downturn in business can produce a verylarge cut in earnings, and for many corporations can mean a loss. Conse-

quently, out of the profits of the good years reserves must be built up to coverthe bad.
Although 1946 was a year of large corporate profits, many leading companieshad an unsatisfactory record. Most soft goods industries operated at a highprofit level in 1946, but they appear to have passed their peak. The heavy

industries, on the other hand, generally showed relatively unsatisfactory re-sults for most of last year, and only during the past 6 to 9 months have theirresults been favorable. On balance, it appears that corporate profits as awhole have reached their peak and that profits for all of 1947 will not be ashigh as indicated by the first quarter's results.
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Do profits reduce purchasing poiver?-Even though profits are not excessive,
they might still be regarded as undesirable if they withdrew purchasing power
or otherwise restricted the economy. This might be true if profits were salted
away in some hidden cache. What actually happens is quite different.

In 1946, about 45 percent of corporate profits were distributed as dividends.
The shares of most large Aimerican corporations are widely held and the
dividends are consequently widely distributed. Some of the largest stock-
holders are institutions or scientific, educational, or charitable foundations.
In the case of the wealthy stockholders, current high taxes take the bulk of
any dividend income. While this redistributes income, it does so at the expense
of a continuing supply of risk capital.

Most critics admit that corporate profits, to the extent that they are distributed
as dividends, do not reduce purchasing power. They focus their objections upon
the portion that is retained. Even the Federal Government, at the time of the
ill-designed undistributed profits tax, subscribed to some such misconception. As
a matter of fact, however, retained earnings as a whole do more to encourage
business spending, to stimulate economic activity, and to expand purchasing
power than do the amounts paid out as dividends.

Undistributed profits may be used to add to working capital or may be invested
in plant and equipment. If retained as working capital, it is generally in response
to a higher rate of activity that requires more work in process, greater inven-
tories, larger pay rolls, and more credits to customers. Or, retained earnings
may be used to finance new investment in plant and equipment. As I have pointed
out before, such expenditures in the construction and heavy industry field are
the most effective stimulants of economic prosperity.

In 1946, despite the record level of business profits, the amount retained was
insufficient to finance the large requirements for plant, equipment, and inven-
tories. As a result, we had during the year more than a $4,000,000,000 expansion
in bank loans to business, and about $3,OCO,000,000 of security issues for new
capital. In addition, cash and Government securities were drawn down by as
much as 7.5 to 10 billion dollars in order to finance business needs.

It must be clearly realized that business cannot maintain a high rate of invest-
mient unless prospects are good for a sustained period of reasonably satisfactory
profits. Responsible management does not undertake to expand facilities unless
they can show some profit. Nor are corporations able to accumulate funds with-
out making profits or to raise them in the financial markets without a good profit
record or attractive prospects.

My conclusion, therefore, is that the best way to "promote maximum employ-
ment, production, and purchasing power" is to see to it that business enterprise
has the incentive and the means to support a high level of business spending.
This, in turn, depends on the ability of business to earn and retain adequate
business profits. In short, if we are to have an expanding economy I believe that
we need to adopt more constructive and favorable attitudes and policies with
reference to business and business profits.

Mass purchasing power.-There are some people who do not agree that the
most desirable and effective way to insure a high level of employment is to
encourage business spending. They would adopt a fundamentally different
approach; namely, an effort to maintain mass purchasing power by (1) increasing
the level of Government expenditures; (2) raising wages and reducing prices at
the same time; and (3) maintaining a tax system that is very burdensome for
business and for risk capital. It is worth noting that the advocates of these poli-
cies are generally of the same group that in 1945 predicted unemployment of
8,000,000 during the reconversion period.

Those who advocate steps to increase mass purchasing power generally base
their case on the fact that, since early 1945 or mid-1.946 the cost-of-living index
has increased more than have wages and salaries. They conclude that this
portends, for the near future, a situation in which consumers will not be able
to buy the output of the economy.

Such a comparison of price and wake changes is of doubtful validity in support-
ing the claims of vanishing buying power. Conditions in the base periods, whether
early '945 or mid-1946, were very unusual. We were still living in a war economy,
with its characteristics of widespread scarcities of consumer goods, high levels of
individual savings, artificially low prices, down grading of quality, lack of stand-
ard merchandise, together with black markets and black-market prices in some
fields. What we have seen in recent months is the return to a situation in which
demand and supply are permitted to have their customary effects on prices.
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It is worth noting that some of the greatest price increases have occurred
in commodities for which the consumer sets the price. On the other blvid,
many manufacturers have set prices well below what the traffic will bear.
need only cite the case of automobiles, where high consumer demand has
forced prices of new-used cars to substantial premiums over the manufacturers'
prices. Thus, in many cases, high prices are a reflection of the high level of
buying power. It does not appear plausible to me that we can have heavy
consumer buying, rising prices, and a shortage of purchasing power, all at the
same time.

The wage and price comparisions would be more meaningful if made between
periods in which commodities were available in the markets under. comparable
conditions. Comparisons between such periods show results contrary to the
trends during the reconversion months. For example, compared with prewar
years, the average earnings of workers have increased substantially more than
has the cost-of-living index.

I know of no evidence that wage earners, as a group, have lost ground in
recent years. In both the last quarter of 1946 and in the first quarter of 1947,
wages and salaries comprised almost exactly the same percentage of national
income as they did in the 1920's or in the prewar period from 1935 to 1939.

The proposals to increase mass purchasing power by more Government spend-
ing, higher wages, and a more steeply graduated tax structure embrace a
fundamental fallacy, namely, the notion that subsidizing consumption and con-
sumner buying power can build real prosperity. We have had some fairly recent
experience that illustrates the futility of these proposals.

Experinmenlts in the 1930's.-In the 1930's we tried most of the proposals now
being advanced to increase mass purchasing power. Our experience with Gov-
ernment spending is well known. From a level of about $3,500,000,000 per
year in the early 1930's, the budget rose to about $8,000,000,000 in the later years
of the decade. These expenditures were first regarded as a temporary expedient
required to prime the pump of private enterprise. The theory was that the
spending would be reduced as business activity increased. Later in the decade,
when the ineffectiveness of Government spending as a pump primer became ap-
parent, the emphasis was shifted, and the concept of economic maturity was
advanced in order to provide a justification' for a permanent program of Gov-
ernament speniding.

Efforts to increase mass purchasing power did not stop with Government
spending. The idea of raising wages in order to support prices and demand
was aggressively supported, and the power of organized labor to enforce demands
for higher wages in the midst of widespread unemployment was enhanced. In
addition, corporate tax rates were increased in 1932, 1935, and 1938,' and a tax
on undistributed corporate profits was made effective for 1936 and 1937. The
individual tax structure was revised to make the system more burdensome, and
the maximum surtax rates were increased from 20 percent prior to 1932 to
75 percent in 1935. These were the means by which the policy of raising mass
purchasing power wvas implemented, in the 1930's.

Results in the 1930's.-The results of these policies are well known to all
of us. Only for a brief period in 1937 did the volume of physical production
rise to a level above that reached in 1929. Unemployment averaged more than
8,000,000 for the years 1935-39 and even in the best year averaged 6,400,000.
This record of failure is conclusive. It convinces me that we do not want to
revive these policies.

The pump-priming theory did not work; Government spending did not en-
courage business spending. On balance,' this program and the measures that
accompanied it did much to destroy the incentives and the means for, private
capital investment.L Expenditures for construction and on producers' machinery
and equipment averaged about 40 percent lower in 1935-39 than in the latter part
of the previous decade. The policy of high wages resulted in increased costs,
contributed to inflexibility of prices, and made difficult price reductions that
might have increased sales. A wave of labor trouble and wage increases in
1937 was followed by a rapid rise in unemployment in 1938.

Increases in taxes during the 1930's made less attractive that assumption of
risk which is necessarily associated with private investment. Tax exemption
became more valuable with each rise in the tax rates, so that more and more
investors became less and less interested in risking their funds in new enterprises,
and preferred the relatively secure haven of Government securities.

Finally, business was called upon to adjust itself to a variety of new laws
and regulations. Many of these were required to correct the mistakes of Gov-
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ernment and business during the 1920's. But the very vigor with which their
enactinent was espoused, the all-inclusive nature of some of the changes, and
the extreme manner in which some of the acts were administered, contributed
to a break-down in business confidence. In turn, this delayed our recovery.

Shall we repeat our experiences of the 1930'sf-This record of failure convinces
me that a repetition of the policies of the last decade would be no more successful
this time. Government spending is already much greater, both in absolute
amounts and relative to the dollar volume of business in the country, than it was
a decade ago. Those who would espouse further increase in Government spend-
ing from present inflated levels must assume the burden of proof. It is their
obligation to demonstrate, conclusively, that Government shows greater wisdom
in its spending than do those who must pay the bill.

Over a period of years, wages have been increased as labor productivity has
risen. Gradual increases in wages and price reductions have been the means
whereby the benefits of our productive system have been translated into higher
standards of living. However, rapid and substantial wage increases, not ac-
companied by increases in output, raise costs without -increasing the supply
of goods, and constitute a tax on the mass of consumers.

Those who favor making our tax system even more steeply graduated appar-
ently ignore the tremendous increases that have occurred in the war years in
the tax burdens upon those of modest means, and the confiscatory nature of the
present tax rates for those of large incomes. An individual in the $10,000 income
bracket can keep only 68 cents of each dollar of additional income; at $21,000 he
can keep only 50 cents; at $90,000 he can keep but 20 cents. And it should not
be forgotten that these rates also apply to dividend income, even though the
corporation tax rate is double the high point reached in the 1930's, and more
than three times the rate of the early 1930's.

It is probably true that our present tax structure has carried the principles
of progressive income and estate taxation, which are now generally accepted,
to such an extreme as to endanger the very system of profit motives on which
they rest. The effects of these tax policies take time to make themselves ap-
parent, and for a time the economy can live on its accumulated fat. Over a
period of years, however, the effect can only be to erode and wear down the
stock of risk capital, and to impede the flow of new risk capital on which Ameri-
can enterprise has depended in the past for its pioneering, its new ventures, its
new industries, and its ultimate success.

Summear y.-To summarize my point of view:
1. Although continued business readjustments lie ahead, demands on heavy

industry are so great that a business downturn comparable with that of 1920-21
appears unlikely. However, if high employment and economic activity are to be
sustained over a period of several years, business spending for plant and equip-
ment must be encouraged.

2. The experience of the 1930's proves that a policy of low profits, sharply in-
creased wages, higher taxes, and more Government spending does not achieve
high employment and prosperity.

3. Fortunately, there are large accumulated latent demands for business plant
and equipment. Recent scientific and technological progress has opened new
vistas for a high and expanding level of business for a long time to come.

4. In order that these strongly favorable factors can be fully effective, Govern-
ment policies should be directed toward stimulating the incentives and maintain-
ing the ability of business, large and small, to continue programs of plant expan-
sion and modernization.

5. The accumulation of risk capital must be permitted; its investment in busi-
ness enterprise must be encouraged.

6. For the Federal Government, these policies are surely the only effective and
the least expensive means of achieving the aims of the Employment Act of 1946.

The CHAIRMAN. If there is nothing further, we thank you very
much, Mr. Colt.

I am informed that this room has been promised to a housing associa-
tion tomorrow, so the committee will meet at 10 o'clock in the Finance
Committee room, which is room 312, right next door to this room.

(Whereupon, at 3: 30 p. m., the committee adjourned until 10 a. m.
Wednesday, June 25, 1947.)
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The committee met, pursuant to call, in room 312, Senate O f __

Building, at 10 a. in., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, and O'Mahoney;

Representatives Herter, Patman, and Huber.
Also present: Staff members Charles 0. Hardy and Fred E. Ber-

quist, and John W. Lehman, clerk.
The CHAIRMAN. I think you had better go ahead, Mr. Hoffmnanl.

The meeting will come to order. Are you going to summarize th is
statement?

Mt'. HOFFMAN. Yes.
The CSAHINEAN. All right. Go ahead, thej.

STATEMENT OF PAUL G. HOFFMAN, PRESIDENT, STUDEBAKER
CORP., SOUTH BEND, IND. "i

Mr. HOFFMAN. My name is Paul G. Hoffman. In response to your-'. ;
wide-open and somewhat dangerous invitation to express my views'--'
on econo ic .pplicy, I prepared-a written statement which has been,
submitted to you and which, I might add, is mercifully brief. I
hope you will read it.

-My oral testimonoiy will consist solely of quotations of statements
from that document, to which I wish to give particular emphasis.
While the views I hold stenm from discussions with my fellow busi-
nessinen and the economists associated with the Committee for Eco-
nomic Development, I accept sole responsbility for this statement.

First, I would like to emphasize the importance with which we in
CED regard the Work of your committee and the President's Council
of Economic Advisers.

We have ]igli liope that -thei result of your work and that of the
Council will be the development of a coordinated and progressive
program of measures designed to meet the responsibilities of the
Federal Government for a more stable and prosperous society.

I would like to say, Senator, that I sincerely believe that the work
of this joint committee may affect not only our own economy but the
world economy in a most significant manner.

CED defers to no one in the pride we take in the accomplishments
of our American brand of capitalism and ii our determination to help
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preserve and strengthen it. We believe that the best way to fortify.
our system against either frontal or flank attacks is by capitalizing to
the fullest extent on its potentialities for the advancement of all of
our people. We should remember that there are still too many people
whose incomes are low, whose opportunities are limited. We should
also remember that the ultimate test of any economic system is what
it produces for the average man. Therefore, our answer to the critics
of capitalism should not emphasize past accomplishments, but rather
should take the form of a plan of action for so improving the effective-
ness of our system that it will yield ever-increasing opportunities for
more and more of our people. Before we can determine upon that
plan, we should take a long, hard look at our system to find out what
makes it tick-

Senator O'MAHONEY. You say we ought to plan something.
Mr. HOFFMAN. Definitely.
Senator O'MAHONEY. Do you mean a planned economy?
Mir. HOFFMAN. Definitely not.

: enator O'MAHONEY. How are you going to have a plan without
planning?

Mr. HOFFMAN. Sir, if you had had an opportunity to read this doc-
ument before you came in there might have been a partial answer,
but if I might go along I think you will see it.

Senator O'MAHONEY.'I am sorry. I did not have an opportunity
to read it.

Mr. HOFFMAN. Before we can determine upon a plan we should
take a long, hard look at our system to find out what makes it tick,
what has made it strong, what its weaknesses-are, and how they
can be corrected.

In my statement I mention that the first major characteristic of our
economy is its dynamic productiveness, and the second-and this has
been its greatest weakness-is its instability. I indicate why our econ-
omy has been dynamic and why it has been unstable and then outline
briefly how we should go about developing a program aimed at pro-
tbcting and enhancing its dynamic productiveness and moderating its
tendency toward booms and busts.
:,Senator O'MAHoNry. And your problem will be to show us when
it:is a program and not planned, and when it is planned and not a
program.

()Mr. HOFFMAN. That I will be glad to do.
The :CHAIiMAN. I do not object to a planned economy if you do not

regulate it after you plan it. It is more the regulation of the plan. I
:Ilways`)blieve in planning, but how far should the Government
regulate?
:WMl'.qHoFFMAN. We all have to plan. The Governriment has to plan,
business has to plan, we have to plan our individual lives, but there is It
vast difference between planning and a planned economy.

Senator O'MAHONEY. I think we should get that point clear because
there has been so much irresponsible talk about a planned economy,
because many times we do not see the difference between constructive
planning and regimentation.

-Mr. HOFF3XAN. I think that is a very excellent point. and I would
go: right ilong with you, and I think that perhaps picking out and'
determining that difference is one of our biggest tasks.
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* At this point I should like to emphasize particularly that the
dynamism of an economy depends substantially on the extent to which
the potentialities of its citizens are realized, upon how much use is
made of their natural inventiveness and resourcefulness, and upon how
well they work together. We in the United States have outstripped
the world in productiveness because our economic system subjects us
to pressures that have made us, as individuals, work hard, think hard,
and work together quite well. We have worked hard and thought hard
because there have been rich rewards for so doing, and mild penalties
for inaction.

On the question of instability, I want to emphasize the psychological
factors involved. Maintenance of market demand is not only de-
pendent upon the availability of money but also on willingness to
spend. Any program that fails to consider the need for giving indi-
viduals confidence in the continuity.of their income and businessmen
confidence in the prospects for continued profitable operations cannot
be effective.

I also make a point of the fact that while we are seeking for measures
to minimize the instability of our economic system' and thus correct
its weaknesses. we must constantly keep in mind that its strength lies
in its natural lustv vitalitv. That we must not lose. Otherwise, we
may end up with a stabilized poverty so characteristic of the tired,
regimented, Old World economies.

At this point comes the $64 question. What kind of a program can
we get in motion that will provide dynamic stability? The complexi-

-ties of the problem are such that it cannot be solved by magic, by a
simple formula, or by one cure-all. It will take the collective wisdom
of all of us-government, business, labor, agriculture, and the educa-
tors-to help us work our way toward our goal. Nevertheless, com-
plex though the problem is this much is clear-and this I would like
to double underscore-that the fluctuations in the volume of business
stem from activities of men; therefore, if men act more sensibly, the
fluctuations can be moderated. There is no excuse for either violent
booms or busts. The notion that that they are inevitable or unavoid-
able should be utterly rejected.

Now is the time when we should intensify. our efforts to achieve
dynamic stability; we should not wait either for that much-advertised.
recession, or for that big depression which is being so freely predicted
for the early 1950's.

As we examine measures aimed at strengthening our system and
correcting its weaknesses, we must consider particularly how they
affect our citizens as individuals. Our economic system has a respon-
sibility beyond that of efficiently carrying on trade and commerce.
It must add-to rather than subtract from the opportunities for the
individual to make full use of his capabilities and for his maximum
growth and development, socially, intellectually, and spiritually.

In my opinion, as I have previously stated, the maintenance of
dynamic stability is a responsibility shared by all participants in
our economy-jobholders, job seekers, employers, labor leaders,
farm leaiders, and by every one of us jointly through our'local, State,
and Federal Governments. Because of its importance, I shall deal
first with the role of government, especially the Federal Government,
and then with 'the part that businessmen can play in achieving eco-
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nomic progress and stability. The responsibilities of labor groups,
farm groups, and others I shall not develop in detail.

On the subject of employment, I point out in my statement that
Government's role in the economy as a direct employer is and should
be a minor one. A Government guaranty of jobs for all might lead
to state socialism which would wither the independence, the initiative,
and enterprise of the individual which have made this country great.
Nor is it the proper function of government in peacetime to intervene
in competitive pricing, wage negotiations, or production.

The most vital function of Government is to establish conditions
under which private enterprise can operate most effectively. In this
area, it is my opinion that Government should do all it can to vitalize
competition. -

It is a primary responsibility of Government to stamp out practices
that restrict competition; to provide information and assistance that
will improve the quality of decisions by business, particularly small
business; to establish conditions that stimulate inventiveness and the.
assumption of business risks. Business, labor, agriculture, and Gov-
ernment have too often directed their planning against competition for
the protection of special interests. In the last 15 years especially we

have learned by experience that monopoly power in private hands of

either business or labor is dangerous, and that even under Government
supervision it is not safe. We need to plan for competition. The

growth and vitality of our system depends on wide-open opportunity

?or entry of new business and expansion of existing business whenever

production and employment can be increased.
On small business, full opportunity for new and small business. is

especially important.
On Government expenditures: The volume of Government expendi-

tures has a most important bearing on our economy. In my opinion

every possible effort must be made to increase the efficiency of Govern-

ment operations, to economize as carefully as businesses and individ-
uals do in their own affairs, and to avoid unwarranted hand-outs.

We repudiate Government spending for its>oini sake under any
circumstances.

The timing of postponable expenditures for needed public works

and for other essential purposes does, however, offer some opportunity
for moderating booms and busts.

But public works cammot be relied upon solely, or even mainly, to
maintain stability.

In regard to taxation I urge that we work toward stabilized tax

rates. Stabilized tax rates and current collection bring in a high vol-

ume of tax dollars in periods when inflation threatens and a low vol-

ume of tax dollars in periods of depression. Thus, stabilized tax

rates are automatically countercyclical in their influence on the

economy.
There is, of course, a larger section dealing with -taxes.
On the subject of unemployment compensation I also advocate the

extension of unemployment compensation as far as practical to all

workers. Unemployment compensation gives people the confidence
in continuity of income which is so essential to the achievement of
greater stability in our economy.

On the subject of monetary and credit policies, I say there are many
billion-dollar questions, the answers to which are still obscure, but
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it would: seem desirable and possible to reduce the cyclical expansion
anj contraction of money and credit, and even, perhaps, to change it to
a countercyclical pattern.

On the subject of foreign trade: As to foreign trade, I set great store
in the resumption of free trade between nations. I think we should
seek to attain that objective as quickly as possible. It is my opinion
that we must take an active part in the reconstruction of Europe. If
we do nothing and wait for the world to fall apart you can rest assured
that Russia will be there to pick up the pieces. But the greatest
single contribution which the United States can make to world pros-
perity is to remain prosperous ourselves.

As to agriculture, I rely solely on Chester C. Davis, Vice Chairman
of the Researcel and Policy Conmmittee of CED, and in my statement I
quote from his testimony before the Agriculture Committee of the
House of Representatives June 7, 1947. I should like to draw atten-
tion to the fact that one very important point which Mr. Davis makes
is in regard to the interdependence of the various segments of our econ-
omy. "It is impossible to consider agriculture by itself," Mr. Davis
says. "All of our interests- are woven in a tight, complicated, fast-
moving economy."

On the subject of industrial peace, in which, of course, management
has great responsibility, I recall attention to the CED statement
entitled "Collective Bargaining-How To Make It More Effective,"
which -was issued in February of this year. Copies of that state-
ment are available to anyone who wants them.

Now, as to the responsibilities of businessmen I should like to list
the following which I covered in more detail in my prepared state-
ment:

(a). The primary responsibility of a businessman is to operate his
business profitably.

(b) Operating profitably requires constant efforts to increase
efficiency anid'looter costs.

(c) Businessmen must push forward the search for new products
and services.

(d) Businessmen should exercise scientific control of sales
expenditures.
* (e) Every employer should regularize employment to the greatest
extent possible.

(f) Businessmen should avoid unnecessary expansion of inventories
and launching of capital expenditures in boom times.

(g) Businessmen should look to the long run in their pricing
policies.

(h) Participation in a sound program for industrial peace is a
responsibility of employers.

(i) It is the responsibility of every business leader to provide con-
ditions which will encourage the growth and development of those
associated with him.

Next in my statement I discuss short-run measures to cope with
boom or depression. I should like to emphasize the fact that in deal-
ing with the problem our main reliance should be on built-in dynamism
and built-in stability. These should be supplemented by definite per-
manent policies in regard to public works and other deferrable
expenditures and in regard to money and credit.
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Only by adopting these basic measures and policies can we avoid
the need to improvise in emergencies. Such improvising is dan-
gerous. Emergency remedies are likely to be half-baked measures
which fail to work as expected and which hamper rather than help
full recovery and future progress. Only by achieving the maximum
of built-in dynamism and built-in stability can we minimize the need
for reliance on fallible human forecasts.

On measures to restrain further inflation I also call attention to the
measures which CED recommended in its policy statement last fall, a
copy of which is available. There are some seven or eight specific
recommendations.

On measures to counter deflation: In discussing measures to coun-
ter deflation, I state that we should not get the jitters at the first signs
of any slackening in demand. We should be careful also not to
overcorrect.

Above all, we should beware of restrictive policies designed to pro-
tect special groups from the rigors of competition at the expense of
the public.

Government should take the steps I have already indicated in my
discussion of the basic policies required for dynamic stability. In
particular, I refer to the fiscal and monetary policies appropriate in
depression, including easing of restrictions on credit, and the prompt
execution of previously made plans for public works.

In addition, there are certain special measures appropriate to
counter a deflation if it comes in the near future. These include:

1. Reduce tax rates immediately' so that the cash consolidated
budget would be in balance at a high level of employment, if this has
not already been accomplished.

2. Liberalize or eliminate any remaining restrictive controls on pro-
duction, trade, or credit.

3. Accelerate the stock piling of strategic, war materials.
These lists of special measures to combat inflation and to counter

depression are short. They should be short. We cannot protect
our economy by repeated emergency measures.

Beyond the measures which I have discussed there is need for inten-
sive research by Government, educational institutions, and private
groups on problems for which the answers are still obscure. The
shockingly small amount that has been spent on fundamental eco-
nomic research is a national disgrace.

We need not only to encourage economic research but after we get
the facts we must be willing to face them if we hope to achieve our
goals. We must give up trying to use slogans, clich6s, and views
based on prejudice as answers to tough economic questions.

In concluding this testimony I would like to shift from discussing
problems to discussing prospects: In the first instance, the prospects
for achieving stability. In a free economy we can never have abso-
lute stability. However, by adopting appropriate measures of the
type I have discussed we can, I believe, hold 'the swing between the
peaks and valleys to perhaps 15 to 20 percent.

We can live and prosper with that. We cannot live with fluctua-
tions such as that which took place between 1929 and 1932, when
business volume dropped more than 50 percent. Another collapse
of that magnitude might cost us our free economy.
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. Now, as to the prospects for further progress. If through wise
action we can make our economy operate more effectively, the 'real
income of most of our people can be doubled within 25 years. We
can largely realize the age-old dream of abolishing poverty. Most
important of all, on this material foundation we can build conditions
which will provide not only equality of opportunity but certainty of
opportunity for every man woman, and child in this country. i'

The CHAIRMAN. Mr. Hofman, have you any views about the pres-
ent situation, as to whether there are distortions in the present set-up
of wages, prices, or otherwise, which are a threat to the maintenance
of stability?

Mr. HOFFMAN. Yes; I think there are obvious distortions.
Mr. CHAIRMAN. What, in particular?
Mr. HOFFMAN. I think we have distortions in prices. As we all

know, food prices are very high. We have distortions in certain other
price areas. We do not have the balance. that we will have to find
before we achieve-stability.

Six months ago I would have guessed that one of three things might
happen to us in 1947.

First. We might have quite a sharp recession; that was a possibility.
Second. We might have a continued upward swing, continuied

inflation. ,
Third. We might have a shakedown of the economy which would

bring prices in balance.
Today I think that the third alternative has come to pass. In other

words, I think we are in the process of a shake-down.
I believe by the end of the year that while business may be at a

somewhat lower level than it was in the final quarter last year,- we
will be in much better balance. I personally do not believe we are
going to see that sharp recession which so many people predicted.

The CHAIRMAN. Dealing with commodity prices-you said "food'?
but I think probably the same difficulty arises with most commodity
prices, food or otherwise, except perhaps a few that are more or less
held down, perhaps, like copper; but do you see in a list of actions
to restrain further inflation the only thing that seems to effect that,
which would be to limit so many essential exports to foreign countries
except of goods in full, adequate supply? You, of course, feel, there-
fore, that we have to continue the Export Control Act or an export
control policy?

Mr. HOFFMAN. Yes, sir.
The CHAIRMAN. We are faced now apparently with a very short

corn crop and threats of higher prices in corn and products of cornA,
like livestock and meat. Is it your suggestion that that field, there-
fore, be limited more than wheat, where there is plenty of wheat? v

Mr. HOFFMAN. I Would, not consider myself competent in the agri-
cultural field. I always have to ask Mr. Davis about that one.

The CHAIRMAN. Well, what I was wondering is whether if the
prices are too high now and we are faced with higher prices in cer-.
tam fields, do you see anything. else to be done by Government other
than limitation on exports?
* Mr. HOFFMAN. Sir, I have with me Mr. Yntema and Mr. Myers.
Mr. Yntema is director of research for CED, Mr. Myers associate
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director. Mr. Yntema may have some suggestion if it is agreeable
with you to call on him.

The CHAIRMAN. Yes.
Mr. YNTEMIA. One thing that is now happeniiig is the ehdrmous

cash surplus in the Federal Government which, of course, is one of
the strongest defenses against inflation.

There is also the possibility of some restriction in the expansion
of private credit, largely by indirect influence of the central banking
system, an encouraging recognition of the means of checking loans.

The CHAIRMAN. Is there any danger of excessive expansion of pri-
vate credit, of. loans, of bank loans, for instance, first?

Mr. YNTEMA. Well, there has been a large increase in private credit.
It is very hard to say it is excessive. That is,,any increase of private
credit contributes, of course, to expansion, but the question is what the
criterion for excessive would be.

The CHAIRMAN. I do not see any indication that it has reached the
point of any unsound lending or lending that is unsound.

Mr. YNTEMA. Of course, any expansion of credit leads to it.
The CHAIRMAN. What about consumer:sales-on-the installment plann?
Mr. YNTEMA. That, of course, has been increasing rapidlv.
The CHAIRMAN. What would Mr. Hoffman consider to be that?

This regulation W that was testified to, I think Mr. Colt thought it
should be continued. Other bankers apparently disagree with him.

Mr. HOFFMAN. Of course, everyone in the automobile industry thinks
it ought to be abandoned quickly except perhaps myself.

The CHAIRMAN. How do you feel about it?
Mr. HOFFMAN. Well, I don't see why we should loosen up on credits

in the installment field at this time. I think they ought to be main-
tained temporarily.

Senator O'MAHONEY. Why do you think they ought to be main-
tained?
* Mr. HOFFMAN. Because installment credit is a great inflationary
force and this is a period-

Senator O'MAHONEY. Is the fact that the automobile industry is not
in position to produce as much as the market demands a factor, does
that have a bearin a on it?
* Mr. HOFFMAN. It might influence my judgment, Senator. I don't
think so, but it might. I would grant the possibility of that.

Senator O'MAHONEY. Why shouldn't it influence your judgment?
Mr. HOFFMAN. I don't think it should. I think we ought to be able

to make our own judgments on policies of that kind, irrespective of
personal interest.

I think, that the control, regulation W, worked out well during the
war and the postwar period in deferring demand. However, there are
very strong arguments that have been made here against regulation W
because it restricts the ability of people of lower incomes to acquire
durable goods in a period such as the present when they are in
short supply.'

The CHAIRMAN. In the long run it is what it costs you per year. . If
you cannot afford it, you ought not to have it, I suppose.

Mr. HOFFMAN. As I say, I have listened to all the arguments against
temporarily maintaining regulation W and they have not convinced
me. I still believe it unwise for individuals to take on large obliga-
tions now.
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Senator O'MAHONEY. That is a pretty good philosophy, Mr. Chair-
man, if you cannot afford it you shouldn't have it, but it has a double
edge, I think, particularly when we are endeavoring to stabilize the
economy so as to produce mass consumption. If industry were to
be guided by this principle, that only those who can afford to buy,:
who can afford to pay cash should have what industry can produce,
there wouldn't be very much production, would there?

Mr. HOFFMAN. I will have to think that question over. Would you;
mind repeating it, Senator? I didn't get it. i

Senator O'MAA-YoNEY. I say if industry had to depend for its mar-
ket upon those who are able to pay cash there wouldn't be a mass
market for a mass-production industry.

Mr. HOFFMAN. I think that installment credit has been a very
substantial factor in building up the durable-goods industry. The
question is one of how and when credit should be liberalized.

Mr. PATMAN. HoW many products are affected by regulation W
now? About a dozen?

Mr. HOFFMAN. I wouldn't know that, Mr. Patman. I know the.
automobile industry is.

Mr. PATMAN. Jewelry and radios.
Mr. HOFFMAN. Jewelry and radios.
The CHAIRMAN. Of course, it doesn't abolish sales on credit.
Mr. HOFFMAN. That is right.
The CHAIRMAN. It simply regulates the extent to which that credit

may be extended.
Mr. PATMAN. On purchases of $2,000 or less.
Mr. HOFFMAN. I happen to believe that we ought to bring all the

countercyclical influences into play in this credit field for two reasons.
One, I think it puts a check on the economy. Second, I think

history clearly shows that the credits that prove to be unsound are
those accumulated in periods of boom. Credits that you give in
times of depression almost always are good credits. I don't think
we have come anywhere near exhausting what can be done to bring
about countercyclical policies in the field of credit. This would in-
clude installment credit.

The I CHAIRMAN. If you have, say $5,000,000,000 as you view it it
is not inflationary to keep on reducing that.

Mr. HOFFMAN. Right.
The CHAIRMAN. What is inflationary is if you have $5,000,000,000.

and run it up to ten over a short period of time.
Mr. HOFFMAN. That is right.
The CHAIRMAN. That is the danger situation and that is where if

you have in effect a restraint of the character, of regulation W it
would enable you to check that particular expansion.

Mr. HOFFMAN. The social factors also, I think, are important be-
cause if you are issuing credit loosely in times of boom-it is always
a temptation-then the repossessions hit most heavily on those who
can least afford the losses and it is not good for social reasons. In
other words, any policy that leads to any substantial volume of re-
possessions is an unsound policy.

The CHAIRMAN. And, of course, you have the very restraint on the
purchase of stock in the stock market, another credit control.,

Mr., HOFFMAN. Yes.
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*The CHAIRMAN. Besides the general control of bank credit through
the control of reserves and open market policies.

Mr. HOFFMAN. We should also try to encourage the purchase of
Government bonds, E and F bonds, on the part of our employees. I
think that is a very excellent idea.

The CHAIRMAN. Isn't it possible if you run into sharply higher
prices for corn that there are means by which the Government can
divert the demand from corn to other products that are more plenti-
ful? Of course you can if you7 control the export of it. Is there any
other way?
- Mr. HOFFMAN. I would not feel competent to answer that question.
I would say offhand, though, that the law of supply and demand
will come in and people will eat oats if corn is too high, or switch
from cornflakes to oatmeal.

The CHAIRMAN. The price is to a certain extent a regulator in
itself ?

Mr. HOFFMAN. Certainly. I think we overlook the tremendous in-
fluence of prices as a regulator.

The CHAIRMAN. Do you have any questions?
Senator O'MAHONEY. Yes, Mr. Chairman.
First may I say that Mr. Hoffman, I think, has presented a very

excellent and thought-stimulating paper. I think and believe that
the wider the publicity that. your statement and that of the CED
gets the better it will be for all of us. There were several interesting
references which I should like to discuss with the witness. First of
all I noted with a great deal of personal satisfaction your statement
that we need to plan for competition-and that, I take it, means, as
I think you have said, that we ought to eliminate directly the progress
of economic concentration in industry and Government.

Mr. HOFFMAN. That is right.
Senator O'MAHONEY. Now, with that point of view I completely

agree. That was one of the principal recommendations of the old
TNEC, as I think you know.

Mr. HOFFMAN. Yes, sir.
Senator O'MAHONEY. There was a plan but very little has been done

about maintaining competition. What would you do, what do you
recommend to the Congress to plan for competition?

Let me say first, that as you were reading your statement about taxes,
my mind went back to the fact that an analysis of income tax returns
of several years ago showed that about 11/2 percent of all the reporting
corporations owned about 51 percent of the income, which was a tre-
mendous concentration. Now, what are we going to do about compe-
tition and the plan for competition?

Mr. HOFFMAN. In the first place, Senator, I consider you one of the
world's great experts in this field.
. Senator O'MAHoNEY. That is covering a lot of territory. This is
not an agricultural committee, so leave the butter out.

Mr. HOFFMAN. I am speaking very truthfully when I say that. You
are in Government and anything that I offer in the way of advice is
probably superficial. However, as you have invited comment it has
never seemed to me that there was any particular order of planning
in the way Government proceeded in the antitrust field. It has been
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hit and miss, and in industry there has been quite a little suspicion
that the hitting is not always for the purpose of preventing monopoly.

I think one of the first things needed is a very well-ordered program
which has the approval of the top people in Government and which
therefore can have continuity.

Senator O'MAHONEY. I am with you when you say that because
obviously the antitrust law depends for its execution, for enforcement
of the act and enforcement of its provisions depends upon two factors:

First, the willingness of Congress to appropriate the money that
will enable the Department of Justice to make the investigations which
are necessary; and, second, the will of the Attorney General who hap-
pens to be in power to pursue, to use your word, a dynamic policy. I
agree with you that we should adopt., if we can, a preventive policy.
Our trouble is to find out what that preventive policy is.

One of the recommendations of the TNEC was that we should amend
the old Clayton Act by closing the loophole which appeared in that
act when the Supreme Court by a 5-to-4 decision on two or three occa-
sions held that that law did not prohibit mergers of competing con-
cerns by the purchase of the assets of the concern, though it did
prohibit merger by the purchase of stock.

Mr. HOFFMAN. 'Well, I can only repeat that looking in from the out-
side as a businessman, and I am not speaking now in any capacity
other than in my own individual capacity, as long as I can remember,
it seems to me that the administration of the antitrust laws have been
capricious rather than orderly or dynamic.

Senator O'MAHONEY. That is right. I think there is no doubt it.
Mr. HOFFMAN. Furthermore, there has been no clear understanding

by business as to what constitutes monopoly.
Senator O'MAHONEY. I think it is proper to say here, if the chairman

will permit me, that under the Presidency of his father there was a
very active prosecution of the antitrust laws, and I think that Presi-
dent Taft did not receive the credit that he deserved for what he did
in that field. Nevertheless, it is sometimes active and sometimes ex-
tremely inactive.

Mr. HOFFMAN. The only word I know for it, as I have already stated,
is"capricious," and I think the remedy is obvious. And the responsi-
bility rests with government. Action is needed because capitalism
without competition does not serve the people well.

Senator O'MAIONEY. You want this committee and the Congress
and the reporters here to understand that you stand forthright for
maintenance of competition and against monopoly in industry and
in government?

Mr. HOFFMAN. I have been trained in competition, sir, in the auto-
mobile business. There is no monopoly there that I know about.

Senator O'MAHONEY. But the answer is "Yes," is that right?.
Mr. HOFFMAN. The answer is "Yes."
Senator O'MAI-IONEY. I just want to get that into the papers if I can.
Mr. HOFFMAN. May I add this, that I think one of the problems we

have to deal with is to make certain-and this, I think, gets into the
tax question very quickly-is to make certain that there is an excellent
opportunity to go into business and to grow in business.

We do not want to spend too much time on this point, but it has
been difficult to stay in business not alone because of monopoly, but
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because of other factors that bear down heavily on little businesses that
want to grow big.

Senator O'MAIIONEY. Mr. Colt testified yesterday that in his opin-
ion prices of agricultural commodities since 1939 have risen about 180
percent, whereas prices of industrial products had risen only 62 per-
cent. Would you assist in determining what the explanation of that
disparity might be? Is it your experience that there is that disparity?

Mr. HOFFM3AN. Yes; I think you get the answer in the fact that in
the durable-goods field you do have what is called administered prices.

In the agricultural field prices are determined in the main by supply
and demand at the moment. Sometimes they work favorably for agri-
culture, sometimes unfavorably. In the durable-goods industry we
have the opportunity to decide whether we want to make the long
profit for a short time or perhaps make a short profit for a long time.

Senator O'MAuoNEY. When you have administered prices you have
a system of price planning, do you not?

Mr. HOFFMAN. You make the plan, but you also have to compete:
In other words, the answer to your question today is yes; today al-
most any automobile company can determine for itself what it wants
to ask for its product and within reason get tliat price, but in normal
times the discretionary area for prices is very restricted. It is usually
within a very, very narrow range.

Senator O'MA-oNEY. *Who determines the range that is within
reason?

Mr. HOFFMAN. The general public through competition.
Senator O'MAHoNEY. And how does the automobile industry as a

whole come to the conclusion that prices should be held to certain
levels?

Mr. HOFFMAN. As an industry there is no industry action, I can
assure you of that.

Senator O'MA1oNEY. There is no representative of the Department
of Justice here.

Mr. HOFFMAN. No.
Senator O'MAHONEY. And-I don't think there is any official cogni-

zance being taken of what is said in this meeting.
Mr. HOFFMAN. In our industry there are no discussions between

companies. That is a decision that each company makes.
I don't want to name companies, but today there are some that are

charging pretty high prices for their products and they have that
option because in this sellers' market the range for discretion is several
hundred dollars-but normally the range is perhaps $50. We may
decide we can sell this car for $50 more or that much less, but that
is as far as one dare go.

Senator O'MAHONEY. It is a fact, is it not, that the motor industry
as a whole is guided, with respect to price and distribution, by the
principle that prices should be held within reason so that in the long
term there would be stabilization for years to come?

Mr. HOFFMAN. The automobile industry was investigated by the
Federal Trade Commission in 1937 and they found that the average
profit per car was $27 and quit investigating us.

Senator O'MAHONEY. I am not trying to determine what your price
was or whether you should be investigated, Mr. Hoffman. I am
merely trying to develop the basic facts because it impresses me from
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what has been said here, and from private conversations, that in the
motor industry you have a degree of administered prices.

Mr. HoFFMrAN. That is right.
Senator O'MAHONEY. And you also have a quota system whereby

the cars are distributed to your dealers upon some previous base record.
Isn't that correct?

Mr. HOFFMAN. You mean now?
Senator OWAHoWEY. Yes.
Mr. HOFFMAN. Yes; that is right.
Senator O'MAHONEY. That is right. In other words, there is a

shortage in the motor industry as a whole and I grant you that the
motor industry is a reasonably competitive industry, I think it has
been a very competitive industry. But in motor industry you have
in effect a price ceiling on cars and you have a quota system, isn't that
right?

Mr. HOFFMAN. Yes, we have and I do not quite see the relationship
between the two. -I think we have an abnormal situation today where
we have to allocate rather than sell cars to our dealers.

Senator O'MAiONEY. Of course, it is only in abnormal situations, I
suppose, that such a thing can be done.

Mr. HOFFMAN. That is righit.
Seihator O'MALHONY-1Y. But it was only in an abnormal situation that

the country imposed controls of various kinds during the war.
Mr. HOFFMAN. That is right.
Senator O'MAHONEY. And now one of the questions that confronts

us is to what extent the war controls shall be maintained. Congress
has just passed a rent bill, some people have called it a rent-decontrol
bill, but that is just sparring for words you understand. And we are
talkina about 'cntrolling exports; there is a very strong feeling, for
exampl, that the business corporation which deals in oil should not
be free to sell that oil wherever it pleases in the world but should be
compelled by the Government not to sell it. That is regimentation,
isn't it?

Mr. HOFFMAN. It certainly 'is control.
Senator O'MAHOdEY. It is not at all unlikely that this Congress may

express its opinion by imposing a rather severe control upon exports,
so our problem is to determine how much these controls should be and
where they should be exercised and why. Have you any expression of
opinion upon that?

Mr' HOFFMAN. Of course, we have been under export control up to
now.

Senator O'MAloxNFY. Surely.
Mrl. HOFFMAN. We are allowed to export the same percentage of our

output that we were exporting in the prewar years and so I do not
know whether your question is aimed at perhaps a tightening of those
controls. It is not clear in my mind. *

Senator O'MAHONEY. I ami not asking you with any purpose in
mind to prove anything, Mr. Hdffman.

Mr. HOFMFAiAN. I just don't know.
The CHAIRMAN. The necessity arises because we are freely distribut-

ing dollars of credit and gifts and in every other way to the whole
world, so freely that we have at least to tell them what they can take
with those dollars.
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Senator O'MAHONEY. That is right.
The CHAIRMAN. That is the reason for the necessity of the con-

tinued controls I think.
Senator O'MAHONEY. We are giving them our goods and we are

paying for them ourselves out of our debts. But my questions were
suggested because of the statement in your recommendations:

Liberalize or eliminate any remaining restrictive controls on production, trade,
or credit.

The CHAIRMAN. That is only in case of depression.
Mr. HOFFMAN. That is in case of deflation.
The CHAIRMAN. That is in case of deflation.
Senator O'MAHONEY. That is right. And you do not want it under'

the circumstances that we now have?
Mr. HOFFMAN. I would say if EWe had deflation the question of

liberalizing those controls should come up. In other words, if we had
a surplus capacity and inflation was not threatening us and there was
tin export demand, I would like to see those controls eliminated or
liberalized. I frankly would like to see the restoration of a free
international market at the earliest moment. I do not think it is
practical now.

Senator O'MAHONEY. I was going to ask you some questions about
the relationship between a free market and management in connection
with the comparison that was made by Mr. Colt of agricultural prices
and industrial prices.

I noticed all through your paper when you refer to business you
refer to business in the individual line-businessmen should not do
this and businessmen should not do 'that.

Isn't it true that the: characteristic businesses of our time are run
by managers rather than the owners? In other words, management
speaks for stockholders who are themselves the owners but who do not
run the great businesses of the country?

Mr. HOFFMAN. Of course, a large segment does, Senator. However,
I think that there are something like 3,600,000 ~businesses.in this
country. About 3,300,000 of these are small businesses that are run by
proprietors. They include all of the trades and services and some
manufacturing, and I do think that there is much that that group can
contribute. They provide 45 percent of the employment in this coun-
try.

Senator O'MAUONEY. I have in mind a very instructive pamphlet
that was issued by the CED shortly after your operations began, which
pointed out that while there are a great number of businesses in the
country a very small fraction of the, number account for most of the
employment. 'You recall the statistics? I do not have them in mind
at the present time.

Mr. HOFFMAN. About 55 percent of the employment is in the hands
of the larger concerns but that includes all concerns with 50 employees
and up. In other words, it is quite true that management does employ
and those managed enterprises do provide a very substantial percent-
age of our employment.

Senator O'MAHONEY. What I am leading up to is this: Do you' or
do you not believe that the fundamental task of our society and of
government is to find a method of adjusting the managed business
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with the individual business? Now, you spoke a moment ago of the
difficulty of the little businessman to stay in business.

Mr. HOFFMAN. That is right.
Senator O'MAHONEY. There are plenty of opportunities to start a

business but it is with difficulty that he can stay in business.
Do you think that it is the difficulty of competing with the large

managerial concerns that constitutes the biggest impediment? -

Mr. HOFFMAN. Well, that is a two-way street. I think in some cases,
of course, the smaller businessman when he starts out, if he is in an
industry such as nmanufacturing in which capital investment plays a
very large part, is at a disadvantage with the established businesses
and has a tough uphill battle.

But big business creates opportunities for and is dependent upon
small business. We are a very small firm compared with General
Motors, Chrysler, and Ford. But we have over 400 suppliers who are
more or less small businessmen. We have throughout the world
perhaps 5,000 dealers, small businessmen; so there is an interdepen-
dence between the smaller units and the bigger units. As a whole the
automobile business has created opportunities for tens of thousands of
small businessmen.

Even though big business has created opportunities for small busi-
ness, it is a fact that smaller enterprises face certain problems that
should be recognized and met.

One of those is, quite obviously, that of getting equity capital, even
though management has proven its competence. A small businessman,
even if he is a great success, has a very tough time getting it on reasjoner
able terms.i

Senator O'MA1ONEY. Do you think we ought to give some attention
to that in the tax laws by imposing a more reasonable tax rate uponi
profits which are derived from the investment of equity capital in in-
dependent competitive businesses?

Mr. HOFFMAN. Well, I think you would have a problem of adminis-
tration thei if you had a situation of that kind.

Senator O'MWAIONEY. I am speaking of the principle.
Mr. HOFFMAN. I think the greatest problem that the small business-

man faces is this: The general public concept is that business and'in-
dustry pay taxes. Strong, established business does not. It passes
them on to the public. But new, small business often does not do so.
It fails to include this tax as a part of cost and wakes up to find a hi'ghl
percentage of the earnings counted upon to provide capital for expan-
sion owed to the Government. I personally doubt if. we would haVe 'a
free economy today if we had had a 38-percent tax on busin'ess durng
the past 50 years. j!,',

Senator O'MAAHONEY. On that basis let us assume that we reduced
taxes right across the board, would that change the relative position
of the little fellow trying to grow bigger?

Mr. HOFFMAN. Oh, sure.
Senator O'MAI-ToNEY. The big man gets the same benefit, too?
Mr. HOFFMAN. He does not get the same benefit.
Senator O'MAIrONEY. Let us take a specific case. I won't ask you

to answer this question, but when Kaiser and Frazer were trying to get
into the automobile business and a man by the name of Tucker, too-
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do you suppose the reduction of taxes without any variation, to favor
investment in new, independent enterprises-

Mr. HOFFMAAIN. It would not help him a bit.
Senator O'MAnONEY. It would not help him a bit?
Mr. HOFFMIAN. Not a bit. They are not making any profits.
Senator O'MAIONEY. That illustrates the difficulty of getting into

any business field at the present time, doesn't it? Mr. Sulzberger of
the New York Times was quoted the other day as saying that anybody
can go to New York and start a. newspaper in competition with the
New York Times, but I think it would be a little bit difficult, wouldn't
it?

Mr. HOFFMAN. Yes; it is difficult to break into the automobile busi-
ness, and I know all about those difficulties and how they affect our cost
because certainly, Senator, we have tried to break in. It can be done
but a situation of that kind on taxes doesn't enter into it to any extent
because you have got to first make some profits.

Senator O'AIAHONEY. Well, you do agree that in the first place we
should plan to maintain competition?

Mr. HOFTAIAN. Definitely.
Senator O'MAHoNEY. And, in the second place, we ought to revise

our tax laws so as to encourage the opportunity for investment of
equity capital.

Mr. HOFFMAN. Right.
Senator O'MAIIONEY. How that will be done is ainother question.

;.Mr. HOFFMAN. The question of method I would not be prepared to
pass on.

Senator O'MAHONEY. There was another point here that I marked
;as you were going through. On the bottom of page 5 of your oi igiial
statement you said:
; While we are seeking for measures to minimize the instability of our economic
system, and thus correct its weaknesses, we must constantly keep in mind that
its strength lies in its natural lusty vitality.. That we must not lose. Other-
wise, we may end up wih a stabilized poverty so characteristic of the tired, regi-
mented Old World economies.

W~ould you amplify your thought about this lustv vitalitv?
Mr. HOFFMAN. Sure. I think that there have been in the past mneas-

ilycs passed that perhaps might have given us greater stability but
would have resulted in just .the situation I describe here, and I will
put first in the list the NRA.

The NRA was a very appealing program to many people because
it brought the Government into the picture controlling competition.;
it controlled production, controlled prices, but the end result .of the
operation of the NRA would have been nothing other than a regi-
mented socialistic economy. Similarly, it is just as dangerous for the
Government to step in here and say, "It is a nice idea for everybody
to have a job at high wages; therefore, the.Government will guarantee
everybody a job at high wages." Such a guaranty might also lead to
national sodialismn.

Senator O'MAHONE.Y. I agree wjth you.
Mr. HOIFM3AN. As we try to get these measures which will bring on

stability we have got to recognize that we don't want stability at the
price of vitality. The English system is a perfect example of a sys-
tem that was stabilized through cartels,'through deals between manage-
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ment and labor, and it ended up so anemic that it served the people
so ill that they tossed it out.

Senator O'MAHONEY. You anticipated my very next question,. and I
ai glad you pointed that out. The NRA, as<J see it-and I wonder

you will agree with me-operated on the theory of industrial self-
govenurnment for the purpose of eliminating chiselers and others who
made it a little bit more diflicult for the groups to get what they thought
they ought to get out of industry; isn't that right?

Mr. HOFFMirAN. It would make a nice soft life for business.
Senator O'MAHONEY. You don't believe in it?
Mr. HOFFMAN. I don't believe in it.
Senator O MAHONEY. You don't believe, then. in the controlled

economy by a private association incorporated by government?
Mr. HOFFMIAN. Less. If I had to choose between the two I will

take the Government. I do not want either.
Senator O'MAHONEY. You want to recommend to Congress first

that we take such steps as may be necessary, difficult thou gh they- may
be. to maintain a free competitive enterprise, but if that cannot be
donie you would prefer to have the Government?

Mr. HOFFMAN. No; don't put that in. I do not prefer that except,
as I say, the last resort.

Senator O'MAHONEY. That is what I mean.
Mr. HOFFMAN. I don't want to be quoted as wanting any truck with

that at 11l.
Senator O'MAHONEY. I was just trying to repeat what you said.
Mr. HOFFMAN. You asked me if I preferred it and I said no, I do

not.
Senator O'MAIIONEY. I say if the other cannot be achieved.
Mr. HOI FMAN. Yes, that is right.
Senator O'MAT-IONEY. Is that right?
Mr. HOFFMAN. The other can be achieved, though.
Senator O'MAHONEY. Well, I hope so and agree with you that we

ought to work for it. Are there any other questions?
Mr. HElRTER. Might I ask one question?
Senator O'MAHONEY. Yes.
Ml. HEMTER. Assuming that the cost of food is a very vital factor

in connection with any stabilization program of the country, that
works directly into labor costs and the possibilities of an inflationary
spiral if we have- shortages. Assuming again that this country is
going to have to continue and perhaps accelerate a European program,
would you favor maintaiiiing a completely free market for agricul-
tural products with which your dollars could compete on an even
basis, or would you favor the same sort of control system and
allocation?

Mr. HOFFMAN. I do not want to duck any question I feel competent
-to anlswer, but I ami not an agriculturial economist and I feel way out of
my field when I try to answver that. As I say, when I get difficult
questions in that field I call on Chester Davis and then I give his
answers and I appear to be very wise, but I do not have any knowledge
that gives me the right to answer that question.
. Mr. HERTER. There is a question as to whether we might not run
into some cross-current. of Government control when we run into a
temporary situation.

65210-47-pt. 1 6
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Mr. HOFFMAN. That is always possible, and every increase in food
prices I think constitutes a very real threat because it so directly
enters into the cost of living. Employees in turn demand higher
wages without higher productivity, and to meet higher prices, and
then we are back in the spiral again. -

Senator O'MAHONEY. Congressman Patman?
Air. PATMAN. I would like to ask a few questions.
Mr. Hoffman, your statement is very interesting, and I agree with

Senator O'Mahoney that it is stimulating. The question comes up
here all the time about farm prices and industrial prices. The state-
ment was made a little while ago that agricultural prices have increased
180 percent over the normal period prior to the war, and industrial
prices have increased only 62 percent.

Don't you think that that is due to the fact that agricultural prices
were so low during that period, were abnormally low, too low, and
that although there are distortions in farm prices, yet we have got to
have good farm prices in order to have other good prices, and we cannot
pay our heavy national debt unless we have good prices and good
wages; wouldn't you agree to that?

Mr. HOFFMAN. Yes. I just got through saying to Congressman
Herter that I do not feel ally competency at all in this agricultural
field. T'lherefore, I would not want to express criticism of the prices
because I don't know anything about it. I do know that farm prices
are often too high and often too low. That is very marked.

Mr. PATMAN. Which ones are they?
Mr. HOFFMAN. I mean to say the swing. They swing much more

violently than industrial prices. So when he said they were above
industrial prices I do not feel that there was any criticism which he
directed at the farm prices because they were at times lower, com-
paratively, than industrial prices. I think that someone more com-
petent than I would have to answer that.

Senator O'MAI-oNEY. May I interrupt you, Mr. Hoffman? I under-
stand Mr. O'Neal, the nixt witiess, is in the room. Won't .yoqiucome
forward, Mr. O)'Neal? They are beginning to talk about agriculture,
so I think you ought to be within easy earshot.

Mr. O'NEAL. Thank you. Whenever you talk about agriculture
I can hear it even way in the back.

Senator O'MAHONEY. Even when it is a whisper?
Mr. O'NEAL. Yes.
Mr. PATMAN. Take, for instance, Mr. Hoffman, you have an auto-

mobile.. I presume it sells around $1,600?
Mr. HOFFMAN. Yes, sir.
Mr. PATMAN. Can't you say this, that the farmer, should pay more

than 800 bushels of corn for that automobile'? You doli't kfiow,-;dd
you?

Mr. HOFFMAN. I don't know.
Mr. PATM AN. And you don't know whether 10 bales of cotton would

be too much for a farmer to pay?
Mr. HOFFMAN. No.
Mr. PATMAN. The farmer, of course, has suffered a great deal. I

presume they are enjoying the greatest prosperity now that they have
ever enjoyed and I would certainly hate to see them go into a tailspin
and into a depression on prices. In fact, I don't think, you see, that
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the economy of the Nation would be helped if he, too, would be harmed.
In other words, if we were able to reduce prices 50 percent over the
Nation on everything we would never be able to settle the national
debt, would we? When we have to pay that much and we are consid-
ering prices, we ought to consider that debt, too, or we will never be
able to pay that huge debt, unless we have good.prices and good wages.
You agree to that?.

Mr. HOFFMAN. I agree with that.
Mr. PATMrAN. Since Mr. O'Neal is coming on next, Mr. Chairman, I

don't believe I care to pursue that line of questioning further.
Senator O'MAHoNEY. Any other.questions?
Mr. HuBFR. I have one question, Mr. Chairman.
In view of the fact that most any manufacturer could have sold. a

revamped old car, a plain running old-line car, why did Studebaker
go to the expense of bringing out this modern car?

Mr. HOFFMAN. I will be very glad to do a little advertising. Well,'
I will tell you exactly why we took that chance. Whenever you come
out with a car that has new styling you are gambling. We decided
that the time to gamble was when the market was so strong that even
though the public did not like the style we could still sell all we built.
On the other hand, if we happened to hit the jackpot, which we did,
then we would have established a position as style leaders with the
public that -will stay with us and that will help sell our cars when we
have a different market.

Mr. HuBER. I was just thinking that it was being sent out because,
as you said, they will buy anything, but I think you ought to be com-
mended for it.

Mr. HOFMAN. As far as I know all automobile people are building
good cars. We took the gamble as a business gamble, because we need
the spotlight more than General Motors, Ford, or Chrysler. We are
offering anew car, we are trying to grow big and therefore we took the
gamble.

Mr. HTuBER. Competition is the life of trade.
Senator O'MAHONEY. Mr. Hoff man, I know the chairman of the com-

mittee, who was called to the long-distance telephone, would feel, as
I do, that you have rendered a substantial contribution to this com-
mittee. They are very grateful for your appearance. Perhaps at
some future time we may call you back again.

Mr. HOFFMAN. May I just say one final word?
Senator O'MAHONEY. So word before a Senate committee is final.
Mr. HOFFMAN. Well, I hope that the committee will give thought

to this possibility, which I think is pretty real: I believe if we all do
act sensibly that we can reduce future swings in business activity to
15 or 20,percent as against somewhere around 50 percent as in the past,
which would ruin us. And I am glad this committee is working
because this is the time to find the measures and appraise them and
learn how to apply them, instead of doing a fire-fighting job 5 years
from now or 4 years from now that won't work.

Senator O'MATIONEY. I am glad that you made that final state-
ment, Mr. Hoffman, because it permits me to recall one of your best
lines here today, namely, that this matter is not impossible and we
should not act as thoughit were.

Mr. HOFFMAN. Thank you very much.
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Senator O'MAHONEY. Mr. Hoffman, you may remain and question
Mr. O'Neal if you like.

Mr. HOFFMAN. He has all the answers.
(Statement of Paul G. Hoffman before the Joint Committee on the

Economic Report:)

For the record, I am Paul G. Hoffman, president of the Studebaker Corp. and
chairman of the board of trustees, Coimnitte for Economic Development. I am
appearing at the request of the chairman of your committee on the question
of developing gdovernmental policy to prevent or alleviate economic depres-
sions. What I shall say stems in large part from discussions with the busi-
nessmnen and economists associated with the research and policy committee of
the Committe for Economic Development, but, unless otherwise stated, I accept
sole responsibility for the ideas which I shall present.

The CED Research and Policy Committee is a group of businessmen selected
by the trustees of CED and formed for study of the problem of maintaining
a high level of productive employment within a free economy in this country.
A list of the members of. the committee is attached to this statement. We
work with an advisory board of economists and other social scientists, and
with a staff of specialists in various fields of economics.

During the 4 years of its work, the committee has had prepared and pub-
lished nearly a dozen research studies bearing on various aspects of its special
problem. Additional studies are in process. Under the CED bylaws, the au-
thors of these studies are free to state their own views and the report, when
published, is the sole responsibility of the author.

The committee of businessmen also prepare and publish, from time to time.
statements of national policy in which they present their own recommendations
for action which will contribute to sustained employment and production in an
economy of freedom. Twelve such statements have thus far been issued and
others are in process. I have drawn extensively front these statements in pre-
paring my testimony. One such statement, "Toward More Production, More
Jobs, and Mfore Freedom", is, I believe, of particular interest in connection with
the work of your committee and I have asked that copies be distributed to you.
I shall be pleased to supply copies of the other policy statements and the research
studies if you wish them.

Before going further with my statement, I wish to say that CED attaches
great importance to the work of your conimittee and the President's Council of
Economic Advisers. In the fall of 1945, we pointed out the urgent need for
both bodies and recommended their immediate creation. We have high hope
that the result of your work and that of the Council will be the development of
a coordinated and progressive program of measures designed to meet the respon-
sibilities of the Federal Government for a more stable and prosperous society.
. CED defers to no one in the gratification we take in the accomplishments of
our American brand of capitalism and in our determination to help preserve
aind strengthen it. We believe that the best way to fortify our system against
either frontal or flank attacks is by capitalizing to the fullest exent on its
potentialities for the advancement of all of our people. We should remember
that there are still too many people whose incomes are low, whose opportunities
are limited. We should also remember that the ultimate test of any economic

system is what it produces for the average man. Therefore, our answer to
the critics of capitalism should not emphasize past accomplishments, but rather
should take the form of a plan of action for so improving the effectiveness 'of
our system that it will yield ever-increasing opportunities for more and more of
our people. Before we can determine upon that plan, we should take a. long
hard look at our system to find out what makes it tick, what has made it strong,
what its weaknesses are, and how they can be corrected.

The first major characteristic of our economy is its dynamic productiveness.
Since the turn of the century one great invention after another-the automobile,
the radio, the airplane, and numerous others-has given a start to new industries
which have grown into giants. We have perfected the techniques of mass pro-
duction, streamlined distribution, and modernized our mmerchandising. We have
seen the income of the average American family doubled, and for the second
time in a generation the dynamism and high productivity of American industty
have proved a decisive factor in winning a world war.

The second major characteristic of our economy-and this has been its greatest
weakness-is its instability. During the past 100 years there have been no less
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than 26 business depressions, culminating in the boom of the 1920's and the bust
of the 1930's.

I propose to give you my ideas as to why our economy has been dynamic and
why it has been unstable, then to outline briefly how we should go about develop-
ing a program aimed at protecting and enhancing its dynamic productiveness
and moderating its tendency toward bosoms and busts.

Assuming adequate natural resources, the dynamism of an economy will de-
pend substantially on the extent to which the potentialities of its citizens are
realized, upon how much use is made of their natural inventiveness and resource-
fulness, and upon how well they work together. We in the United States have
outstripped the world in productiveness because our economic system subjects us
to pressures that have made us, as individuals, work hard, think hard, and
work together quite well. We have worked hard and thought hard because
there have been rich rewards for so doing, and mild penalties for inaction.

Next, let us consider the question of why our economy has been unstable. The
answer is simple. Instability in our economy results froni instability in effective
market demand. But the answer to why market demand is unstable is not
simple. It is very complex indeed. Market demand for goods and services is,
of course, made up of the combined demands of individual customers, business
firms, and the Government. At any given time market demand depends upon
(1) how much cash or credit is available to customers, businessmen, and the
Government; and (2) how much of that cash or the proceeds of that credit they
are willing to spend for goods or invest in business assets.

That is clear enough, but involved in the determination of how .much cash
and credit is available to customers and business firms are such matters as tax
policies, credit policies, and the status of international trade. Involved in the
determination of how much cash and credit is available to the Federal Govern-
ment are decisions of the executive branch and of the Congress.

Complex as are the problems inthe matter of availability of cash and credit,
they are nothing as compared with those which determine the willingness of
customers and businessmen to spend and invest. Here we run directly into
psychological factors. Individual customers quite often have enough cash or
credit to keep market demand stable but are not willing to spend this cash or
credit. Paradoxically, this question of willingness of customers to spend be-
comes a more significant factor with every increase in our standard of living.
If most .of us are just barely able to earn a minimum living, we will have little
choice as to what we buy or when we buy it. Our money will go for food,
clothing, and shelter that: we have to have regularly. On the other hand, the
more money we have beyond what we must use for basic needs, the more chance
we have to choose what we buy and the larger the number of purchases which
we can postpone-and often do, though we have money in the bank.

What is true of the individual buyer is even more true of business. Business
can' postpone its purchases even more easily than individuals. Modern competi-
tion makes business put more and more of its money into capital goods-buildings
and machinery, office and store equipment, and inventories-to make possible low-
cost production and to provide the values and services which buyers demand.
If businesses do not make such purchases, the savings of both individuals and
businesses cannot find their way into the stream of active, creative capital. But
businessmen will make investments in such capital goods only if there is promise
of a reasonable profit. These purchases are postponable. When chances of profit
are dreary, they are often put off even though ample cash reserves are on hand.

The availability of cash and credit, and the confilence in the future which
produces willingness to spend or invest, essential as these are, are not all that
is needed. We need also effective competition to assure that an increase in
demand will bring about increased production rather than higher prices. Unless
businessmen are in a position freely to start new enterprises or expand the out-
put of existing business, and unless workers are able to shift freely to new
jobs, increased market demand for goods may give us inflation, rather than in-
creased ellmployment.

It is against the background of these various factors that we must develop a
program to moderate economic fluctuations. The program must recognize, of
course, the necessity of maintaining adequate purchasing power, but it must
also take into full account the importance of giving individuals confidence in the
continuity of their incomes, or giving businessmen confidence in the prospects for
continued profitable operations, and of creating the conditions of competitive op-
portunity which channel market demand into more production rather than higher
prices.
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While we are seeking for measures to minimize the instability of our economic

system and thus correct its weaknesses, we must constantly keep in mind that

its strength lies in its natural lusty vitality. That we must not lose. Otherwise,

we may end up with a stabilized poverty so characteristic of the tired; regi-
mented, old-world economies.

Now comes the $64 question. What kind of a program can we get in motion

that will provide dynamic stability? The complexities of the problem are such

that it cannot be solved by magic, by a simple formula, or by one cure-all. It

wi take the collective wisdom of all of us-Government, business, labor, agri-

culture, and the educators-to help us work our way toward our goal. Never-

theless, complex though the problem is this much is clear: That the fluctuations

in the volume of business stem from activities of men; therefore, if men act more

sensibly, the fluctuations can be moderated. There is no excuse for either violent

booms or busts. The notion that they are inevitable or unavoidable should be
utterly rejected.

Now is the time when we should intensify our efforts to achieve dynamic

stability; we should not wait either for that much advertised recession, or for

that big depression which is being so freely predicted for the early 1950's. We

should, in the first instance, put into operation those measures the soundness of

which is not subject to question, and, second, wve should intensify our study of

those proposals which are appealing but which have not been adequately tested.
There are a surprising number of measures which practically all thinking men

approve and which only need to be put into action.
As we examine measures aimed at increasing the effective functioning of our

economic system, we must consider particularly how they affect our citizens as

individuals. Our economic system has a responsibility beyond that of efficiently
carrying on trade and commerce. It must add to rather than subtract from the

opportunities for the individual to make full use of his capabilities and for his
maximum growth and development-socially, intellectually, and spiritually.

BASIC POLICIES FOR DYNAMIC' STABILITY

The maintenance of dynamic stability is a responsibility shared by all par-
ticipants in our economy-job holders, job seekers, employers, labor leaders, farm
leaders, and by every one of us jointly through our local, State, and Federal gov-
ernments. Because of its importance, I shall deal first with the role of govern-
ment, especially the Federal Government and then with the part that businessmen
can play in achieving economic progress and stability. The responsibilities of
labor groups, farm groups, and others I shall not develop in detail.

1. Responsibilities of government.-The whole people acting through their
government, and particularly their Federal Government, have crucial responsi-
bilities for promoting and maintaining a dynamic economy with high employment.
What the government does is important. What the government refrains from
doing is almost equally important. There is urgent need to clarify the role of
the Government in our economy so that businessmen can plan with reasonable
certainty as to the risks to be encountered.

Government's role in the economy as a direct employer is and should be a minor
one. Public employment is neither an adequate nor a desirable method of
achieving stability. A government guaranty of "jobs for -all" might lead to
state socialism which would wither the independence, the initiative, and enter-
prise of the individual which have made this country great. Nor is it the proper
function of government in peacetime to intervene in competitive pricing, wage
negotiations, or production. Such interference is too liable to domination by
special interests, and is likely to impede the efficient-use of resources for maximum
production.

The most vital function of government is to establish conditions under which
private enterprise can operate most effectively. It must foster competitive
production and trade, and check monopoly power; it must conduct its own
operations, including taxation, in a pattern conducive to dynamic stability; it
must maintain the integrity of the dollar and-stability in the supply of money
and credit.

(a) Vitalizing competition: It is a primary responsibility of government to

stamp out practices that restrict competition; to provide information and assist-

ance that will improve the quality of decisions by business, particularly small
business; to establish conditions that stimulate inventiveness and the assumption
of business risks. Business, labor, agriculture, and government have too often

directed their planning against competition for the protection of special interests.
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In the last 15 years especially we have learned by experience that monopoly
power in private hands of either business or labor is dangerous, and that even
under government supervision it is not safe. We need to plan for competition.
WVe need thorough study, of how competition actually functions and fails to func-
tion, what it can and cannot do to mitigate depression. Out of such tnvestiga-
tion could come realistic policies for extending the area of effective competition
and for promoting stability in ways that will encourage competition, not restrain
or extinguish it. The growth and vitality of our system depends on wide-open
opportunity for entry of new business and expansion of existing business when-
ever production and employment can be increased.

(b) Small business: Full opportunity for new and small business is especially
Important. Small businesses provide a multitude of laboratories for new ideas
and new products; they promote flexibility and competition in the economy;
they are among the most effective means for developing the full talents of.indi-
viduals. Government has a responsibility for breaking down monopolistic bar-
riers to the entry and growth of small business, for removing the bias in the tax
system against risk taking, for reducing the heavy tax drain on earnings needed
to plow back for expansion, and finally for fostering the development of a better
supply of risk capital.

(c) Government expenditures, including public works: Federal expenditures
now amount to 20 percent of the national income. All government expenditures,
including State and local, are more than 25 percent of the national income.
Obyiously every possible effort mustbetmade-to increase -the-efficiency of govern-
mnent operations, to economize as carefully as businesses and individuals do in
their own affairs, and to avoid unwarranted hand-outs.

We repudiate government spending for its own sake under any circumstances.
In depression it is far better to leave more money with the taxpayers.

The timing of postponable expenditures for needed public works and for other
essential purposes does, however, offer some opportunity for moderating booms
and busts. Such expenditures should be held up, insofar as possible, in boom
times and, on the basis of carefully worked-out plans, executed promptly in
depression.

But public works cannot be relied upon solely or even mainly to maintain
stability. The volume of useful and well-conceived projects that are postpon-
able and the scope for prompt expansion and prompt contraction is too meager
to compensate for mass changes in employment in the whole economy. A proper
timing of public works expenditures, if participated in by State and local gov-
ernments as well as the Federal Government, could contribute substantially to
a stabilization of the construction industry.

(d) Taxes: Federal taxes alone now take 25 percent of our national income.
The power to tax is the power to .destroy. Our. present tax system exerts a
devastating influence on the dynamism of our economy. It is cutting deep-often
more than half way-into the incentives for risk taking and creative effort. It is
draining off the earnings needed for expansion of small business.

As a first step toward correcting the weaknesses in our present system, tax
rates should be stabilized,, set so as to balance the consolidated cash budget in a
period of normal prosperity, and then let alone. Stabilized tax rates and current
collection bring in a high volume of tax dollars in periods when inflation threatens
and a low volume of tax dollars in periods of depression. Thus, stabilized tax
rates are automatically countercyclical in their influence on the economy. We
have had a dramatic illustration of this fact in the last 12 months as tax revenues
have jumped beyond all expectations as prices and incomes rose, thereby generat-
ing a huge anti-inflationary cash surplus.

The principle of balancing the consolidated cash budget at high employment
calls for substantial reduction in tax rates from present levels. Further cuts
will be possible as Government expenditures are reduced. We in CED have a deep
conviction that tax reduction is essential to the dynamism of the economy. On
the need for tax reduction there is widespread agreement. The issue is how much
and when. Part of the present Federal cash surplus arises from abnormally
inflated prices and incomes in some parts of the economy which will come back
into line as competition reasserts itself. There are, moreover, uncertainties as
to the demand for exports. In the present circumstances with less than 2,000,000
unemployed, numerous shortages and inflated prices, a substantial cash surplus is
needed. In view of the uncertainties we face, we should be conservative in apply-
ing the principle of balancing the consolidated cash budget at high employment.
We should proceed by steps, putting into effect, a partial but substantial cut in
the near future and further cuts later- as we can see more clearly the level-of
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national income to be attained under a stable price level at high employment.
But we must get taxes down from their wartime levels; and that means continued
vigorous efforts to reduce Federal expenditures.

lThe great need, of course, is for a recast of our tax system aimed at producing
the needed revenues with a minimum of interference with the attainment of
dynamic stability. In 1944 CED issued a policy statement under the title of "A
Federal Tax System for High Employment." We are now engaged in a restudy
of Federal taxation and expect to issue a report on the subject early this fall.
Copies of the 1944 statement are available to any one of you who wants it.

(e) Unemployment compensation: So far we have made only limited use of
unemployment compensation as a social tool, but its effectiveness has been dra-
matically demonstrated. It gives people the confidence in continuity of income
which is so essential to the achievement of greater stability in our economy. It
also makes a tangible contribution through maintenance of purchasing power.
We should not allow the circumstance that there has been considerable mal-
administration of unemployment-compensation insurance blind us to its benefits.
Our aim should be to extend it as far as practicable to all workers, and to increase
benefit standards in those States where standards are now low. Payments, of
course, should not be large enough to make unemployment attractive.

(f) Monetary and credit policies: If it were possible to (To business by barter,
we should have little, if anything, in the way of booms or busts. Booms occur
when people, businesses, and governments in total try to increase their expendi-
tures by drawing down their cash balances or by borrowing (especially from
banks). Busts occur when they try to decrease their expenditures to accumulate
more cash or pay off debt (especially bank debt). I say "especially bank debt"
because the money supply rises as banks increase their loans and investments
and falls as they decrease them.

Money and credit provide the medium through which booms and busts cumulate
and feed upon themselves. The severity of the great depression from 1929 to
1932 was induced by large-scale liquidation of debt and a sharp contraction of
the money supply. The war and postwar inflation we have, been going through
was induced by enormous expansion of public debt including heavy bank borrow-
ings and concomitant creation of additional money.

Insofar as possible, it is desirable to reduce the cyclical expansion and con-
traction of money and credit, and even, perhaps, to change it to a countercyclical
pattern. But in this area, it is easier to state objectives than to show how to
achieve them.

Some few points are clear, however. In prosperous times, loans should not be
made which wvill turn sour in adepression. In a period of depression, loans should
not be called if they are still good risks. Bank examiners should bear down more
heavily in good times than in bad. Federal Reserve discount, reserve, and open-
market policies should be directed to restraining the expansion of credit in
periods of prosperity and easing credit in periods of depression.

Money and credit are 'areas in which many billion-dollar questions remain
unanswered. We need more research to find out what happens to money balances,
cash flows and credit in business fluctuations. We need also a careful realistic
appraisal of our money and credit institutions to see whether they could serve
us better, contributing less to instability and more to the stability of our economic
system.

(g) Foreign trade: Our objective should be the increase of peaceful trade
among the peoples of the world. The postwar prosperity of all nations and
prospects for continued peace would be advanced by the reestablishment and
increasing development of world trade. The interchange of goods, international
travel, and communications between peoples can make for better world under-
standing. If the barriers to trade increase after the war as they did before the
war, each nation will have to look inward, primarily to its Owi resources, and the
higher and richer ways of life made possible through world trade will he lost.
The pressures to restrict are strong; vigorous effort to expand world trade is
necessary to overcome them.

The United States has a major interest in the expansion of world commerce.
We are a powerful industrial nation. We need vast quantities of goods and
services of many kinds. Normally we have large a margin of efficient, productive
capacity which can be put to work making things for international trade. We
can exchange these things with the people of other countries who, themselves,
make other things available for trade-other things better or cheaper or different
than.we can or want to. make.

A restrictive course by America toward foreign trade. is-contrary to American'
interest. It will be followed by restriction abroad. Inevitably pressures will be
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built up which will limit private trading and foster trading on the part of gov-
erninents. Governmnents.which have a monopoly on international trade find it
quite natural to expand their controls over domestic trade.
- In mly opinion,. we should give-full support to .the State Ddpartment in the

battle in which it is now engaged to bring about a great reduction in the artificial
barriers to trade between nations, whether they take the form of tariffs, import
quotas, restrictive exchange practices, subsidies, or restrictive business agree-
ments.

In the world situation today, however, a vigorous program to reduce tariffs
and remove trade barriers is not enough. There is overwhelming need for world
reconstruction and rehabilitation.

The first step should be a realistic appraisal of world needs, as has already
been suggested by ex-President Hoover. The next step is to propose, as Secretary
Marshall already has in the case of Europe, to the country or countries which
need help, that they themselves develop a plan of action for their own recon-
struction. Once we have an accurate picture of the needs and sound programs
we should, in my opinion, within the limits of our resources. extend help to get
these countries back on their feet. If we (lo nothing and wait for the world to
fall to pieces, Russia vill be there to pick up the pieces.

The greatest single contribution which the United States call make to high
levels of trade and employment throughout the world is to maintain a high level
of employment, production, and consumption within its own borders. In serving
ourselvesby maintaining our own prosperity, we-serve.all other countries-as well.

(hv) Agriculture: Or! this subject, I should like to refer you to the testimony
of Chester C. Davis, vice chairman of the research and policy committee of CED,
which he presented before the Agriculture Committee of the House of Represen-
tatives June 7, 1947.

In passing I quote from the concluding section of his testimony:
"We have to try to see farming in the right perspective in our complex modern

life. It is impossible to consider agriculture by itself, the way you can fence off
and cultivate an SO-acre field. All of our interests are interwoven in a tight,
complicated, fast-moving economy. In the long run, conditions under which
farmers raise and market their crops will be greatly influenced, if not controlled,
by developments entirely outside of agriculture. Decisions in foreign capitals,
in the Houses of Congress, in. board rooms of great corporations, or in labor-
union halls will help determine whether farmers suffer or prosper in the years
ahead.

"If I could be granted the fulfillment of one wish for the.growth and prosperity
of agriculture, it would be this: Let the nonagricultural industries and labor find
the way to keeping working at full efficiency and capacity turning out goods and
services that can be absorbed by this country in a high standard of living-in
better homes, equipment, electrification, refrigeration, sanitation, clothing, ad
infinitum. With steady work and efficient production, prices could go down
without cutting profits or wages. Real wages would increase, for the laborer is
like the farmer-it isn't the number of dollars, but what he can buy with his
product or his labor, that counts.

"Under such conditions, the farmer could produce abundantly and still trade
on good terms for what the other man makes; he could prosper at lower-price
levels. I think that really is the way out."
* (i) Industrial peace: The views of the research and policy committee of CED
on some of the problems in attaining industrial peace were presented in a policy
statement entitled "Collective Bargaining, How To Make It More Effective,"
issued in February 1947.

Instead of attempting to summarize that report, I should like to leave a copy of
it with you. We are continuing our study of the subject and hope to issue another
policy statement as our staff research progresses and as we clarify our own views
on the remaining issues.

This discussion of the responsibilities of Government in maintaining high
productive employment is not exhaustive, but it does high-light the major areas
we have studied in CED.

2. Responsibilities of busincssen-To help make our economy dynamic and
stable, there are certain things that businessmen can do.

(a) Thle primary responsibility of a businessman is to operate his business
profitably: He owes this to his stockholders, his workers, his suppliers, and cus-
tomers, and the public. Only a profitable business can offer security and oppor-
tunity to its employees.
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(b) Operating profitably requires constant efforts to increase efficiency and
lower costs: Only through use of better equipment and better methods can
workers continuously raise their output. Only through such increased produc-
tivity can workers obtain higher and higher real wages.

(c) Businessmen must push forward the search for new products and services:
New products can enrich our lives and fill needs of which we are unaware today.
Radio is the most recent example of such a product. We can get some idea of
the debt we owe commercial research if we stop to realize that more than 50
percent of our people today are employed in manufacturing and servicing products
that were unknown 50 years ago. The automobile industry alone provides jobs
for over a million people. Whether you design a new- airplane or work out a
better way to deliver milk, you have added to the total dynamics of our economy.

(d) Businessmen should exercise scientific control of sales expenditures: If
we are to have a stabilized market demand, selling pressures must be maintained-
perhaps increased-at the first sign of a decline in business. We must avoid
spending sprees when business is good, so that reserves will be available when
extra pressure is needed. I know of no single way business managers can do
more to help stabilize market demand than through greater stabilization of sales
and advertising expenditures.

(e) Every employer should regularize employment to the greatest extent
possible.: Much already has been done, but we can do more to flatten out the
seasonal curve of employment in individual businesses and industries.

(f) Businessmen should avoid unnecessary expansion of inventories and launch-
ing of capital expenditures in boom times: Such action is limited by operating
needs and costs; but when opportunity exists, such policies should be pursued
in the interests of stabilizing the operation of other businesses, and thus of all
business.

(g) Businessmen should look to the long run in their pricing policies: This
means foregoing additional profits now in order to expand markets, improve
competitive position, or encourage greater internal efficiency. Lower prices and
greater volume will not be possible, however, if in the future we continue to have
each year a tidal wave of wage demands unrelated to increases in productivity.
Such demands, if granted, result in higher prices, lower output, less employment.

(h) Participation in a sound program for industrial peace is a responsibility
of employers. They share this responsibility with labor leaders and in special
cases with government. In this connection I refer again to the CED policy state-
ment on collective bargaining.

(i) It is the responsibility of every business leader to provide conditions which
will encourage the growth and development of those associated with him: Far
above the responsibility of management for its products are its responsibilities
for its people. Business managers are in a very real sense the trustees of the
potentialities of those who work for them. It is people who make a business.
Show me a business where people are growing, and I wllF show you a business
that is making a true contribution toward a dynamic America.

SHORT-RBUN MEASURES TO COPE WITH BOOM OR DEPRESSION

In coping with booms and depressions, our main reliance should be on built-in
dynamism and built-in stability. These should be supplemented by definite pert
manent policies in regard to public works and other deferrable expenditures and
in regard to money and credit.

Only by adopting these basic measures and policies can we avoid the need to
improvise in emergencies. Such improvising is dangerous. Emergency remedies
are likely to be half-baked measures which fail to work as expected and which
hamper rather than help full recovery and future progress. Only by achieving
the maximum of built-in dynamism and built-in stability can we minimize the
need for reliance on fallible human forecasts.

I recognize, however, that in coping with booms and depressions there are usu-
ally special circumstances in each case which provide opportunities for special
temporary measures to supplement our basic policies.

1. Measures to restrain further infltion.-Today our productive resources are
being used almost to the limit to meet the dlemanids of consumers, businesses,
government, and foreign countries. While shortages are now being made good in
one area after another, while some prices are declining, and while there are signs
on the horizon that the demands for capital formation are beginning to ease,
nevertheless we must recognize that the present situation is potentially, even
though it is not currently, strongly inflationary. Consequently, I believe that
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many of the recommendations previously made by CED to fight inflation are still
in order. These include:

(a) Continuing efforts by management, labor, and government to break bottle-
necks, increase productivity, and avoid interruptions to production.

(b) Restraint by all in raising prices, wages, and salaries, in recognition of the
common interest in avoiding a further wage-cost-price spiral.

(c) Restraint by individuals and businesses in making deferrable expenditures
at the present time.

(d) A vigorous and continued effort to reduce Government expenditures not
urgently needed now and to maintain sufficient revenues to yield a substantial
excess of receipts over expenditures.

(e) A monetary policy to help prevent further expansion of expendable funds
in the hands of the public. This includes restraint on the part of the Federal
Reserve System and the commercial banks in the further expansion of loans and
investments.

(f) A vigorous campaign to increase the sale of Government bonds, especially
E and F bonds, to the public.

(q) Limitation of exports to essential requirements of foreign countries, ex-
cept for goods in fully adequate supply.

2. Measures to comiter deflation.-.We should not get the jitters at the first
signs of any slackening in demand. We have become so used to a sellers 'market
that desirable adjustments in prices in response to normal competition are some-
times interpreted as evidence that depression is here.

We should be careful also not to overcorrect. In particular, a large-scale made-
work program could prevent needed cost-price readjustments and create addi-
tional inflationary pressures in the ensuing recovery.

Above all, we should beware of restrictive policies designed to protect special
groups from the rigors of competition at the expense of the public. Such restric-
tions fence in segments of the economy and limit the opportunities for produc-
tion and trade. We cannot achieve abundance by producing less, by artificially
jacking up prices or wages, or raising barriers to trade. Higher tariffs, NRA-
type restrictions, and a tidal wave of wage increases do not cure depression and
they weaken the dynamic powers for expanding output and increasing produc-
tivity.

When a recession comes, businesses should take advantage of- it by moving
rapidly on planned capital expansion to improve their competitive position at
low cost in anticipation of recovery. This now makes as good sense as did
bold expansion in the postwar transition to realize on expanded markets. As I
have already suggested, sales and advertising effort should be maintained
and intensified. And new products should be introduced in order to maintain
volume and exploit the full opportunities of better times to come.

Government should take the steps I have already indicated in my discussion
of the basic policies required for high employment. In particular, I refer to the
fiscal and monetary policies appropriate in depression, including easing of
restrictions on. credit and the prompt execution of previously made plans for
public works.

In addition, there are certain special measures appropriate to counter a
deflation if it comes in the near future. These include:

1. Reduce tax rates immediately so that the cash consolidated budget would
be in balance at a high level of employment, if this has not already been
accomplished.

2. Liberalize or eliminate any remaining restrictive controls on production,
trade, or credit.

3. Accelerate the stock-piling of strategic war materials.
These lists of special measures to combat inflation and to counter depression

are short. They should be short. We cannot save our economy by repeated
emergency measures. We must concentrate on building more dynamism and
stability into the system and developing a body of continuing policy on which
we regularly rely to offset the recurring tendencies toward boom and bust.

Beyond the measures which I have discussed, there is need for intensive
research by Government, educational institutions, and private groups on prob-
lems for which the answers are still obscure. The shockingly small amount that
has been spent on fundamental economic research is a national disgrace. As a
Nation we have been willing to spend hundreds of millions of dollars for research
in technology, but pathetic amounts have been devoted to research that will help
build a society that will use that technology for the public welfare-that will
administer that research wisely. The research going on in the principles of
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administration, in the understanding of our economic and social environment,
and in the field of human relations is today tragically small.

We need not only to encourage economic research, but after we get the facts
we must be willing to face them if -we 'hbpe to 'achieve our goals. We must
give up trying to use slogans, cliches, and views based on prejudice as answers
to tough economic questions.

In concluding this testimony I would like to shift from discussing problems
to discussing prospects; in the first instance the prospects for achieving stability.
In a free economy we can never have absolute stability. However, by adopting
appropriate measures of the type I have discussed, we can, I believe, hold the
swing between the peaks and valleys to perhaps 15 to 20 percent.

We can live and prosper with that. We cannot live with fluctuations such as
that which took place between 1929 and 1932, when business volume dropped
more than 50 percent. Another collapse of that magnitude might cost us our
free economy.

Now as to the prospects for further progress. If through wise action we can
make our economy operate more effectively, the real income of most of our
people can be doubled within 25 years. We can largely realize the age-old dream
of abolishing poverty. Most important of all, on this material foundation we
can build conditions which will provide not only equality of opportunity, but
certainty of opportunity for every man, woman, and child in this country.
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STATEMENT OF EDWARD A. O'NEAL, PRESIDENT OF THE AMERICAN
FARM BUREAU FEDERATION

Mr. O'NEAL. May I proceed, Mr. Chairma n?
Senator O'MA1ONEY. Yes, you may.
Mr. O'NEAL. I hope you will have patience to listen to my statement.

It is a little lengthy but I will try to hurry along.
Senator O'MAIJ-ONEY. It doesn't require patience to listen to you.
Mr. O'NEAL. Thank you, sir.
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My name is Edward A. O'Neal. I am president of the American
Farm Bureau Federation, ain organization comprised of over 1,128,000
farm families in 45 States and Puerto Rico. I am very happy to appear
before this joint committee, which in the words of your chairman,
Senator Taft-
under the authority of the Employment Act of 1946 is charged with the duty
of developing a governmental policy to prevent or alleviate economic depressions.

There is perhaps no more important task confronting our Govern-
ment than that of adopting wise policies which will prevent a depres-
sion and its disastrous consequences. The farmers of the Nation know
what a depression means. Following World War I the prices received
by farmers dropped and remained low relative to prices paid for
20 long years. During this period the equivalent of one farm in
three was sold at forced sale. Farmers well remember that when the
prices of their products were so low that they couldn't afford to
harvest them was a. time when we had millions of unemployed in
the bread lines of our cities. Yes, farmers are very vitally concerned
about preventing future depressions.

I am happy to present the broad program of the American Farm
Bureau Federation. We realize that the farmers' problems go far
bevond the farm, and even beyond the pricing 6f farm products.
I would like to give each of you gentlemen a copy of the resolutions
adopted at our twenty-eighth annual convention ,held at San Fran-
cisco last December. Ten thousand farmers from 45 States were
present there. This convention was attended by over 10,000 farlers
from all over the United States. While I will not take time to read.
them, I would like to call your attention to our'resolutions on inter-
national cooperation, international trade, the farm program, labor
relations, price-level stability, and taxation, which are on page 2
through page 17 in our annual resolutions. You can readily see
that these resolutions cover many of the problems with which your
committee is confronted.

Early in the discussion of how to prevent economic depressions
or how to maintain a high level of employment, I would like to point
out very clearly that my organization believes if a high level of em-
ploymeint is to be maintained, it must be done by private enterprise.
We do not believe it is possible under a free economy for govern-
ment to assume the function of providing jobs for all. ' It is the gov-
ernment's definite responsibility to create an environment in which
private enterprise can operate successfully to the greatest possible
advantage of all the citizenry. Beyond the provision of an oppor-
tunity we do not feel that the Government can guarantee security of
the- isndividual against all economic hazards confronting modern
society.

Early in my testimony I would like to point out that the American
farmer does not expect the present high prices to continue indefinitely.
He realizes that the high foreign demand caused by the disruption
of the war and the high domestic demand caused by inflated wartime
earnings are responsible for abnormally high prices. Likewise, the
farmer does not expect the Government to stand idly by and witness
a disastrous decline in prices such as was experienced following World
War I when farm prices dropped over 40 percent in I year. There'
have been criticisms of the present program of supporting prices at
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90 percent of parity. The high cost of living is not due to the price-
support program. May I remind you that most prices have been con-
siderably above the support level, due chiefly to our humanitarian
efforts to feed the world, and the unprecedented demand for food and
fiber here at home. May I also remind you that if it had not been for
this support-price program the chances are that we would not have
been able to attain the present high level of agricultural production
and food prices could easily have been considerably higher than pres-
ent levels. Farm production, in spite of shortages of machinery, fer-
tilizers, and 5 million fewer people on farms, is nearly one-third above
the prewar level. This minimum guaranty afforded by the Steagall
amendment may be very cheap insurance for the American public.

We must also bear in mind the fact that farmers get only a small
portion of the consumer's food dollar, and that farmers have no
control over the mark-ups that occur after a commodity leaves the
farm.

Production and balance: One of the primary functions of Govern-
ment is to maintain the proper balance among the various segments
of our society. This balance is absolutely essential if we are to obtain
the maximum production that this great Nation is capable of pro-
ducing. This balance involves a fair relationship between wages,
farm prices, and industrial prices. We cannot repeat the mistakes
that were made during the 1920's when industry and labor prospered
while agriculture-was depressed. In the late 192 0's we had relatively
high industrial activity, high'wages, and high profits, and foreign
trade based upon false promises, and a depressed agriculture. We
all know what happened in the early thirties.

The cornerstone of the American standard of living is production.
We must develop policies which will encourage maximum, efficient
production. This means a full day's work for a full day's pay on the
part of labor, a policy of full production on the part of industry, and
programs to discourage shut-downs. Agriculture has amply demon-
strated its willingness to produce even during periods of depression,
but agriculture cannot continue a policy of full production unless
similar policies are followed by other segments of our society.

In discussing the question of balance in our economy, may I point
out to you that even with wartime-inflated earnings the per capita
income of persons on farms in 1945 was only about 57 percent of
the income of persons not on farms. In the prosperous year of 1929
the per capita income of persons on farms was less than 25 percent
of those not on farms. We cannot have the type of economy we all
desire with such discrepancies in income between large segments
of our society. The welfare of the 40 percent of our population
who live in rural areas is vitally affected by the purchasing power of
farmers.

Foreign relations and trade: The American Farm Bureau Federa-
tion is proud of its record in support of international cooperation.
We believe that the United States is in a position of world leader-
ship and that. we must face realistically the responsibilities. The
Farm Bureau has supported the United Nations and its associated
organizations, such as the Food and Agriculture Organization, the
Monetary Fund and Bank, and the proposed International Trade
Organization.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 91

One of the most urgent problems before the world today is the
economic reabilitation of war-torn areas. We believe that the
United States should do its part toward meeting this problem. We
heartily approve the establishment-of a national committee to. ap-
praise the size of the over-all job that must be done, and to for-
mulate a coordinated approach in which the nations aided will co-
operate by doing a maximum for themselves.
' We -believe that foreign trade is vital to the economic welfare of
our Nation, to say nothing of the important part it plays in the ful-
fillment of our position of world leadership. We believe that it is
essential that this Nation faces the problem of world trade in a
realistic manner. In World War I and during the 1920's we main-
tained our trade bv extending credits to foreign nations. During
the thirties we took a major part of the world's gold production in ex-
change for our exports. During the forties we had lend-lease and
relief shipments. Unless we are again to lay the groundwork for an
economic collapse, we must develop a realistic trade program. We
cannot export unless we are willing to import. On previous occa-
sions I have requested the Congress and resolutions have been passed
requesting a study be made of what products we can import into this
Nation without unduly disrupting our domestic economy. In this
period when we are financing various types of activities all over the
world, I believe our foreign policy, in respect to trade is one of the
most important problems facing a committee whose responsibility it
is to develop programs of domestic stability.

The American farmer must have foreign outlets for many of his
products. During the 45-year period from 1900 to 1944 we exported
about 53 percent of 'our domestic production of cotton, nearly one-
fifth of our wheat, a third of our tobacco, and 29 percent of our lard.

Taxation: We believe that a sound tax program is vital to the
maintenance of a high level of domestic prosperity. While we do
not believe that now, when inflation threatens and income is at a
record level, is a good time to reduce taxes, we believe that our entire
system of taxation should be critically reviewed'and a, long-term tax
policy adopted. Taxes should not only be equitable and fair, but also
chosen with due regard to their effect upon the economy and adjusted
in line with current economic condition. The magnitude. of the
national debt makes it imperative that our national fiscal policies be
handled prudently. A long-range plan should be made for the grad-
ual reduction of the national debt. We believe that the personal
income tax should be the major. source of -income for the Federal
Government. We favor keeping the personal income-tax base as
broad as practical through the retention of low exemptions. We be-
lieve that the corporation tax should be such as to contribute as fully
as possible to the maintenance of full employment. Double taxation
of dividends should be eliminated. The details of our tax policy are
contained in the resolution which I have placed in your hands.

Adding greater stability to the general price level: Farmers, as
producers of raw materials, are vitally affected by violent swings of
the general level of all prices. During the past year our organization
made a study of this question, and at our last convention adopted what
we believe to be a program which will contribute to greater price
stability. The high lights of this program are as follows. The
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details are contained in the resolutions which I have placed in your
hands.

We believe that the control of monetary, credit, and fiscal policy
should rest in the hands of the Federal Government, as prescribed in
the Constitution. We believe the, control of monetary, credit, and
fiscal policies should be coordinated under one authority, and that the
policies of this monetary authority' should be regulated as far as
feasible by a formula based upon some established index which -would
direct the authority to take action when the index reached certain
levels, iid order to promote a dollar of more constant purchasing
power. Legislation should be passed giving the proper agency of.
Government responsibility for maintaining the supply of money and
credit appropriate to the production needs of the Nation and a stable
price level. Steps should be taken to allow the Federal Reserve to
regain control of credit. It should be the policy to prevent the con-
traction of money and bank credits during periods of depression,
and undue eipansion during periods of prosperity.

We believe that it should be the policy to handle the national debt
in such a manner as to make the maximum contribution to economic
and price stability rather than financing the debt at the minimum
cost. The Government should adopt policies in regard to expendi-
tures and construction which would tend to counterbalance fluctuation
in private business and employment. The inonetary authofity should
have power to change the gold content of the dollar within the pre-
scribed limits of the international monetary organization. This
Nation should cooperate with the various international Qrganlzations
to bring about international stability of prices, the orderly adjust-
ment of exchange rates, and foreign trade.

Labor relations: We believe that it is the definite responsibility of
Government to see to it that a proper balance is maintained between
the bargaining strength of labor and industry, and that neither side
is in a position to take undue advantage of the other. We feel that
labor legislation has given undue-advantage to the-labor unions, and
this advantage should be corrected. We have repeatedly urged the
adoption of what we consider sound labor legislation. We strongly
supported the recently enacted Taft-Hartley bill as a step in the right
direction, but we believe additional legislation is required in order
to deal adequately with labor-management relatiobs and adequately
safeguard the public interest.

The CHAIRMAN. Aren't you satisfied for the time being at least?
You don't \want to start out right away?

Mr' O'NEAL. No; I would try it out for a while. You have done
so well with it that I think we should try it out for a little while.

SenatOr O'MAHONEY. I don't think a leading question ought to be
asked.

Mr. O'NEAL. Hle ought to feel good.
We have repeatedly expressed our views on this subject. They are

likewise contained in the detailed resolutions which I have placed in
your hands. The American fanner is not unfriendly to labor. We
want labor to have good wages, but we insist that abuses that have
crept into the labor movement be corrected. We believe that the
public welfare is paramount to that of any group. We believe that
the record is clear that the labor legislation as it existed during the
war did not meet the needs of the Nation. According to the records
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of the Bureau of. Labor Statistics, there were 4,700 strikes in 1946,
involving approximately 4,650,000 workers. Tieh number of workers
involved and the number of man-days idle were larger than for any
of the 31 years for which official records are available.. The sad part
of it is that in spite of the fact that we were engaged in the most
clevasating war ever experienced by civilizaltion, the number of strikes
in the last 6 vears was o-ver 50 percent greater than the number in the
6 years immediately preceding the wvar. We believe that a better
relationship between labor and industry is vital to the maintenance
of a prosperous economy.

Farm program: The maintenance of a sound and prosperous agri-
culture is absolutely necessary if we are to maintain the type of
economy wve desire. The 40 percent of the people in rural areas
cannot be.overlooked in the development of national programs. We
believe that a. well-conceived and sound agricultural program at the
national level is essential for the prosperity of agriculture. It-there-
fore behooves this committee to give serious consideration to this im-
portant problem. For nearly a quarter of a century the farmers
through their democratic organizations have been striving to develop
agricultural programs. These programs ntust not be discarded until
there is something better to take their )lace. No one will contend that
these programs have been perfect. We recognize the necessity for
adjvrrtmenits in the aricultur al program to meet cliangi ng conditions,
and have urged through studies to determine what improvements anid
modifications are required in order to develop a permanent long-time
agricultural program which will be more nearly self-sustaining and
which will effectively assist in correcting the basic causes of disparity
between agriculture, labor, and industry. -

Farmers believe in an economy of abundance and stand ready to
join with industry and labor to achieve maximum production and
maximum employment through price policies and wage policies which
are geared to a maximum level of consumption.

Farmers cannot adopt policies of abundance and "free market
prices" if industry and labor are going to continue to follow scarcity
policies, rigid high industrial prices and fixed hourly wages.

We must recognize, however, that we are entering a period when
surpluses may recur from time to time which will have disastrous
economic results upon the entire economy unless we are prepared to
deal effectively with the surplus problem. We insist that machinerv
for adjusting agricultural production and supplies to total market
demand be retained and strengthened. The American. Farm Bureau
Federation believes in the principles and objectives of soil conserva-
tion, acreage adjustment, and marketing quotas when needed, comi-
modity loans and surplus disposal as provided by basic agricultural
legislation. There is a lot of talk about stimulating consumer demand
instead of adjusting agricultural production. While we recognize
the merit in some of these proposals, we still insist upon maintaining
our adjustment programs as a protection to the farmner in event it is
impossible to provide adequate demand.

We urge that the Agricultural Marketing Agreements Act of 1937
be strengthened and permit the use of miarketing agreements to be
extended to all agricultural commodities, whenever the producers of
any commodity. desire the benefits afforded under this act.

65210-47-pt. 1--7
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We favor the continuation of crop insurance, but urge its use only
with regional adjustments and on a sound actuarial basis. We insist
that the Commodity. Credit Corporation be provided with sufficient
funds to carry out the loan, support, and other programs as authorized
by the law.

We urge the retention of section 32 funds for use in the disposal
of agricultural surpluses through domestic and foreign outlets. We
favor the adoption of a positive, effective program for retaining and
maintaining our fair share of the world markets, a sound program
for the development of new uses and newv markets for ag icultural
commodities, and intensified educational program todwardd improved
nutrition, and a wisely planned school-lutnch programi.

We insist that the Government's commitments to farlmers to main-
tain the present mandatory commodity loan prog-a s foi basic com-
miodities be fully carried out. We fulther insist that the integrity of
the Steagall amendment, permitting the Government to support prices
of nonbasic commodities for which increased production was requested
during the war at not less than 90 percent of parity or comparable
prices, be fully carried out until the end of the support-price period,
January 1, 1949. We recognize, however, that in some cases the sup-
port-price program will necessarily need to be contingent upon com-
pliance with production quotas and other mechanisms to prevent exces-
sive production, to the end that unnecessary Government costs be
avoided.

We believe the parity principle, which includes the fair-exchange-
value concept, has made and will continue to make a valuable contribu-
tion to the American economy. We will resist. any attempt to dcstroy
the parity concept. It is recog&iized, however, by the American Farm
Bureau Federation that the parity formula- should be modernized, to
become effective at the end of the Steagall support-price period.

The American Farm Bureau Federation believes that soil conserva-
tioi is of primary importance, not only to agriculture but to the entire
Nation. We believe that considerable saving could be made and more
efficient program developed if the agencies engaged in conservation
programs were property coordinated.

We realiz2 that the development of a sound iiational fertility pro-
grain, which includes means Nvherebv an adequate supply of high-grade
fertilizers could be made available to farmers, would do imuch to con-
serve the soil of the Nation. This progranm should be accompanied
by a test denmonstration program1 whicih would, educate farmers in
proiner methods of fertilization.

The Farm Bureau is a firm believer in education: Research is the
foundation of a sound educational program. We consider the new
research and marketing act as essential to the development of a sound
agriculture. Research and education are two things which we as a
nation cannot afford to neglect under any circumstances.

The details of our present farm program are likewise contained in.
the resolutions which are in your hands. At the present time we have
a committee at work reviewing our past position and developing a
long-time program for American agriculture. As soon as this work
is completed we will be glacd to supply this committee with a copy of
their findings.

The responsibilities of this committee are so broad, and there are so
many interrelated factors, that it is impossible to cover them ade-
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quately in any one statement. Again may I repeat that the American
fairmer realizes the great responsibility that this committee has in
seeking ways and means to maintain a prosperous and productive
economy. He realizes the individual responsibility of labor, indus-
try, finance, and agriculture. We again pledge our cooperation as
farmers in doing everything possible to bring about and maintain a,
sound domestic economy which, is so essential to the preservation of
the American way of life and our cherished ideals.,

I thank you, Mr. Chairman and gentlemen.

The market basket of farm food products: Retail cost, farm-I value, marketing
charges. and fanmer 's shta7 of consante,-'s food dollar, .1913-.16'

Farm value Farm value Marke ingcharges (in- Marketing
Yeas ~~~Retail adiju's ted for' plusla Fa erntgY'ear . cost 9 by Government Margin eluding tx amer's charges as

products 3producer ofn ay hraprcentagepayments 4 ment ad-ofrti
justments 5 cost

Dollafrs Dealrl Dellars Del/eaT Doallars Percewt Percent
1913 --- 264 124 ---- 140 140 47 53
1914 ----- 272 125 ---- 147 147 46 54
1915 --- 267 120---- : 147 147 45 55
1916 --- 321 145 ---- 176 176 45 55
1917 --- 442 210 232 232 48 52
1918 ----------------- 458 235 ---- 223 223 51 49
1919 --- 53 20 ---- 263 263 49 51
1920 --- 568 24. ---- :23 323 43 57
1921-------------- 427 172 ---- 255 2. 40 60
1922 --- 408 163 ---- 245 245 40 * 60
1923 --- 413 166--- 247 247 40 60
1924 ------------------ 406 166 ---- 240 240 41 59
1925 --- 442 191 ---- 2s 25J 43 57
1926 - - . 448 188 ---- 260 260(. 42 58
1927 --- 434 180---- 254 204 41 59
198 --- 435 186 ---- 249 249 43 s7
1929 --- 435 183---- 252 252 42 58
1930 --- 421 ls---- 256 256 39 61
1931 --- 339 121 - . 218 218 36 64
1932 --- 284 2--2 :2. 112 192 3 2 118
1933 -276 90 92 . IS6 184 33 67
1934 - 311 107 116 2 4 195 314 63
1935 - . 347 138 147 201) 200 40 58
1936 - . 349 143 -206 201; 41 s5
1937 --- 362 156---- 26 206 43 57
1938 - - - 328 128---- 200 21o0 39 (;I
1939 --- 316 122 . 194 194 :19 61
1940 --- 317 128 ---- 189 189 40 60
1941 --- 347 154 193 193 44 5(1
1942 --- 407 196 211 211 48 52
194:1 -458 237 238 221 . 227 52 sO
1944 - 451 237 246 '214 225 53 so
1945- 459 247 258 212 228 54 5s
1946 --- 529 282 ---- 247. 255 53 48
1946-May . --------- 474 250 --------- - 224 239 53 50

June- - 481 256--- 225 241 53 50
July - - 547 288---- 259 260 53 48
August -- 572 297 ---- 275 276 52 48
Septeibe----- __ 9540 28 ---- 252 G 263 53 6 49
October --- 7 601 :31---- 7 270 7 270 7 ss 7 45
November 635 32---- 303 303 52 48
I)ecember -- 623 332 ---- 291 291 53 47

1947-Jau ary -- -613 325 ---- 288 289 53 47
February 668 3:28 ---- 280 279 54 46
March -- 631 -351 ---- 28 280 56 44
April-. ---- 632 339 -------- 293 293 54 -46
May- - 628 329---- 30 2991 52 48

I Calculated from retail prices collected by the Bureau of Labor Statistics and the llureau of Agricultural
Economics.

2 payments to farmers for equivalent quantities of farm produce mrinus imputed value of byproducts
obtained in processing.

3 Marketing charges equal niargin minus processor taxes plus Government vaynaents to marketing
agencies.

4 Farmer's share of cousulller's food dollar calculated from farm valhie before addition of laroducer pay-
ments.

5 lResviced
3 Retail ceiling pr-ices for eients used in lieu of 6ctual retail quotations in September.
7 August retail prices used as a substitute for October prices for pork.
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The CHAIRMAN. Mr. O'Neal, you spoke at one point, I think, 6f the
possibility of setting up danger signs. I wondered whether this com-
mittee could develop certain formulas, of indications of danger that
required some action, because on this question of preventing a depres-
sion, even if you figure out any theory of how you do it, it seems to
be very difficult to reach agreement as to when a depression is coining.

Mr. O'NEAL. That is true.
The CI-IARRMAN. Here the leadin- Government economists predicted

a depression with 8,000,000 ufnemployed just after the war. It turned
out they were all wrohig. And the measures that were adopted were
rather inflationary measures to meet it, which is just what they did
not need, as it turned out at the time.

Mr. O'NEAL. That is right. I wvas profoundly impressed by Mr.
Hoffman's statement. I did not get in here to hear his whole state-
ment, I am sorry to say. Senator Taft and gentlemen, we farmers
some time ago set up a committee. Mr. Hoffman was one of them,
Marriner Eccles was another, the vice president of the Chase National
Bank in New York was another one. and White, of the First National
Bank of Chicago, and some economists. We all sat down to study
this sort of thing, and you would be perfectly astounded at how close
the thinking of these fellows was in advising us on this thing.

The Ci-iAIRAMAN. Much closer, I think, than economists of two dif-
ferent schools got in their thinking.

Mr. O'NEAL. Much closer. They are fine. They can pick all the
peanuts out, and they can show you all the chaff and all that sort of
thing, but I think that you gentlemen in Congress can pursue certain
policies that will help to stabilize our economy that will prevent these
disastrous "booms and busts.",

The CHAIRMAN. Well, stability certainly is dependent upon certain
plans for one thing. One of them would set up a balance between
farm prices, farm income, and industrial income.

Mr. O'NEAL. That is right.
The CHAIRMY[AN. And there might-be a formula that could be set up,

say, when that balance began to go out of balance, but beyond that and
before that happened we might be able to set up a series of danger
signals that would flash when some serious disproportion appeared
in the economy.

Mr. O'NEAL. Well, I might say, Senator, I was honored by you gen-
tlemnen in the Senate putting ine on as a. member of the Office of War
Mobilization and Reconversion. I was perfectly ast.ounded to hear
the reports of the Secretary of the Treasury and the head of this
agency and the other agency and what was accomplished in the coor-
dinati'oi of these agencies wand'their policies. They had to coordinate
and I think it is possible to have more coordination and more planning
there between the Federal Reserve and the Treasury Department that
handle monetary, credt, and fiscal policies.

The CHAIRMIAN. Did I see some suggestion that you would move
the gold content of the dollar up and down? Don't you thing that is
rather dangerous, to have one thing stable and try to adjust other
things to it?

Mr. O'NEAL. Well it occurred to us, while gold is not in circula-
tion here, it is a recognized monetary symbol all over the world.
You don't want to fluctuate it too much.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 97

- The CHAIRMAN. In fact, I think it would be better to start with
the theory that you were, not going to fluctuate it at all to begin
wih.

Mr. O'NEAtL. We tried it-before.-and it did not work so well, did it?
The CHAIRMAN. No; it did not work out well before.
Mr. O'NEAL. No; it did not.
The CHRAIRMIAN. Mr. O'Neal, you said that there should not be for-

eign trade unless we were willing to import, but what type of things
do you plropose to import? That is the problem, of couse. What
are those other imports to consist of ?

Mr. O'NEAL. There is a world of raw materials that we can bring
in. I notice out in Chicago. out in the Midwest, where I am living
t46norariI , that there is a scarcity of -oil now:. There is a world
of things that you can import. Some of the big manufacturers will
tell you that in making these commodities which our industries manu-
facture so efficiently. there are enormous amounts of stuff that we can
bring in.

The CHAIRMAN. YOU mean raw materials?
Mr. O'NEAL. I mean raw materials.
The CHAIRIUAN. Agricultural as well as other materials?
Mr. O'NEAL. There are some% agricultural materials that can be

brought in We are tariff-fellows to the extent'that we don't want to
be put out of business.

The CHFTAIRMAN. That is the way manufacturers feel, too.
Mr. O'NEAL. They feel that way too: but you know the funny

thing is that the most prosperous manufacturers are the fellows that
have the least tariff protection. The record shows that.

The CHAIRMAN. That is true; but that is because of their particular
position. Naturally, people that have products that foreign people
can compete with are not as prosperous as people who are able to
underbid on other products.

Mr. O'NEAL. Surely, but as I watched industry, it certain has been
remarkable what they have, done. We never would have won the
war'iftwe didn't have' thetype of industrial leaders we have.

The CHAIRMAN. We are all in favor of importing things but I find
it diffictilt, outside of a certain number of things we do not produce,
to get people to agree on what it is we ought to import.

Mr. O'NEAL. Yes; that is true. '
Senator O'MATIONEY. It is also rather difficult-
The CHfAIRMrAN. Now, wool, you would not want to import that.
Mr. O'NEAL. Well, I might say. Mr. Chairman, I do not want to

interrupt my friend the wool grower. I don't want to interrupt him,
but I remember that after the other World War period we had the
farm bloc-10 Democrats and 10 Republicans; and we tried to work
out a program for American agriculture. We waded along through
the various principles and we came along down in the early thirties
and we got together pretty well and we put what was known as section
22 and section 32 in the AAA Act. We recommended them and they
workedtawvfull.y .wvell.- -There is-a little protection in that,- of-course.

Senator O'MAH'o14EY. Well. Mr. O'Neal. when you pointed your
finger at me and spoke of the wool grower I might correct the record
and let it be clearly understood that I am not a grower of wool. I
am just the wool growers' advocate.

Mr. O'NEAL. Sure, sure.
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Senator O'MAHONEY. I noticed, Mr. O'Neal, in your statement
which appears on page 4, with respect to these imports that "a study
be made of what products we can import into this Nation without
unduly disruptinig our domestic economy."

How much disruption can we stadd?
Mr. O'NEAL. Well. we have some disruption. The amount of the

disruption we have I think you will agree with me, Senator O'Ma-
honey, has been interior. It has not been due to imports, but an
interior disruption.

Senator O'MAHONEY. I am just trying to limit this statement of
yours.

Mr. O'NEAL. You don't want to put out of business a legitimate
business, a legitimate industry in this country because we have the
highest standards of living in the world.

Senator O'MAHONEY. I. thought that is what you meant.
Mr. O'NEAL. Sure.
Senator O'MAHONEY. But when a witness says that we should im-

port without unduly disrupting our domestic economy it raises a
question as to whether or not he believes there is some measure of
disruption which can be endured.

Mr. O'NEAL. Well, yes; he might do it. I am sure he did I am
not an industrialist, but-vou-know and I know that you and every-
body wears shoes: there are few bare-footed people in the country.
When a lot of shoe manufacturers were raising a protest about bring-
ing in shoes from Czechoslovakia-the shoe manufacturers seemed
to meet the situation pretty well with a little competition.

Senator O'MATroNEr. That did, not cause any disruption. That
was just a little powerful competition. That is what you mean, I
think.

Mr. O'NEAL. Yes; that is what I mean.
The CHAIRMAN. We still have a pretty high tariff on shoes.
Mr. O'NEAT. We sure do.
Senator O'MAHONEY. I want to. get to a more important subject im-

mediately, having to do with the high cost of living. Testimony given
yesterday afternoon by Mr. Colt of the Bankers Trust Co. was to the
effect that agricultural prices are now about 180 percent of what they
were in 1939, whereas industrial prices are about 62 percent higher.
In the course of your testimony you spoke about the proportion of the
food dollar, of the consumer's food dollar which the farmer gets.
What is that now? I know before the war it was very small.

Mr. O'NEAL. It is about half that the consumer gets.
Senator O'MAHONEY. You mean at the present time that the farmer

is getting about 50 cents of the consumer's food dollar?
Mr. O'NEAL. That is right.
Senator O'MAHONEY. And the other half goes to the processor and

the distributor?
Mr. O'NEAL. Yes.
Senator O'MAHONEY. And what was it before the war?
Mr. O'NEAL. Well, the farmer has received, I believe, up to about 54

cents, but I think it was a good deal below that at other times. It has
been better recently now than it was at one time. You take the city of
Chicago that I am living in. I notice there they are having an intense
fight with processors and the truck drivers there. The food chains sell
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a quart of milk for 2 cents less if the worker will go and pick up his
bottle of milk and the unions don't like that. They want to keep those
trucks running all around, they want to keep down that differential.
That just costs the consumer 2 cents more.

Senator O'MAHONEY. Have you any suggestion to make to us with
reference to new uses of agricultural products? What should the
Government do to encourage a sound program for the development of
new uses and new markets. Just what do you have in mind?

Mr. O'NEAL. Just one more point, Senator, and I think you will all
agree. It is not unusual to take that 1939 period because in that period
we were 23 percent below parity. As a matter of fact, if you look in

* those tables I gave you there you will find that practically the only
time, as I said in this brief, over a number of years, it is only during
the war period that the farmer gets parity or better. It is not fair to
use that comparison with 1939.

Senator O'MAHONEY. Reverting to this question about the farmer's
share, this table that I have before me indicates that in 1913 he re-
ceived 47 cents of the consumer's dollar; in 1919, 49; in 1921, 40; in
1929, 42; in 1933, 32. The average for the period 1935 to 1939 was
40 cents.

Then from 1940 to 1946 it rose from 40 cents to 54 in 1945 and
dropped back to 53 in 1946 and now is variously estimated for the
first three months of 1947 as between 53 and 56.

Now, then, in regard to my question about your recommendation for
a Government program, if you do recommend a Government program
to find new uses and new markets for agricultural commodities, what
do you have in mind?

Mr. O'NEAL. Well, Congress passed last year the Agriculture Re-
search and Marketing bill, which we strongly supported.

And that has great possibilities, it is a remarkable program. You
gentlemen gave agriculture the money back yonder to establish four
regional laboratories and I think you should be intensely interested
in what these four laboratories have done.

Senator OMA.-IoNEY. I take it you recommend that Congress should
appropriate sufficient funds to carry on.the inquiry?

Mr. O'NEAL. Yes. That is just peanuts to what you gentlemen
originally appropriated to big industry during the war. If you have
read Kaplan's report, he tells about the amount of money that was
spent by the Government for the big: industries, tax money that was
spent. 'What you are allocating is less than peanuts compared to
what industry, some of the richest in the United States, received,
great volumes of money, your money and mine, tax money, without
any offset. It runs into many. many billions of dollars.

Mr. HUBER. Senator, would you yield for one minute?
Senator O'i'MAU1ONEY. Certainly.
Mr. H1UBER. You deplore strikes, Mr. O'Neal, as I understand you

and you definitely advise a more drastic labor bill than the Taft-
Hartley bill. How then do you justify the strike having been called
by the meat-probducing farmers last fall?

Mr. ONEAL. I appeared before the Senate committee and before
the Decontrol C6m.mission on that very question. It was, not any
strike.

Mr. [TUBER. They just wouldn't get out meat, is that it?
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Mr. O'INEAL. The law of supply and demand ruled. I want to
ask you a question. What other groups in the United States observes
the law of supply and demand except the farmer? I wish you would
name me one, will you?

Mr. HUBER. Well, you are an authority on farming. I am not.
Mr. O'NEAL. The farmers kept on producinLg.
Mr. HUBER. I might ask you this: If you can compel the working-

man to sell his labor for a certain price under certain conditions, then
could you not compel the farmer to sellihis produce. which he produces
through his sweat, with the help of God and nature, for a certain price
also ?

Mr. O'NEAL. I say we believe in collective bargaining; sure wve do.
The CHAIRMAN. I don't want to let thlaIt go by. There is nothiiig in

this bill that makes any man work for anything that he does iibf agree
to work for, except that he continues to work for 60' days after his
contract ends.

Mr. HUBER. The Government sets up the wage for whichl he should
'Work.

The CHAIRMAN. No, there is only a 60-day period in there in a case
where the whole Nation is affected by an industry, he has to continue
the status quo for 60 days. That is the only place in the whole bill
that has anything to do with making him work.

Mr. O'NEAL. You know farmers are out working for 18 hours a
day and it makes them mad as blazes, to be frank, to see how the other
fellow works. Sure they go out and work. They get a good price,
sure; they are not complaining of that-; they don't complain about a
good wage, but they do complain about a fellow sitting down and not
doing anything.

Now, farmers say: "We work. Look at our record of production in
the last 10 years despite the fact that we have 5,000,006 less workers."
Do you know what would happen if we farmers really followed the
practices of labor ? -

Let me give you some figures. If we were to come here and say to the
Congress, "All right, we want the hourly wage and the 40-hour week
that the industrial worker gets." If we were to ask for that now, in
the year 1945 the total gross income of the farmers, I believe, was 24
billion. We have got the figures how long it takes to produce a. quart
of milk or a pound of this or that or the other, we know that, and if
we had done that it would just raise double the prices of agricultural
commodities in the United States. Instead of 24,000,000,000 it would
have been 48.

Mr. HUBER. Well, you know, I represent three rural counties and I
have the highest opinion in the world for farmers and industry, but I
also found some farmers who worked part-time in our factories in
addition to taking care of their own work.

Mr. O'NEAL. The trouble I found with the farmers down where I
was raised-and where I went to school with them-they worked on
their farms and I said to them, "With 40-cent cotton why haven't you
got all the land in cotton ?" They said-the Negroes and whites both
said-"No, Mr. O'Neal. At these big industrial plants you can'make
$10, $15 a day and you don't have to work." You go down there and
1 will let you talk to them and they will tell you this.

Mr. HUBER. Where is this now?
Mr. O'NEAL. Down in Alabama.
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The CIIAIRriAN. Do you have any more questions?
Mr. HUBER. No, thank you.
Senator O'MAiI0oNEY. Then I take it, Mr. O'Neal, that what you

want is cooperation between agriculture, labor, and all the other seg-
ments of the economy.

Mr. O'NiAL. Seinator, I just want to say this: That I have lived
through that period that the charts cover that are in here and as I
have said to Phil Murray, Bill Green, and all the labor leaders-and
I had the pleasure of sitting with them-"What in the world was your
hourly wage worth between 1929 and 1932; what was parity worth
to Aynerican agriculture; and what happened to the high industrial
prices? We told you then that you had to have a balanced economy or
we would all.go to hell together; and we went."

In other words. you get this thing way up high, you get that way
up hi-gh. and you get out of balance; you hurt the great mass of Amer-
ican people here outside of agriculture and outside of labor.

Senator O'MAI-IoNEY. Senator Taft has indicated that he has had
labor legislation enough for one session, so I want to concentrate at-
tention now%% on what can be put into effect by all segments of our
economv. That is what you want to do now.

Mr. O'NEAL. Yes, sir.
Senator O'MAHoNEY. And you recognize, no doubt, that the indus-

trial portion of our population furnishes a very excellent domestic
market for the farmer.

Mr. O'NEAL. I will say this, though:.We have got to have more than
the domestic market and I hope you gentlemen won't forget that.
You have got to have your support price also. Anybody that tells
you that we can eat all that we produce and chew all the tobacco and
eat all the oranges doesn't know what he is talking about. We
could use all the wool. If you would just have the industrialist who
uses your wool really make some good cloth, that would be good.

Senator O'MWAONEY. Let me call your attention to the fact that
the per capita consumption of beef is about 150 pounds per year
and that'is 25 to 30 pounds more than we ever consumed before ini the
United States. My explanation for that high per capita consumption
is the fact that a larger proportion of our people have the money in
their pockets to buy the beef which is raised upon our western ranges
and elsewhere throughout the United States.

Mr. O'NEAL. Let us try to keep it that way. Now that is your job,
gentlemen.

Senator O'MAHONEY. That is right; do, that by cooperation.
Mr. O'NEAL. Yes; but, Senator, don't you get it too high because

we may go through that same tumble that we had in the other period.
Mr. HERTER. Mr. Chairman. might I ask one question?
The CHAIRMAN. Mr. Herter.
Mr. HERTER. Mr. O'Neal, in connection with these tables that you

submitted, where you make the estimate of the net income of those
on the farm and those not on1 the farm, does that include an estimate
of the individual food requirements supplied from the farm?

Mr. O'NEAL. Yes; I think they do.
Mr. HEATER. I wonder what that net income mneans; whether that

means spendable income?
Mr. O'NEAL. That means total income.
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Mf. HERTER. If you figure what they got in their own consumption
off the farm, that would probably make it higher; wouldn't it?

Mr. O'NEAL. No; these figures include allowance for that.
Senator FLANDERS. Mr. Chairman, I haven't had the advantage of

hearing Mr. O'Neal's testimony, so I don't know whetherl he has beein
asked or has answered this question.

Has your organization taken any position on the reciprocal trade
treaties?

Mr. O'NEAL. Yes, sir; we endorsed them.
Senator FLANDERS. And you feel favorably disposed toward the

negotiations that have been going on at Geneva and that are pro-
posed to go on?

Mr. ONEAL. I thinlk so, but I will say this, Senatorq as I have
told other leaders in government; I think we ought to do some shrewd
Yankee trading. I think we can do that.

Senator FLANDERS. You think we have something to trade with?
Mr. O'NEAL. Oh, yes; I will say this for the record: That we had

a meeting of the key farm leaders of the country and we discussed the
proposed international wheat agreement. Wheat is the only com-
modity that there would be an enormous surplus of if there wasn't
this terrible suffering foi lack of food in the world and I believe there
were 20 or 30 men from all over the country-from the Grange, the
cooperatives and the Farm Bureau-who participated. I said,
"Listen, a-re you going to marry Jane?" Are you for or against the
wheat agreement? Only three fellows in the group were against it.
In other words, the farmers seriously believe that you have got to
trade. We have simply got to trade and there are ways to trade.

I think Senator Vandenberg's suggestion that a study be made of
those things and to coordinate the ,agencies of Governument that are
doing it is fine. I don't think anybody disagrees with that. It is one
of the biggest problems we have got.

The CHAIRMAN. The problem that worries me in the export trade is
that in normal times they are in manufactured goods and not the
agricultural surplus. That is the problem. Then because the cost. of
raising agricultural products is considerably higher in the United
States than elsewhere and when they are restored to normal produc-
tion. we do not divert these import items with shipments of agricul-
tural products produced by America. Of course, today it is far
different.

Mr. O'NEAL. That is true.
The CHATRMAN. There are various plans for trying to divert dollars

into the export of agricultural instead of manufactured products but
I never saw a good one.

Mr. O'NEAL. You know, we have asked the Department of State
and the President, and I have a letter from him in which the definitely
promised that when they begin to sit around and work out these trades
agriculture will be represented there. Recently, an international or-
ganization of agricultural producers met over in Europe and three or
four of my leaders went over there; also leaders of the other farm
organizations and I think about 20 nations. The producers were all
in agreement fundamentally that we work out trade agreements.

The farmers were for it everywhere. We have got a problem just as
you say, Seurator Taft; we have got a rather high standard of living.
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The same rule woiks all the way across with industry, labor, and
everybody else, but I believe we are smart enough .to work out this
problem.

Senator. O'MAHONEY. Mr. Chairman, 4 would like to suggest a
little comment to-Mr. O'Neal on the latest and perhaps most alarming
development in the field of agricultural production. First let me say
that during the past 7 or 8 years the United States has been extremely
fortunate and on a high level. You will agree with that, will you not?

Mr. O'NEAL. Yes, sir; a 10-year record.
Senator O'MAHOMNlEY. Now, the reports which are coming to us

indicate that the outlook for the corn crop will be extremely pessi-
mistic; is that right?

Mr. O'NEAL. That is true; yes, sir.,
Senator O'MAHONEY. All the papers carry the reports that corn

has gone to about $2 or more a bushel. Of course, it is obvious that
the price of corn will have almost a controlling effect upon meat
production. That is right; is it not?

Mr. O'NEAL. Yes.
Senator O'MAHONEY. And it will also affect the capacity of the

United States to carry on its program of economic rehabilitation, to
which on page 4 of your statement you have given your support.
. Mr.'. O'NEAL. That is the reason, Senator. 'I have never seen such

a desire in my life as the great modern program of the United States
for this soil-fertility program for the American farmers.

Of course, the big fertilizer industries are fighting it. I want to
say if you go out in your area of the United States, that God made
so rich, to see what floods have done to soil fertility, and what it is
going to cost the American people, you would see' that Congress should
pass that bill unanimously. The farmers ate for it, and when I testi-
fied before the Agricultural Committee of the Senate the fertilizer
industry fought it. Well, they are a short-sighted group, as I can
prove by the experience of the past. There we had 'all that great
grain-growing area of the United States demanding that the Govern-
ment put- a little money-into-a program of this type so as to step up
production.

Senator O'MAHONEY. I know that you and your organization are
in favor of soil conservation and you favor the prevention of dis-
astrous floods in order that we may conserve the soil.

Mr. O'NEAL. Sure.
Senator O'MAHONEY. But what I am directing your attention to

now is another problem, and that is the problem of the price of foods,
because if corn is higher, as it is, and we do not have corn enough to
feed our cattle and other animals. then we are likely to develop a
shortage of meat and then we are likely to have price increases and then
we are likely to start a new spiral of cost-of-living wage raises and'
other demands for wage increases and the crippling of our effort to
contribute to the rehabilitation of Europe.

Now, what remedy do we have there? *What about price control?
Could that be established again?

Mr. O'NvAL.-You may have to go back to it again; you fnay have
to do it. We did not believe in the subsidy, though. The farmers did
not believe in it; but I am saying this: God has been good to us with
this great wheat crop. We have to check this shortage of corn we are
facing this winter.



104 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

It may be this, Senator: Corn may be higher and it may be necessary
that we would not eat it but use more wheat instead of corn. We have
still got an enormous surplus of potatoes; we have still got a lot of
things of that kind to eat.

Senator O'MAIAFoNiY. Are you suggesting.voluntary rationing or re-
sumption of rationing?

Mr. O'NEAL. A lot of it will be voluntary, but .we do not like price
control if we can help it.

Senator O'MAHONEY. Well, I would very much appreciate it if the
American Farm Bureau Federation would look into this most recent
development of the agricultural season and give the committee the
benefit of its considered. judgment upon it because we have now a
problem developing if we are going to have a short corn crop.,

Mr. O'NEAL. I alreadv did it. We have a bill in Congress over here
and I can take each one of vou and show vou where God made the
land and sent the water and I can show you in modern science with the
proper use of fertilizer we can just double and treble the bushels of
wheat and corn.

Senator O'MAHoNEY. That is the long-range program.
Mr. O'NEAL. No; that is the next year.
Senator O'MAHONEY. Well, next year won't satisfy this one.
Mr. O'NEAL. Well, you have a lot of wvheat this year, but that is the

quickest way I know to do it.
The CHAIRMAN. Thank you, Mr. O'Neal, and for these tables which

are attached to your report. which are very interesting and which will
be useful to the committee.

The committee will adjourn until tomorrow morning at 10 o'clock in
the caucus room, I believe.

(Whereupon, at 12: 15 p. in., the committee adjourned until 10 a. m.
Thursday, Juhe 26, 1947.)
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CONGRuESS OF THE UNITED STATES,
JOINT COCI)3I'IYEE -ON THE ECONOMIc REIPORT,

llzashington, D. C.
The conmmittee met, pur'siianlt to call, ill the calucuis roomn, Senate

Office Building, at 10 a. In., Senator Joseph C. O'Mahoney presiding.
Present: Senators O'Mahoney. Flanders. and Watkins; Represent-

atives Hart, Bender, Rich, and Hft'ber.
Also l)resent: Staff members Charles 0. Hardy, Fred E. Berquist,

and Jobha *W. Lehman, clerk.
Senator O'MAJIONEY. In the unavoidable absence of the chairman.

Senator Taft. who was calle(l to New Yoik last--nilght, I have been
asked to open the session. The clairalman and some -other members
will probably turn up a little bit later in the morning. Since the end
of the fiscal year is at hand, almost. all of the members are busy with
other committees.

MA1r. Rieve, are you ready to proceed i
Mr. RIEvE. Yes.

STATEMENT OF EMIL RIEVE, ADMINISTRATIVE CHAIRMAN, CIO
FULL EMPLOYMENT-COMMITTEE, PRESIDENT, TEXTILE WORK-
ERS UNION OF AMERICA, VICE PRESIDENT, CONGRESS OF -INDUS-
TRIAL ORGANIZATIONS, OF NEW YORK CITY, N. Y.

Mml. RIEVE. Mr. Chairman. I have an abbreviated statement that
I wish to read to the committice. but I would like for the record to
])tlt ill my11 full statement, if there is no objection.

Senator O'MAIFONEY. That is the plan under which we are pto-
ceediin-. The full statement may appear in the record.

(W17hereupon the statenmentt of Emil Rieve was submitted and made
part of the record as follows :)
TESTIMONY PRESENTED BY EMIT. RIEVE, ADMINISTRATIVE CHAIRAMAN, CIO Ft-LI.

EMPLOY MENT COMMITTEE, PRESIDENT TEXTILE WORKERS UNION OF AMERICA, VIC:
PRESIDENT, CONGRESS OF INDUSTRIAL ORGANIZATIONS, BEFORB TILE JOINT CO-I
MITTEE OF THE ECONOMIC REPORT

-My name is Emil Rieve. I am the administrative chairman of the CIO Full
Employment Committee, president of the Textile Workers Union of America, an(d
vice president of the Congress of Industrial Organziations.

The function of this Joint Committee Oil the Economic Report is set forth in
the Employment Act of 1946. Section V. 3 of that act states "that it shall be. the
function if the joint conlimittee * * * as a guide to the several committees of
Congress dealing with legislation relating to the Eeononic Report, not later thaiil
Febriflry 1 of eucil yenr (beginning with the year 19-17) to file a report with the
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Senate and House of Representatives containing its findings and recommenda-
tions with respect to each of the many recommendations made by the President
in the Economic Report * * *"

This joint committee has failed to prepare any data relating to the Economic
Report of the President presented to Congiess early in January. This failure
constitutes a violation of the intent of the act. It indicates that the leadership
of the joint committee has no interest in enacting legislation which will "promote
maximum employment, prodiictioI and pt urchasi ng poweer."

The purpose of the Employment Act of 1946wNas to provide a melns whereby
one committee of the Congress 4vould man out in general terms tbr the benefit of'
the individual committees dealing with individual pieces of legislation an over-all
economic program of economic legislation.

The purpose of the act was to see that the President's total program was studied
and analyzed by Congress rather than to have its pauts taken up on a piecemeal
basis only.

The purpose was to have the differences between the-President and the Congress
clearly and public set forth-together with the reasons for such differences.

The purpose was to have the leaders of both parties clearly state their views
on the President's economic program. What reasons did this joint committee
give for failing to comply with the Employnient Actl' In its purely pro forma
report of January 31st a number of reasons were given. One was that the Presi-
dent's proposals in his Economic Report were controversial. If this is the reason,
then the leadership of this committee is guilty of complete failure to understand
the intent of the act in setting up the joint committee. The act clearly provides
that the joint committee's report is to serve "as a guide to the several committees
of Congress dealing with legislation relating to the Economic Report."

Another reason given was that there was insufficient time before the statutory
reporting date of February 1. But the reason why the Republican leadership felt
there was no time was because they were spending all their time during the hlst
3 weeks in January in hastening action on separate pieces of legislation-mainly
the tax bill and the labor bill-thereby ignoring the intent of the act to have a
general program w'orked out as a prelude to action oii specific issues.

Another reason given was that the committee did not have staff at that time.
The committee now has ample staff-and still no decision has been announced
to submit to Congress, as required by the act, a report containling its findings
and recommendations with respect to the President's main recommendlations.

The committee should see that: (1) its present hearings are clearly oriented
toward appraisal of the Eeonomic Report of the President,

(2) Before the end of the session. ,ind as quickly as possible, the committee
should present-even though belated-a report of the type specified in section
(b) of the act.

If it does not see fit to comply with the Employment Act, if it continues
willfully to violate both the spirit and letter of the law, then the leaders of the
joint committee should resign so that other members may be appointed who
are willing to cooperate in a common effort to promote maximum employment,
prodluetionr, and purchasing power.

The Employment Act clearly sets forth as its objective that "the Congress
hereby declared that it is the continuing policy and responsibility of the Federal
Government to-promote maximum employment, production, and purchasing
power. Legislative'action in the field of economic programming should have as
its funtldamental objective the promotion of full employment and full production
through the maintenance of-maximum purchasing-power.

I should like to point out wheme I think actions by our Federal Congress by
our executive arm of the Government and by business groups have been working
in the opposite direction of promoting full employment and full production
throough maximum purchasing power. However, before I review the action
taken by the Congress, Government and business groups in the past few years,
1 should like to review briefly some basic economic trends which are now de-
veloping in our economy. These trends call for bold action by the Congress. We
are now at a crucial turning point in our economic development. It is difficult to
predict the specific trends of employment, production, and purchasing power dur-
ing the coming months. We can only hope to examine the present situation as it
sbtands today, weighing the favorable economic factors against the unfavorable
and then decide in our best judgments a positive course of action.

I shall examine in turn the trends in employment, prices, profits, wages,
savings, production and other important economic facts.
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EMPLOYMENT

The Census Bureau (if the Departmient of Commerce reports that employment
in the month of May wais over 5I million, aln all time peak. In spite of this
high level.Iof overall employmeint, spotty uliemploymenit situations are cropping
up in various industries which bear watching. According to the Department
of Labor, em'iployment in manLufacturing industries has declined for the past
two months. A total of 251,000 workers have been laid off in various segments
in manufacturing industries. In the textile and apparel industries, for example,
employment dropped by 143,000 betveeni March and May. The electrical goods
industry has lost alittost 60,000 workers and employment in the rubber products
industry, including tires and tubes, has declined about 16,000. So we see that
in spite of attaining ever new levels of emnployment, certain seginents of our
basic industries have already begun to feel the linclhes of unemployment. ;

We are conducting amongst C1O Unions a survey of unemployment. We
have received so far ordy sample returns from our international unions; but
we will have complete returns within a period of a week to ten days, at which
time we, shall be glad to niake the results available to this committee. These
preliminary returns show that curtailed orders, reduced purchases, and con-
sumer resistance because of price increases have not been the only causes of
downturns in employment. Certain segiiemmts in the steel fabricating industry
have witnessed employment cuts because of the inability to obtain sufficient
basic materials. During the last of April arnd early May parts of the automo-
bile industry were forced to close down for lack of sheet steel. I point out the
unemployment situation becanse I do not think we caln look at the over-all figure
of total employment which shows a favorable picture and yet draw the proper
conclusions about our economic developments.

PRICES

What has hanpplened to prices since the elimination of price control is obvious
to everyone. The chairinall of this committee predicted that all would be well
if price controls were eliminated. He said competition would soon take care
of the price problem. The chairman of this committee was not alone in making
such statements which have not been borne out by developments. Many Members
of Congress, Senators and Representatives, supported by the National Associa-
tion of Manufacturers, and other employer groups stated unequivocally that once
OPA was eliminated, competition would soon take care of the price problem.
The law of supply and detoaid, they said, would see to it that prices found their
own level at a point close to the OPA price ceilings.

Senator Wherry predicted that meat prices would be lower if controls were
removed. The OPA Administrator replied that meat prices would go up 50
percent if price ceilings were eliminated. Both Senator Wherry and the OPA
Administrator were wrong in their predictions. Meat prices went up much more
than 50 percent.

Wholesale food prices- of all commodities since June 29, 1946, just before
OPA temporarily expired, have gone up 31 percent. This is 31 percent super-
imposed upon an already large increase of 46 percent between 1939 and the middle
of 1946. Mid-June 1947 found wholesale prices of foods 43 percent above the
OPA pr-ice ceilings. Buildirig material costs have gone up 35 percent in this
1-year period. All other groups of commodities listed under the Wholesale
Price Index, with the exception of fuel and lighting and household furnishings
which have gone up 19 and 17 percent respectively, have increased from 25 to
45 percent. There are some who, say that the peaks in wholesale prices have
been reached and that lower prices are imminent. Since the month of March
when most of the peaks were reached, all wholesale prices have been reduced by
only 1.2 percent. Minor and token reductions, which have occurred in certain
commodities, are good in themselves, but we must remember the current whole-
sale prices for all commodities are now 31 percent above what they were in the
OPA ceiling days in late June 1946. It will take far more than token declines
to reestablish OPA price ceilings.

On the retail price level an all-time high in the consumers' price index was
reached in the month of March. Retail prices were over 17 percent higher than
they were when OPA was temporarily suspended on June 30, 1946. Since March
the price index has declined by less than one-third of 1 percent.

What may happen to prices in the comning months is difficult to tell. I should
like, however, to make only two brief points in this connection. Onepredictions
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of record-breaking food crops for this year may have to be altered in the lightof the present flood situation in the Midwest. Two, our export program toEurope may exceed previous estimates. These two factors when added togethermay result in further inflationary increases in food prices.
It is admitted by all that prices are now too high. There seems to be littleevidence that prices will decline, but much evidence to force us to considerhigher prices as a definite threat. The responsibilities of this committee inpromoting "maximum employment, production, and purchasing power," because

of this price situation, are extremely grave.

PROFITS

Profits of all corporations on an over-all basis were at record highs during1946. The Department of Commerce has just released revised figures in itsseries of corporate figures. They show that profits for 1946 set a record at12.5 billion dollars, 2 billion dollars above the 1943 peak. But this 12.5 billiondollars for the entire year does not tell the whole story. These same figuresfrom the Department of Commerce show that the annual rate of profits earnedby all corporations, after taxes, in the fourth quarter in 1946, was 16.2 billiondollars. This is almost 6 billion dollars more than the peak attlined during1943. While it was true that certain industries faced with reconversion prob-lems, industrial unrest and material shortages showed losses during the earlypart ot 1946, this Department of Commerce survey shows that all industrieswere earning period breaking profits in the fourth quarter.
Reports for 1947 have not been published by the Dapartnment of Commerce.All indications would lead me to believe that the annual rate of profits duringthe first and second quarters of 1.947 were at levels in excess of those attained

in the last quarter of last year. Clertain of the services, trades, and :Aoft-goodsindustries, according to the National City Bank anid other published profit reports,
show slight declines: but the automobile, ironi and steel, electrical, and otherbasic mass-production industries reported higher profit levels. The higli-or-ofitlevels in these industries were sufficient to counteract any declinies which mnavhave occurred in the other industries. Consequently, 1947 profit levels continuehigher than those described as phenomenal for the last quarter of 1946.

There are many reasons why prolits attained these exorbitant levels, not theleast of which was the elimination of the excess-profits tax by the Congress inlate 1945. However, a large degree of the increase in profits can unquestionably
be attributed to the-higher price levels. Of course, some increased profits haveresulted from greater volume of sales. With anticipated higher ievels of sales.industry could have continumed to make fairl y re:isomnable levels of profits withoutincreasing its prices. But. industry after inuustry took atlvaritage of e-verysitufation. Even with the rem oval of (X -'sc-pr- ̀t- taixes a rid the reoelliclo l-{corporate taxes, a greater volume of sales seemed not enough to satisfy theavaricious appetite of American industries. Not satisfied with all these factorswhich make toward higher profits. indrrstry incireased prices. By increaisirigprices they obvionsly pushed up their profit levels. It is these inriated-price
levels today which aie at the root of our econorn;c ids.

Had industrv been content to operate at OPA pr-ice ceilings we wouldr notbe in this difficult economic condition. But these inrlated-profit levels give thiscommittee a tremendous responsibility for the welfare of the American people.If this committee is to carry out its responsibility under the Employmerit Actof 1946, which is "to promote maximum employment, production, and purchasingpower," it must act boldly and fearlessly to stop the serious trendi toward further
inequitable distribution of our Nation's wealth.

WAGE AND SALARY PAYMENTS

Exanirination of national-income figures indicates the trend toward a greaterproportion going into profits, interest. rents, dividends, and/-a lesser- pioportion.f national income going into wages and salaries. In 1°44, 70.2 percentof-hational
income went into wages and salaries, and 62 percent into net corporate profitsafter taxes. In 1946 the share going to wages arnd salaries had diopped to 64.6
percent, and the share going to corporate profits rose to 7.3 percent. If-we lookat just the fourth quarter of 1946 we find, as 1 mentioned-before, profits at thehighest point in history. 8.4 percent of our national income, while the proportiongoing to wages and salaries declined to 62.4 percent. The trend continues. Inthe first quarter of 1947 we find that the share of wages and salaries in thenational income dropped from 70.2 percent in 1944 to 62.2 percent, while on the
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other hand, the share going to corporate profits after taxes increased from 6.6
percent in 1943 to 9.2 percent.

To be a little more specific, to pass from the discussion of wages and salaries
to the aictual weekly earnings in manufacturing industries, we find that the
average worker was earning $47.44 a week in April of this year. This is equiva-
lent, in dollars only, to the peak weekly earnings of woikers in manufacturing
industries in JTanuary 1945. The April 1947 figure does not yet reflect the wage
settlements of this year; the figure, however, does reflect the wage increases of
1946. This isn't as healthy a situation as may appear when we look back to
what happened to purchasing power since 1939.

Workers have hid their real purchasing power reduced by about $6 froni the
peak period of 1045 to the present period in spite (f t 9e 1'J46 round.of wage in-
creases -4 tabulation back tfo1939 shlios that the average worker in ninufactur-
ing industnies earned $23.86 then as against $47.44 now, a dollar increase of
slightly over 100 percent. However, in ternis of purchasing power, a worker's
fainly with two children finds its purchasing poner, over this period, has in-
creasedl by less than $6-fronm $23.62 in 1939 (after the payaient of 24 cents in
Federal taxes) to S29.39 in 1°47 (after the payment of $1.27 in Federal taxes, and
a loss of $1677 as a result of higher prices). I take this comparison back to 1939
to alis.Wer those ci itics who have said that wage increases have been in excess of
100 percent. In complarison of wage levels it is essential that one consider what
present earnings can actually buy.

SAVINGS

The Federal Reserve Board has just conipleted a stuly of the savings of Anier-
icau families. This study shows that the trend toward accumulation of liquid
assets or savings in the hands of high-incolme individuals continues. It also
shows that many people were forced to dig into their savings in 1946 in order to
maintain their standard of livi ig. In spite of this fact, tile total amount of
savings increased between 1945 and( 1946. However, of the individuals earning
less than $3.000 aliaost half showed declines in the aniount of savings actually
held, while approximately 50 percent of those with incomes above $3,000 showed
not only no decrease in savings but a large accumulation of liquid assets.

Reports froin the Treasury Department indicate that war bonds of the lowest
delinionatiol, series E, were cashed in at a greater rate in 1946 than ill any
previous yiear-1946 was the first year that redemptions exceeded sales. Four
billion tive hundi ed million dollars of series E bonds were bought and almost
5.5 billion dollars were cashe(d in, while in 1.945 alhost 10 billion dollars in bonds
were bought atd not quite 5 billion dollars cashed in. Iii 1944, (luring the height
of the w~ar, over 12 billion dollars of series E bonds were sold and only 3 billion
lol'l:irs cnahed in. It was only in the class E series bonds, which are bought by
low-income individuals that the amount of redemptions exceeded the amount of
sales. This is one way in which the Federal Reserve Board's stpdy indicates that
the trend toward the accumulation of savings in the high-inconie bracketim cni-
tinues while a drop of liquid assets is occurring in the low-ijicomne brackets.
Purchasing power is now being bolstered by installment buying which is reaching
all-time peaks. This is an unhealthy way to bridge the gap between income nlid
purchases. Inflation first steals savings all(n then tends to continue on its lnerry
way through expanding consumer credit. This trend should cause any coim-
mittee or agency of Government, responsible for promoting "employment, pro-
duction, and purchasing power," to be seriously concerned.

This is among the important trends and developments in our economy. I shall
mention only briefly some other important factors which affect our ontlock for
full employment and full production.

PRODUCTION.

Over-all production, according to the Federal Reserve Board index, reached its
postwar peak in March. From March to April it showed a decline and in May it
held steady. Curtailed production in those fields which I mentioned in relation to
unemployment is responsible for some of this decline.

RETAIL SALES

The amount of retail sales has been increasing slightly from month to iioiitili i
total value. However, when sales are adjusted for increases in prices, the vol-
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-nine has declined. This declining sales volume is partly responsible for some of
-the decline in production and employment. The trend will continue as long as
-the price structure doesn't respond and purchasing power continues to decline.

NEW ORDERS

The amount of new orders placed with manufacturing establishments is begin-
-ning to decline. Th'Iis is the repercussion coining from reduced volume of sales and
is having its effects upon production. eniploynient, and inventories.

On the favorable side-of our economic ledger there are-a'few factors. There is
*still a large unfilled demand for many consumer goods-automobiles, electrical
appliances, refrigerators. radios, houses, etc. This- pent-up demand should he
-sufficient to. maintain our economy at a high level for a period of years. How-
-ever, the demand is based upon purchase at certain) levels of prices. How many
Tpeople who are in the market will actually purchase at current high prices
:remains to be seen.

CONSTRUCTION

We are beginning to witness some of the effect of high prices now in the con-
-struction field. The volume of new houses is falling off drastically fromn that
-which was anticipated at the beginning of the year, nnd.off slightly from the
number of new units started last year. The reason for the decline in the num-
ler of new units is attributed by the Federal Reserve Board in its June bulletin
to the greater rise in prices, and stiffer resistance to them, than had been esti-
mated. However, it cannot be overlooked that the number of new homes being
started in the first 4 nmonths of this year is higher than any other corresponding
-period of any other year since the middle twenties with, of course, tile exception
,of 1.946. So that while we are getting a slight decline in construction fromn 1946,
we are operating at very high levels. However, as the Federal Reserve Board
points out. prices of housing alln real estate are too high to support the present
h1ooi mumarket.

FORERIN TIIADE

We are currently exporting at an annual rate of about 15 billion dollars and
-we are importing at a mate of about 5.5 billion dollars. This means that we are
-shipping out of this country 9 to 10 billion dollars' worth of goods per year
more than we are importing. Extensive foreign trade is aiding in keeping our
-economy operating at full levels. How much longer we can continue to export
-at these rates depends upon two very important factors-

Either we must increase our imports so as to enable foreign countries to have
-sufficient money to pay for this material, or these foreign countries must secure
American loans to pay American dollars for American exports. Unless we are
-prepared to import in larger quantities, or lend these foreign countries sufficient
American cash, our export trade will of necessity fall off. It will fall off because
-thie American money and assets held by foreign countries is quickly being liqui-
dnted.

SUMMARY OF ECONOMIC TRENDS

I have reviewed in some detail the general trends in our economy. It is hard
-to predict what will happen in the future because our economy is so complex,
'but I have nointed out a considerable nnumber of trends which, if permitted to
*continue, will have a serious impact upon our future economy. For example, I
think the high prices, the exorbitant profits, the redistribution of national income,
the liquidation of savings by low-income individuals, the shift to consumer loans,
-the reduced purchasing power of the mass of American consumers, are all steps
-on the road to collapse of Oar economy. W'hether the collapse comes within a
period of 6 months or in a shor'ter or longer period of time cannot be predicted
-with any degree of accuracy, but it seems to me that the factors on the unfavorable
side are so great and of such tremendous magnitude that steps must be taken
imnmediately by this joint committee in carrying out an economic program which
-will "promote maximum employment, production and purchasing power."

REVIEW OF THE SEVENTY-NINTH AND EIGHTIETH CONGRESS

Before outlinlig lay views on a specific economic legislative program, I-should
'like to discuss first how Congress through its actions last year and again this
year has failed to provide an economic program. I should like to point out
'how those steps taeken by Congress, in my opinion, worked in the opposite direc-
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tion of promoting full employment, production and purchasing power. There has
been no legislation passed by this Congress which, in illy judgment, has been
consistent with the plrinciples set forth in the -Etuployment Act of 1946.

Excess-profits tax
In 1945, shortly after VJ-day, the Seventy-ninth Congress passed a tax bill

eliminating excess-profits taxes as of January 1,9461 In addition, corporate
taxes were cut 5 percent. As an ameliorative measure 'they cut unome taxes by
5 percent, but the inain impact of the 1945 tax bill was to eliminate the excess-
profits taxe This action encouraged big business to push -prlyes higher and
higher. It ensounraged big business to profiteer Hnld the ecess-profits tax
been retained, profits would(1 not have soared to their ill-tine highs in 1946 and
1947. IIad the excess-profits tax not been eliiminated, bnsinmess would not have
been so eager to raise plices I-Lad the excess-prolits tax been retained, business'
desire for higher prlices would have been imrbe(l

I.ask a simple question Was this action of the Seventy-ninth Congress in
the interest of "imaxi imm niiiploymiielnt. pr odnction anmd purchasing power"?
The answer is obviouslY No."

O0PA extension, bill

OPA wvas due to expire on June 30, 1946. The Sevenity-n imitih Congress passed
an OPA extension bill almd timed it so that it would alrrive on the Presideit's desk
on or near the date wviem OPA wvas to he terminmated. hoping that the pressure
would be so great oh the President that lie would be force(d to sign it. But this
bill was so bmid. and coitinined so niily features which incieiseil prices instead
of iniinntaninmiig themi, thai t the President had no choice but to veto For a period
of 25) days we had no , price control. The cost of living increased almost 6
percent uilring this peritodl the highest iionthlly inc enese recordeil

Another bill extending (0SPA was sent to the Piesideit and signed on0 July 26.
This bill wasn't imiuch better thlan the bill he vetod, hut it becanie fairly evident
to the administriatioi that if there was to be any kind of price control, this
bill would have to lie accepted. The new OPA bill emipliasized decontrol. It
established three adiMiinistrative agencies for prices. instead of one. Wide
discretionary powers were given these rgencies for checking inflation. What
the Congress attempted to do in this bill wvas to pass some of the o00ns on to
the admimniistr atioin a1id the adumimlistrative agencies-particularly the Price
Decontiol Boormd-established under the bill.

.Just wvhat the Price Decontrol Bonrd did 1 shall review in a later section
-whenle discuss steps taken by the executive braimcih of time (ioverniment. M1ean-
-while. I -ask (iice again. Was this actiop, by the Sevenity~nhitli Congress in the
interest of lillxiimni employment, productioni itid purchasing power''? The
answer is obviously :1 resounding "No!'

1917, tax bill
Time Eightieth Congress canie into sessioil in Jiniiary. Instead of talking

about basic issues, 5 iiloiths were spenit on he rinigs, debates, and discussions
on a bill to curb labor. Yet labor is one major segmient ill Aimericami life that
is able to inake a fundamiientail contribution towlar ilronloting "maxiiluil eCm-
ploymient, production. aiid purchasing power.' The present Congress. instead
of devoting its time aiid attention to the basic econoiiic issues facing our country,
continued to discuss a bill to weenaei labor. However, there was time, during
debate on the labor bill, to pass two tax bills; one has become law, the other
was vetoedhby the President and sustained by the House.

The tirst bill extended the wartime-excise-tax rates indefinitely. The Presi-
-dent ' terminated tile "state of wvar' on Decemiiber 31, 1946. This action auto-
matically would have reduced the wartime-excise-tax rates to their prewar level,
beginning Jtiule 30, 1947. Tllis reduction would have been an aid in promoting
purchasing power and thus expanding enlploymimellt and production. Bult the
Congress was not interested in employment, production, or purchasing power.
It maintained the high wartime-excise-tax rates. This was done for many
reasons, one of which was obviously a political one. Had the inew excise rates
been permitted to go into effect, the reduced revenue ensuing would have pre-
vented a flat percentage incoine-tax cut across the board. Republicans would
not have been able to carry out their pledge to cut income taxes if they also
permitted excise taxes to be cut. So, excise-tax rates were extended indefinitely.

The House proceeded to consider an incolle-tax-reduction -bill for 1947 which
was intended to give tax relief to the needy Republican campaign backers. This
was highly consistent with the tax billipassed by the Seventy-ninth Congless
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which gave relief to corporations. Major tax relief was given to individuals
in the high-income brackets. Instead of passing a tax bill which would have
relieved the low-income taxpayers who have suffered most through high taxes,
depleted savings, reduced income, the new tax bill granted a flat percentage cut
across the board. No public hearings were held by the House Committee on
Ways and Means. Opponents of this bill were not permitted to appear before
the committee.

The bill came before the Senate and hearings were held but it emerged from
committee only slightly different from the House bill. The bill- as passed and
sent to the President would have given tax relief to those who least need it.
It would have given tax relief to those, according to the. recent Federal Reserve
Board-study -whose liquid amssts- hliv& lnereasedl. This tax-would have increased
the spendable income of a family of four, with a $2,500 annual income, by 8
cents a day. For those with incomes of $300,000 it would have increased their
income $102 a day. I ask once agaii, Was this action designed to "promote
maxinluin employment, production, and purchasing power?" Again the answer
is "No."

Rent control
After the tax bill was passed and the vicious '['aft-Hairtley bill sent to the

President, the Senate took up the consideration of a rent-control bill. This bill
is really one which authorizes a 15-percent increase in. rents; with complete de-
control set for March 1, 1948. It makes eviction of tenants less difficult for
landlords, and completely decontrols hotel rates. The effect of this bill will be
to increase the cost of living. It will reduce the amount of money wlhich low-,
income individuals have to spend oi1 food and clothing. The bill does not grant an
outright increase in reents. It just states that where landlords and tenants
voluntarily agree to at 1.5-percent increase, the landlord will extend the lease
until the end of 1948. This is nothing more than holding a hammner over the
heads of tenants, with the threat that either they have their rent increase(l now

-or they can prepare to vacate when controls cease in Alarch 1948.
Was this action of Congress in line with promoting maximum employment,

protluction, and purchasing power? Obviously, no.

Wool bill

This bill works in the opposite direction of promoting world-wide free trade.
This bill gives the President authority to increase tariffs on wool. We are in
the process of making an international agreement in Geneva which extends and
promotes free trade. Passage of this wool bill ini Congress at this time tells the
world, with whom we want to establish good relations, that where other iiatnions
come in competition with America we will place a tariff on their imports to
prohibit their shipments to this country. If we are interested ill all-out produc-
tion, Congress should not place any stumbling blocks in tihe way of foreign trade.
We cannot live alone. We must learn to live with the rest of the world. This
bill places barriers between us and the nations with which we wish to carry on
foreign trade.

Was the passage of this bill in the interest of maximum employment, produc-
tion, and purchasing power? Again I think the answer is "No."

Appropriations

Every effort has been made by this Congress to reduce the appropriations of
.administrative agencies. These Republican econllomy efforts are penny-wise and
poundi-foolish.

If Coigress wants to curtail the effectiveness of some of our basic laws, let it
act out in the open by repealing the laws instead of curtailing the operation and
enforcement of them by refusing to lappropriate sufficient funds.

Appropriations for the Federal Security Agency, the Department of Labbr the
National Labor Relations Board, the Department of the Interior, the Treasury
Department, the Department of Commerce, and others have been out. Congres-
sional cuts in appropriations will not only drastically affect the successful opera-
tion of executive agencies but will curtail the development of necessary statistical
and economic data.

The Bureau of Labor Statistics and the Bureau of Foreign and Domestic Comn-
merce, which supply other branches with statistical data, have had their budgets
:eriously cut. We canhot hope to develop a sound economic program if we have
inadeqiuate information about our economy. The work of this joint committee
wvill be seriously curtailed in its ability to promote maximum employment, pro-
djuction, and purchasing power because of inadequate data.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 113

NVo positive economic actiOn.

There has not been a single step taken by this Congress which has been in the
interest of stabilizing our economy. Bills were passed extending excise-tax rates,
increasing rents, giving tax relief to the greedy and not to the needy, placing
stumbling blocks in the way of foreignr trade, and restricting the labor movement.
No bills dealing with the health and security, or with housing, or social security,
or fair employment practices, or. with a Aound tax structure have been passed
by this Eightieth Congress. The failure of this committee, as I have said before,..
to take any action on the President's Economic Report to Congress stamps this
Congress with the complete responsibility for the developing trends toward imnbal-
ances in our economic life.

AL)MtNISTRATIVF AGENCrES' ACTION

The executive branch of the Government took steps following VJ-day and since
which have not been in the best interests of promoting and sustaining a full-
employment economy: I shall review very briefly somie steps taken by the execu-
tive branch which have tended to curtail the development of niaximum. employ-
ient. production, a nd purchasing power.

Elhvinaltion of WPB controls

Shortly after VJ-day the WPB elminated many controls over priorities and
allocations of important basic materials and metals. The elimination of controls
so muddled the construction field, for example, that controls had to be reimposed.
The housing program has been greatly affected by the actions taken in eliminating
controls shortly after VJ-day. Elimination of other coftrols on priorities and
allocations -developed- extensive activity in the black market: When -OPA was
completely eliminated, the black market continued but was no longer illegal; it
had just shifted into a gray market. For example, much sheet steel, the lack of
which is causing certain plants to close down, is being sold for prices far in
excess of market prices. Had controls been retained, we would now have a far-
more equitable and fair allocation. and distribution of many basic commodities.
Instead we have stock-piling, gray-market operations, hoarding, and other prac-
tices which affect production and employment.

Decontrol Board
The OPA extension bill, which became law late in July 1946, set up a Price

Decontrol'Board. This administrative agency was charged with the responsi-
bility of declaring whether certain items, such as livestock, milk, and grains were
to be placed back under price control. The Decontrol Board must accept the
responsibility for its action. However, Congress arranged recontrol of prices
in such a way as to take the heat off itself and place it upon the executive branch
of the Government. *

From the day the OPA extension bill was signed, it was inevitable that prices
would eventually be decontrolled. The meat situation is a good case in point.
When meat prices were again controlled, the meat packers and others began a
coordinated effort to keep their supplies off the market. They thus forced a
decision upon the administration right before the election. The administration
responded to the whipped-up hysteria which had resulted from the shortage of
meat. Both the Congress, because it gave the preliminary powers of decontrol
to the Executive, and the executive agency itself must assume the responsibility
for the tremendous increases in meat prices which have occurred since decontrol.

Complete price decontrol.
Shortly after meat prices were completely decontrolled, decontrol was extended

over the prices of all commodities except sugar. Here again the responsibility
for this act must be placed both upon Congress and upon the executive biranch.

Prices wemle permitted to be raised by many provisions of the OPA extension
bill so that by the time decontrol of all prices went into effect we had already
witnessed large inflationary price increases.

We have witnessed still more inflationary price increases since decontrol was
put into effect last November. None of these actions on decontrol and elimination
of controls on materials and construction operated toward promoting maximum
employment, production, and purchasing power. Controls should not have been
eliminated when they were. The Decontrol Board should have resisted public
pressure in spite of the congressional action. Price control should have been
retained.
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BUSINESS ACTION

Sole responsibility does not rest with these two groups. Business groups have

played a large part in placing our economy in its present state of unbalance.

First, through their pricing policies, they are in great part responsible for the

present -i nflationary prices: Business followed the pohcy of gtting all. it. could

while the getting was good. Prices were increased without any relationship to

costs, ability of the consumer to buy, or stability in our economy. This pricing

policy was one of the main factors in bringing about the high level of industrial

corporate profits. Not only did business follow a get-rich-quick policy of prihing,.

but it so manipulated production and distribution during the dying days of OPA

as to withhold production from the market in an effort to force OPA to grant

price increases. This could be achieved because of monopoly concentratidn in
American industry.

Monopolies operate on the principle of securing higher profits- through high.

prices and moderate production and limited distribution. This is the essence of

monopoly- operations. -It wasn't necessary to limit production dmiin'k this period

to force price increases. All that was necessary was to limit distribution. This

was done extensively during the dying days of OPA.
This monster of economic concentration known as monopoly must be given

serious attention by the Congress if we are to promote production, employment,
and purchasing power. Monopolies operate to limit production and employment.
They are able to force higher and higher prices. They have no difficulty in ac-

complishing these objectives as long as a limited number of companies control

most of the output of basic industries.
The four largest conipanies in each industry control the following percentages.

of production in these industries:
Percent Perent

Electric m eters…------------------100 Cigarettes…---------------------- 85
Window glass-------------------- 85 Rolled steel-.-------------------- 84
Refrigerating systems____________-95 Steel plates--.------------------- 79
Typewriters ---------------------_ 91 Rubber tires… -------------------- 76
Tractors__________--____________ 91 Wool goods_-___________-________ 76
Passe piger cars…------------------ 90

As long as this type of concentration exists, these major producers in large
industries can set their own prices. One-tenth of 1 percent of all- the corpora-
tions in the United States own 52 percent of our total corporate assets. Mon-
opoly control of American industries has been responsible, in the main, for
the current level of high prices and profits ani for the inaldistribution in our-
national income.

A positive program of action must be taken by this Congress if we are to,
avoid a slump in our economy and an eventuna depression. Such a- 'program.
of action was in part outlined in the President's economic report to Congress.
This committe has taken no action upon this report and is now some 5 months
overdue in its own report to Congress required under the terms of. the Full-
Employment Act.

CIO-ECONOMIC PROGRAM

If the objectives of the Employmeint Act of 1946 are to be carried out, it is.
essential that this Congress take immediate steps toward adopting an economic-
program.

As I have already pointed out, such action as has been taken by this Congress
has operated in the opposite direction from promoting the objectives of the
Employnient Act of 1946.

In spite of continuing high levels of employment, we are witnessing areas
in which unemployment is beginning to develop. A downtrend of industrial
employment in the past 2 months can, in the main, be attributed to the current
inflationary level of prices. This has resulted in the depletion of the liquid
assets and savings of low-income individuals. It is essential that steps be-
taken immediately to reduce food aid industrial prices. Unless this is done,
we can anticipate cuts in production and unemployment.

An evcr-epaimdiitg standard of living
A lower level of prices will only partially remedy the situation. Basically,.

the solution is an ever-expanding standard of living. This can be attained in
part through the extension of the area of collective bargaining, through the
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extension of the right to join trade-unions of the workers' own choosing. Legis-
lative action such as the Taft-Hartley bill curtails the area of collective bar-
gaining, prevents extension of trade-union organization. This Congress,
instead of passing legislation designed to curtail collective bargaining, should
be passing legislation promoting trade-union organization. In addition to such,
legislation, positive action in many other fields of, economic endeavor must be
undertakeii if this Congress is to tackle the fundamental issues of. maximum
ebimployment, production, and purchasing power.

I recommend the following legislative-economnic progranm. for consideration-
by'this Congress:

1. Price Board.-I suggest that a Federal Price Investigation Board be im--
mediately established by this Congress in cooperation with the executive branch.
of our Governinent. Representatives of Congress, the Executive, public-spirited.
citizens, labor, and agriculture should be members of this Board. Their job-
would be to shed light upon the unwarranted levels of many prices. By use
of public pressure and exposure of profiteeriiig, we.may be able to *force lower
prices.- This: Bo'aid ,hould be enmpowered -to suggest to Coigress that specific
prices be reduced'by legislative action.

We must. however keep in immind that never in the economic history of-
America have prices been reduced in advance of a glutted market. Lower
prices resulting from such a situation have occurred 'in those lines having
a low degree of concentration of monopoly power. However, a Federal Price-

Investigation Board using public pressure and exposure of profiteering may
change this trend of economic. history. It would be worth trying.

2. Price conltrol-We may in the coming months be faced with a serious
inflationary advance in prices. If this occurs, the collapse in our economy will
be btrought on far more rapidly than if prices remain at their present level.

There are two factors'which will play an important part in bringing on further
inflationary price increases. TI'he first is our export-import program. We are-
now exporting goods worth a billion dollars more than what we are importing~
monthly. If this country goes in seriously for the Marshall plan for Europe,
tremendous pressure will be brought on our productive facilities and capacities.
These pressfires for more and more food, clothing, and machinery will inevitably
he transplanted into oun price structure. I am not opposed to sending food..
clothing, and machinery to rehabilitate the European Continent if such rehabili-
tation is advanced on the basis of need. But let it be fully understood that we
iiust take positive action to stop pirice increases here.

Secondly, previous predictions of excessive crop yields may prove wrong if'
the torrential rains and floods continue ravaging the Midwest. Large portions
of our crop already have been washed away; still larger portions have not yet-
been planted. We imay face crop shortages.

If these two conditions. crop. failure and increased foreign demands, continue,.
we will inevitably have higher and higher prices.

This will require that we reestablish price control and a rationing, program.
It is the moral obligation of our Government to see to it that, if this inflationary
spiral develops, the low-income individuals of America receive their fair share-
of food, clothing, and housing at reasonable prices.

3. Tax structirec.-Our tax structure must be revamped and overhauled. Dur--
ing the war years higher and higher taxes were placed on low-income individuals.
Personal exemptions were reduced. The first-bracket individual income tax was
greatly increased. Those individuals who bore the greatest increases of taxes;
during the war should be the first to benefit through tax revisions. It is essential
that personal exemptions be increased to a level that permits a family of four
to attain a minimum standard of living for health and decency. This means an

*increase in personal exemptions from the present level of $1,000 to $2,500 and'
the maintenance of an exemption of $500 for each dependent.

In addition to increasing the exemption, we must reduce and eventually elimi--
nate those excise taxes which cut into purchasing power, savings, and our stand--
ard of living. Excise taxes tilke a greater portion of the income of those earn--
ing, less than $83,000 than of those in any other income group. If we are to in-
crease the purchasing power of the mass of American consumers, it is essential'
and vital tgat we reduce or eliminate- many 'of the pi'eseht excise taxes.

We must also revise our corporate tax system. Profiteering and excessive
aecumulation of undistributed profits must he eliminated. High corpomate taxes
would cut dow- the pressure for high prices. If corpomations knew that profits'
resulting from high prices would be taxed away, they would be less inclined to'
increase prices. This in turn would have its effects upon reducing the share
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of national income going to corporate profits, and redistributing the propor-
tionate share of our national income.

A tax program should close the existing loopholes in ouw estate and gift tax
structure. We should also eliminate the privilege of tax-exempt securities. Weshould require mandatory joint returns in all States, regardless of whether they
have State commnnunity-property tax laws. Om1t capital-ga ins tax should he made
more meaningful.

These and other tax revisions should be made if our tax structure is to be
consistent with promoting maximum employment, production, and purchasing
power. The CIO tax program has already been presented ihi great -detail -to-
the Senate Finance Committee.

4. Minimum wages.-This Congress should immediately adopt amendments to
the Fair Labor Standards Act increasing minimum wages from their present
level of 40 cents to 65 cents and advancing them to 75 cents within 2 years. This
would be a major step in improving the standard of living of millions of Amer-
icans living under substandard conditions. It is estimated that 2,000,000 workers;
would be immediately affected. If the coverage under the act were extended
to include those now exempted, some 10,000,000 individuals would be affected.
This would be highly consistent with the objectives of the Employment Act
of 1.946.

5. Social security.-The benefits should be greatly increased. A worker cannot
afford to retire at the age of 65 if his sole source of income is to be an old-age
-pension under the present social-security law. When a man is temporarily
unemployed, his benefits from unemployment compensation are not nearly
enough to maintain himself and his family.

In addition to increasing benefits, the extent of the coverage under the present
law should be greatly expanded. Agricultural, trade, and service workers anid
many others are now deprived of benefits under this act. In addition, the age
for retirement should be reduced.

This kind of legislation would be highly consistent with promoting maximum
-employment, production, and purchasing power.

6. National health -insurance and public health program.-At present, Amer-
ieans are denied adequate health and medical care. Inability to afford this serv-
ice reduces the life span of many of our American citizens. What excuse is there
for 145 people a day dying from tuberculosis? Medical care should be available
-to all American citizens.

This Congress should immediately adopt a national health insurance and public
health program. Along with this there should be a concomitant program of
hospital construction. We are sadly lacking hospital facilities through this
great, broad Nation of ours. Action along this line will be highly consistent with
promoting employment, production, and purchasing power.

7. Fair employment.-Many of our worthy citizens are denied employment-for
reasons unrelated to skill, intelligence, character, or initiative, but because of
color or. creed. This Congress should pass a Fair Employment Practices Act
which prohibits such discrimination. Such a bill would go a long way to improv-
ing the standard of living of those Americans who are denied employment con-
sistent with their ability.

8. Aid to education.-This Congress should adopt a Federal aid to education
bill giving equal educational opportunities to all. This would eliminate great
differences in the level of education in our many States.

Teachers' salaries should be increased to bring into this profession people
-whom we would be proud to consider teachers of our children.

New and enlarged school faciilties should be made available throughout the
Nation.

These things would enable each and every one of our citizens to become a better
American.

9. Soil conservation.-Some of the best soil in our Nation is going down the
Mississippi and flowing into the Gulf of Mexico, as a result of the torremitial rains
anld floods in the Midwest. An adequate conservation program is sorely needed to
-preserve the fertile soil which produces abundant crops. It takes a thousand
years to replace 1 inch of fertile soil, while a series of floods such as we have
had in the past few weeks can wash away soil in no time.

10. Monopolies.-A large part of our inflationary price structure can be at-
tributed to the high degree of monopoly power which exists in basic industries.
Trust busting has been a plank in every political party's platform. However,
in the past 30 or 40 years a greater and greater portion of our economic enter-
prises no longer operates in a competitive economy.
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The Congress should make available to the Antitrust Division of the De-
partment of Justice and Federal Trade Comnnmission and other agencies working:
in this field, Federal appropriations consistent with the tremendous work and
responsibility which they must carry out. This Congress should also give the
Federal Trade Commission authority to stop mergers which occur through
large corporations acquiring the assets of smaller firms. In this fight against
monopoly control, I would suggest the creation-of alFpederal Mohopoly Investi-
gation Board. Duties of this Board would be to examine the extent to which
our economy is under the control of monopoly interests. The findings of such a:
board would help shed considerable light upon the necessary actions which this.
Congress must take in addition to trust busting, which has not proved too,
successful.

11. Fa7rm. prograin.-Every working farmer has a right to a decent standard
of living. In spite of farm income running at an annual rate of 20 to 25 billion!
dollars a year, there are many small farmers who have not been able to rise,
above a peon state. The absentee farmer has benefited greatly during the war
years. and subsequently. An over-all farm program must be developed- to insure
an equitable distribution of farm income to all farm groups. Until such a long-
range program can be developed, price support for farm commodities should-
be continued, using, however, a revised and modernized parity formula.

The Government should liquidate surpluses and distribute foods through a'.
food-stamp plan. This is highly consistent with improving the standard of
living of our lowest income groups.

12. River valley authoritics.-Other valley areas besides the Tennessee should
benefit from flood-conitrol. measures. The Mississippi and Missouri and other
great rivers of America should be harnessed to prevent floods from ravaging our
lands. While developing flood-control measures, we can take advantage of this
water power to develop electrification. Where would this Nation.have been after
Pearl Harbor if it had not been for the electrical energy of the Tennessee Valley
and the Columbia River Valley to aid in the production of aluminum, atomic
power, and other materials?

In addition to supplying electrical energy for national defense, we should
also develop an extensive program of rural electrification to benefit farm areas.

13. Housing programn.-The need for housing has been estimated to be as high
as 10,000,000 new homes. A housing shortage existed before the war. During
the war no new residential construction of any significance took place. Man-
returning veterans have further increased the demand for housing. Many
industrial workers have been forced to move and double up with in-laws and
friends because houses have been bought from under them.

Private capital cannot possibly meet this tremendous housing shortage. We
need a million to a million and a half new homes a year for 'the next 10 years.
A large portion of this need must be met by the Federal Government. The pri-
vate construction now,%going 'on is producing houses in price ranges far above
what our average American family, including veterans, can afford to pay. The-
Government must build low-cost public housing and also large housing projects
to be rented to veterans and workers at cost.

At the present time there are two acts before Congress which would enable the
Federal Government to aid in the critical shortage of housing. One is the
Wagner-Ellender-Taft housing bill which would in part expand the public low-
cost housing which was developed in the late 1930's. The other is the Taylor-
Douglas Act which would enable the Federal Government to build nonsubsidized.
public housing.

CONCLUSION

Action by this Congress on all of these economic fronts would go a long way,
toward preserving the integrity of our democratic Governmient. It would go a
long way toward promoting employment, production, and purchasing power. Ou
wvhole economic program must be gehred into long-range objectives with a sound
full employment economy. Such objectives were clearly set forth by the late
President Franklin D. Roosevelt in his economic bill of rights:

"1. The right to a useful and remunerative job in the industries or shops or
farnis or mines-of the Nation.

"2. The right to earn enough to provide adequate food and clothing and recre-
ation.

"3. The right of every farmer to raise and sell his products at a return which
will give him and his family a decent living.
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"4. The right of every businessman, large and small, to trade in an atmosphere
of freedom from unfair competition and domination by monopolies at home or
abroad.

"5. The right of every family to a decent home.
"6. The right to adequate medical care and the opportunity to achieve and en-

joy good health.
"7. The right to adequate protection from the economic fears of old age, sick-

ness, accident, and unemployment.
"8. The light to a good education."
President Roosevelt, commenting upon this bill of rights, said, "All of these

rights spell security. And after this war is won we must be prepared to move
forward in the implementation of these rights to new goals of human happiness
and well-being.

"America's own rightful place in the world depends in large part upon how fully
these and similar rights have been carried into practice for our citizens. For
unless there is security here at home, there cannot be lasting peace in the world"

The attainment of these goals is the duty and responsibility of this duly elected
Congress which is supposed to represent the American people.- Full employment
and full production must be attained in this country if we are to preserve our
democratic institutions. It is the ultimate responsibility of the American peo-
ple-of industry, agriculture, and labor working together-to provide jobs for all.
And as President Truman said in his message on September 6, 1945, "A national
reassertion of the right to work for every American citizen able and willing to
work-a declaration of the ultimate duty of government to use its own resources
if all other methods should fail to prevent prolonged -unemploynwent-these will
help to avert fear and establish full employment."

I trust that this Congress will take the necessary steps to fulfill this Govern-
ment's obligation under the Employment Act of 1946 to promote 'maximum em-
ployment, production and purchasing power."

The program I have outlined above is idealistic. Its achievement may take
years. Yet we of the CIO have no apology for its enunciation. We confess to
idealism. We assert our belief in human values, for we are convinced that the
idealist is the only practical man. It is because we so believe that we are
-going to continue to rally the people of America to a banner of peace and security.

Today many men in responsible positions are afraid of the future. Out of
their fears has grown distrust of their fellow men : out of their distrust has
come restrictive legislation in domestic fields, and a drift toward war in inter-
national fields. We want these men to examine our program. We challenge
them to point out wherein its aims are inconsistent with human welfare.

We issue this challenge because we of the CIO believe the time has come for a
positive program, one which translates abstract concepts of justice into human
terms: jobs -for -peace, not jobs for war; conservation of our two great natural
assets-men and land--so that generations yet unborn will rise and call us
blessed.

Yes; we are idealistic. We do not apologize, for the dreamers of today become
the heroes of tomorrow.

Mr. RIEVE. My name is Emil Rieve. I am the administrative chair-
man of the CIO Full- Employment Committee, president of the Textile
Workers Union of America, and vice-president of the Congress of
Industrial Organizations.'

The function of this Joint Committee on the Economic Report
is set forth in the Employment Act of 1946. Section V-3 of that
act states- -

that it shall be the function of the joint committee * * * as a glide to the
several committees of Congress dealing with legislation relating to the Economic
Report, not later than February 1 of each year (beginning with the year 1947)
to file a report with the Senate and House of Representatives containing its
findings and recommendations with respect to each of the many recommendations
mamle by the President in the Economic Report. * * *

The purpose of the Employment Act of 1946 was to provide a means
-whereby one committee of the Congress would map out in general
terms for the benefit of the individual committees dealing with indi-



PRICE1'DPVELOPMENTS AND ECONOMIC STABILIZATION 119

vidual pieces :of legislation an over-all economic program of economic
legislation-.

NVr. RICH.: I will ask him to read that paragraph of your statement
that you omitted.

Mr. RnivxiE: I hum perfectly willing to read it paragraph by para-
graph for the -benefit of the committee;

Senator O'MAHoNEY. Just before you begin to read it, let me say,
as one member of this committee, I have always hoped that these hear-
ings would afford an opportunity to develop the questions and policies
upon which there is a measure of agreement.

It is easy enough to quarrel about differences of purpose and mis-
understanding of what has happened. I am frank to say to you,
Mr. Rieve; I have read your statement, and, as one member of this
committee who has been pressed for action by the committee ever
since the very beginning of the year, it is perfectly clear to me that
the committee could not possibly have complied with the strict letter
of the Employment Act of 1940 at the beginning of this session.

Now, there are several reasons for that. In the first place, the
original committee under the act was not appointed until late in the
last session-so late that we were just about to adjourn before this com-
mittee was-appointed..

I called the committee together because I was the first person named
in the appointment. The committee having assembled, it organized.
I was elected chairman.

On the committee, however, there were several members who were
submitting themselves to the electorate at the following election-every
Member of the House, Senator La Follette, Senator Murdock, and
myself. When the election was over, one Member of the House bad
not been returned, two Members of the Senate had failed of election,
the majority had changed in both'Houses of the Congress, and, there-
fore, it would have been improper for me, as the carry-over chairman,
to seek to direct the work of the committee.

In any event. the President's Economic Report was not submitted
and could inot be submitted until after the Eighltieth Congress had
assembled in January. It became necessary then for the committee'
to reorganize, and in less than 3 weeks after the beginning of the
session the committee was reorganized.

Senator Taft was then elected chairman; vacancies were filled. Then
the committee had to take the responsibility of gathering a staff'; and,
in all fairness, I believe that we cannot build a case for cooperation
and understanding by opening with an attack upon the lateness of
these hearings. I think the committee has done about as well as could
be expected under the difficulties imposed on Congress by the so-called
streamlining reorganization bill, which, in my opinion, has never
helped Congress to perform its duties.

Mr. BENDER. The purpose of the reorganization plan of Congress
was- to simplify the work of the membership But this morning I had
five meetings scheduled for 10 o'clock. Where we formerly had a few
subcommittees, we now have some 150. A Member of Congress may
be a member of a number of these subcommittees whose meetings all
conflict and it is perfectly apparent to me that the reorganization plan
is not working well.
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Senator O'MAHONEY. I am very glad- that,. Congressman Bender-
has made that comment because it has been perfectly obvious to me
for a long time that the economic and political problem. which the--
whole country faces is the problem of central authority.

Thee ieorganizati6n bill was an effort to centralize the control of'
Congress. But what we really need is some formi of decentralization,.
and I believe that perhaps a realization of that fact may result fronm
the w6rk of this committee.

Mr. HART. Mr. Chairman, may I point out for the sake of the re-
cord and not by way of defense that the Full Employment Act as-
originally written did not call for the submitting, of a report of this-
committee by February 1 but by May 1. The alteration in the act
comes from an amendment that was the result of- the passage of the-
Legislative Reorganization Act, which took place much later in the
session.

Senator O'MAHION•TEY. You are quite right about that. I am glad
you mentioned it.

Mr. BENDER. May I add a further word regarding the Full Em--
ployment Act? About the only thing that was left in this Full
Employment Act was the Joint Committee on the Economic Report
All the other meat was taken out of the coconut and this is the only
thing we had left.

Senator O'MAHONEY. Well, with that I disagree most heartily.
Mr. BENDER. I say that as one who was one of the sponsors of

that bill.
Senator O'MAHONEY. I know you were.
Mr. BENDER. And that is my opinion.
Mr. RIc-i. Mr. Chairman, the reason I want this in the record and

the reason I called this to the attention of the witness, is that that
paragraph going into the record without some comment being made
on it is not fair to you as chairman of that committee and I al glad
you made the explanation that you did.

-Mr. BENDER. In other words, Mr. Chairman. Mr. Rich has not read
the-next page.' Maybe he will burn up a'lot more after he does.
* Mr. RicH. I will just say this,, Mr. Chairman. If you are trying to

get some place in this country and trying to do things for the best
interests of the country, it ought to be done harmoniously and for the
purpose of trying to assist and do things that are for the good of the
country and not to tear down. That is what I am interested-in.

Senator O'MAHONEY. All-right, Mr. Rieve. you may proceed.
Mr. RIEV%. May I proceed in my own" w. ay then, Mr. Chairman?
Senator O'MAI-IONEY. Oh, yes; indeed.
Mr. RIEVE. The purpose of the act was to see that the President's

total program was studied and analyzed by Congress rather than to
have its parts taken up on a piecemeal basis only.

This Joint Committee has failed to prepare any data relating to the
economic report of the President presented to CQngress early in Jan-
uary. This failure constitutes a violation of the intent of the act.

The committee, in pursuing this matter at this latetdate, should see
that:

1. Its present hearings are clearly oriented toward appraisal of the
economic report of the President.
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2. Before the end of the session, and as quickly as possible, the
committee should present-even though belated-a report of the type
specified in section (b) of the act.

The 'Eniiploymenit Act clearly sets forth as its objective that the
Congress hereby declared that it is the continuing policy and re-
sponsibilitv of the Federal Government to promote maximum employ-
inent, production, and purchasing power. Legislative action in the
field of economic programing should have as its fundamental objectiye
the prlomotioIn of full employment and full production through the
maintenance of miaximum1.111 purchasing power.

Before I review the effects of the action takeni by the Congress,
,Government. and business groups in the past few years, I should like
-to review briefly some current basic economic trends in our economy..
These trends call for bold action by the Congress. We are now at a
crucial turning point in our economic development.

Mr. RICH. Mr. Chairman, do you have a copy of the brief ?
Mr. RIEVE. The one that I am reading?
Mr. Rici-r. We cannot follow it on this.
Mr. RuNFE. No. I think later I will call attention to the different

subjects. For instance, onl the first page I start with employment and
-you have a copy there that has got these subsections listed and you
will be able to follow it. Congressman.

Before I review vthe effects of the action taken by the Congress,
-Government, and business groups in the past few years, I should like
to review briefly some current basic economic trends in our economy.
These trends call for bold action by the Congress. We are now at a
crucial turning point in our economic development. It is difficult to
predict. the specific timing in the trends of employment, production,
and purchasing power during the coming months. -But the trends
are distinct. We can examine the present situation as it stands today,
weighing the favorable economic factors against the unfavorable ones.
We can then decide uponra positive course of action..

I shall examnine in turn the trends in employment, prices, profits,
wages, savings, production. and other important economic facts.

Basic economic trends. You will find that on page 3 of my brief.
Employment: The Census Bureau of the Department of Commerce

reports that employment in the month of May was over 58,000,000, an
all-time peak.. In spite of this high level of over-all employment,
spo-tty unemployment situations are cropping up in various industries
which bear watching. According to the Department of Labor, em-
ploymnent in manufacturing industries has declined for the past 2
months. A total of 251,000 workers has been laid off in various seg-
ments in manufacturing industries. In the textile and apparel indlus-
tries, for example, employment dropped by 143,000 between March
and May. The electric-goods industry has lost almost 60,000 workers
and employment in the rubber-products industry has declined, in-
cluding tires and tubes, about 16,000. In spite of attaining ever new
levels of employment certain segments of our basic industries have
already begun to feel the pinches of unemployed. Moreover, some
slack is appearing in the formn of shorter hours for present employees.
We cannot look at the over-all figure of total emp'loyment which shows
a favorable picture and draw, the proper conclusions about economic
developments. [
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Now, this is the picture on unemiploymnent. I want to deal with
the price situation now. This is on1 page 4 of my prepared statement.

Prices: In spite of the predictions by the chairman of this commit-
tee andi many Senators and Representatives and by the National Asso.
ciation of Manufacturers and other employer groups, that once OPA
was eliminiated competition would soon take care of the price prob-
lem-the story has been different.

Wholesale prices of all commodities since Juine 29, 1946, just before
OPA temporarily expired, have gone up 31 percent.

Mr. RIcH. You are not reading from what we have here at all, are
you?

Mr. RIEVE. Oh, yes.
Mr. RICH. Where is it?
Mr. RIEVE. At the bottom of page 4.
Mr. BENDER. Mr. Chairman, I vould like to ask the gentleman to

amplify on his statement here whenl he makes the allegation that
certain Members of the Congress are supported by the National Asso-
ciation of Manufacturers. I am not conversant with the fact that
they support candidates for office.

Mr. RnwvE. No; that is not intended. Their argument, was sup-
ported by the National Association of Manufacturers. not necessarily
that they were supported.

Mr. BENDER. I see. Well, the gentleman is aaware of the fact that
OPA controls were removed by the President.

Mr. RIEVE. I come to that. I cover that point; yes. I come to
that.

This is 31 percent superimposed upon an already large increase of
46 percent, between 1939 and the middle of 1946. Mid-June 1947
found wholesale prices of foods 43 percent above OPA price ceilings.

Mr. RIcH. We would like to have a copy of what he is reading.
We cannot keep track of it.

Mr. RIEVE. It is at the bottom of page 4.
Mr. RICH. It is entirely different from what you are reading and

we cannot follow you at all.
MIr. RIEVE. The on1y difference, CongressmanaU is that para-

graphs
Mr. RICil. Well, you take this and give me yours then.
(Discussion.)
Senator OAIAHONEY. Proceed.
Mr. RIEVE. Prices: What has happened to prices in the months

since the elimination of price control is obvious to everyone. Well,
I have covered that.

What may happen to prices in the months to come is difficult to
tell. It is admitted by all that prices are niow too high. There seems
to be little evidence that prices will decline, but much evidence to
force us to consider higher prices as a definite threat. The respon-
sibilities of this committee in promoting "maximum employment,
production, and purchasing power," because of the price situation,
are extremely grave.

Profits: Profits of all corporations on an over-all basis attained
record highs during the year 1946. The annual rate of profits earned
by all corporations, after taxes, in the fourth quarter in 1946, was
16.2 billion dollars. This is almost $6,000,000,000 more than the peak
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attained during 1943. All indications would lead me to believe that
the annual rate of profits during the first and second quarters of 1947
were at levels in excess of those attained in the last quarter of last
year.

There are many reasons why profits attained these exorbitant levels,
not the least of which was the elimination of the excess-profits tax by
the Congress in late 1945. However, a large degree of the increase
in profits can unquestionably be attributed to the higher price levels.
Of course, some increased profits have resulted from greater volume
of sales. With anticip ted higher levels of sales, industry could have
continued to make fily ieasonable levels of profits without increasing
its prices. But industry after industry took advantage of every situa-
tion. Even with the r emoval of excess-profits taxes and the reduction
of corporate taxes, a 01reater volume of sales seemed not enough to
satisfy the avaricious appetite of American industries. Not satisfied
with all these factors which make toward higher profits, industry
increased prices. By increasing prices they obviously pushed up their
profit levels. It is these inflated price levels today which are at the
root of our economic ills.

Had industry been content to operate at OPA price ceilings, we
would not be in this difficult economic condition. But these inflated
profit levels give this committee a tremendous' responsibility for the
welfalre of the American people. If this committee is to carry out its
responsibility nlder the Employment Act of 1946, which is "to pro-
mote maximum employment, production, and purchasing power," it
must act boldly and fearlessly to stop the serious trend toward further
inequitable distribution of our Nation's wealth.

Wage and salary payments: Examination of national income figures
indicates that the trend continues toward a greater proportion going
into profits, interests, rents, dividends, and a lesser proportion of our
national income going iito wages and salaries. In the first quarter
of 1947 we find that wages and salaries dropped in their share of
national income from 70.2 percent in 1944 to 62.2 percent in the first
qutiiiter of 1947, wh ile on the other hand, the share going to corporate
profits after taxes increased from 6.6 percent in 1943 to 9.2 percent.

Workers have had their real purchasing power reduced by about $3
from the peak period 1945 to the present period in spite of the 1946
round of wage increases. A tabulation back to 1939 shows that the
averagre worker in maniufacturing industries earned $23.86 then ias
againls't $47.44 now. a dollar increase of slightly over 100 percent.
However, in terms of purchasing power, a worker's family, with two
childr.en, finds its puich asing power over this period has increased by
less than $6-from $23.62 in 1939 (after the payment of 24 cents in
Federal taxes) to $29.39 in 1947 (after the payment of $1.27 in Federal
taxes, and a loss of $16.77 as a result of higher prices). I take this
comparison back to 1939 to answer those critics who have said that
wage increases have been in excess of 100 percent.

Senator O'MAHONEY. What is the source of these figures, Mr. Rieve?
Mr. RIEvE. The Bureau of Labor Statistics.
Savings: The Federal Reserve Board has just completed a study,

of the savings of 'American' families. This study shows that the trend
toward accumulation of liquid assets or savings in the hands of high-
income individuals continues. It also shows that many people were
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forced to dig into their savings in 1946 in order to maintain their
standard of living. In spite of this fact the total amount of savings
increased between' 1945 and 1946. However, of the individuals earn-
ing less than $3,000, almost half showed declines in the amount of
savings actually held, while approximately 50 percent of those with
incomes above $3,000 sh6wed not only no decrease in savings but
a large accumulation of liquid assets.

.Reports from the Treasury Department indicate that war bonds of
the lowest denomination, series E, were cashed in at a greater rate in
1946 than in any previous year. It was only in the class E series
bonds, whicl are bought bv low-income individuals, that the ainnollt
of redemptions exceeded the amonomt of sales. This is one waIy in
which the Federal Reserve Board's study indicates that the trend
toward the accumulation of savings in the high-income brackets con-
tinues while a drop in liquid assets is occurring in the low-income
brackets.

Purchasing power is now being bolstered by installment buying
-which is reaching all-time peaks. This is an unhealthy way to bridge

-._Alathe gap between income and purchases. Inflation first steals savings
and then tends to continue on1 its merry way through expanding con-
niuer credit.

Retail sales: The amount of retail sales has been increasing slight-
lyJv from month to month in total value. However, when sales are

;>> ' 'adjusted for increases in prices, the volume has declined.
.New orders: The amount of new orders placed with manufacturing

establishments is beginning to decline. This is the repercussion com-
ing from reduced volume of sales and is having its effects upon pro-
duction, employment, and inventories.

On the favorable side of our economic ledger there are a few fac-
torS. There is still a large unfilled demand for many consumer
goods-automobiles, electrical appliances, . refrigerators.. radios;
houses. and so forth. This pent-up demand should be sufficient to
nmaintain our economy at a high level for a period of years. However,
the demand is based upon purchase at certain levels of prices. How
many people who are in the market will actually purchase at current
high prices remains to be seen.

Construction: We are beginnIing to witness some of the effect of
high prices now in the construlctioi field. The volume of new houses
is falling off drastically from that which was anticipated at the
beginning of the year. and off slightly from the number of new units
started last year. The reasoni for the decline in the number bf new
units is attributed by the Federal Reserve Board in its June bulletin
to the greater rise in prices and stiffer resistance to them than has
been estimated. However, it cannot be overlooked that the number
of new homes being started in the first 4 months of this year is higher
than any other corresponding period of any other year since the middle
twenties with, of course, the exception of 1946. So that while we are
getting a slight decline in construction from 1946 we are operating
at very high levels. However, as the Federal Reserve Board points.
out, prices of housing and real estate are too high to support the
present boom. n~airet.

Foreian.trade: Extensive foreign trade is aiding in keeping our
economy operating at full levels. How much longer we can continue
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to export at these rates depends upon two very important factors.
Unless we are prepared to import in larger quantities, or lend these,
foreign countries sufficient American cash, our export trade will of
necessity fall off. It will fall off because the American money and
assets held by foreign countries is quickly being liquidated.

Summary of economic trends: I have reviewed in some detail the
general trends in our economy. It is hard to predict what will hap-
pen in the future because our economy is so complex, but I have
pointed up a considerable number of trends which, if permitted to
continue, will have a serious impact upon our future economy. For
example, I think the high prices, the exorbitant profits, the redistri-
bution of national income, the liquidation of savings by low-income
individuals, the shift to consumer loans, the reduced purchasing power
of the mass of American consumers, are all steps on the road to collapse
of our economy. Whether the collapse comes within a period of 6
months or in a shorter or longer period of time cannot be predicted
with any degree of accuracy, but it seems to me that the factors on
the unfavorable side are so great and of such tremendous magnitude
that steps must be taken immediately by this joint committee in carry-.
ing out an economic program which will "promote maximum employ-
ment, production and purchasing power."

Review of the Seventy-ninth and Eightieth Congress: I should.
like to point ont how those steps taken by Congress, in my opinion,.
worked in the opposite direction of promoting full employment, pro-
duction, and purchasing power. There has been no legislation passed
by this Congress which, in my judgment, has been consistent with
the principles set forth in the Employment Act of 1946.

Excess-profits tax: In 1945, shortly after VJ-day, the Seventy-ninth
Congress passed a tax bill eliminating excess-profits taxes as of Janu-
ary 1946. This action encouraged big business to profiteer. Had the
excess-profits tax been retained, profits would not have soared to their
all-time highs in 1946 and continued into 1947. Was this action of the
Seventy-ninth Congress in the interest of "maximum employment,
production and purchasing power"? The answer is, obviously, "No."

OPA extension bill: Two extension bills were passed by the Sev-
enty-ninth* Congress. President Truman vetoed the first and was
forced to sign the second if any kind of price control was to continue.
Discretionary powers for checking inflation were given three admin-
istrative agencies by the second bill. What the Congress attempted to
do in this bill was to pass some of the onus onto the administration
and the administrative agencies, particularly the Price Decontrol
Board established under the bill.

1947 tax bill: The Eightieth Congress, instead of devoting its time
and attention to the basic economic issues facing our country, discussed
a labor bill, sandwiching in two tax bills during the course of debate.
One tax bill, dealing with excise taxes, has become law, extending the
wartime excise-tax rates indefinitely. The second bill, which has sub-
sequently been vetoed, would have given tax relief to those who least
need it. It would have given tax relief to those whose liquid assets
have increased. This tax would have increased the spendable income
of a family of four, with a $2,500 annual income, by 8 cents a day.
For those with incomes of $300,000 it would have increased their in-
come $102 a day. I ask once again, Was this action designed to pro-

65210 47-pt. 1-9

.S jj



126 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

mote "maximum employment, production and purchasing power?"
Again the answer is "No."

Rent control: The effects of the rent bill just passed by Congress
will be to increase the cost of living. It threatens the tenant with
either paying a rent increase now or being prepared to vacate when
controls cease. Was this action of Congress in line with promoting
"maximum employment, production, and purchasing power?" Obvi-
ously "No."

Wool bill: This bill flagrantly tears at the heart of our policy to
promote reciprocal free-trade agreements. Certainly the passage of
this bill is not in the interest of "maximum employment, production,
and purchasing power."

Appropriations: Every effort has been made by this Congress to
reduce the appropriations of administrative agencies. These Repub-
lican economy efforts are penny-wise and pound foolish, in my opinion.

Mr. RIcH. If you are trying to do something here that is going to
be successful, why do you make that statement?

Mr. RIEVE. Well, Congressman Rich, I think that there are certain
things that Congress has done that I think we have a right to criticize.

Mr. RICH. That is right; you have.
Mr. RIEVE. And that is what I am trying to do.
Mr. RicH. You are trying to bring politics into this rather than to

come here and give us a good statement of what good, sound, particular
business citizens would do.

Mr. RIEVE. If you will look further down, if you will just bear with
me for a minute, I am also going to criticize the administration.

Mr. RiCH. Why, the administration is a Democratic administration.
Mr. RiEvE. I am going to criticize them just the same.
Mr. Rici. Go ahead and criticize both, but it seems to me if you

want to do something that is constructive you will leave politics out
of this statement.

Mr. RIEVE. I would like to point this out. Is this a Republican Con-
gress or not?

Mr. RICh-i. Don't you know we have got a Democratic administra-
tion ?

Mr. RIEVE. 1We have got a Democratic administration and a Re-
publican Congress and there is something that the Democratic admin-
istration has done that I am in disagreement with and I intend to
criticize them and there are certain things that the Republican Con-
gress has done that I am in disagreement with and I intend to criti-
cize it.

Mr. RicH. It seems to me if you read your whole report you have
got more criticism than you have constructive enlightenment.

Mr. RIEvE. Oh, I haven't come to those yet. I am coming to that.
Mr. Ricif. Go ahead.
Mr. RIEvE. If Congress wants to curtail the effectiveness of our

basic laws, let it act out in the open by repealing the laws instead of
curtailing the operation and enforcement of them by refusing to ap-
propriate sufficient funds.

Congressional cuts in appropriations will not only drastically affect
the successful operation of executive agencies but will curtail the
development of necessary statistical and economic data.
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We cannot hope to develop a sound economic program if we have
inadequate information about our economy. The work of this joint
committee will be seriously curtailed in its ability to "promote maxi-
mum employment, production, and purchasing power," because of
inadequate data.

No positive economic action: There has not been a single step taken
by this Congress which has been in the interest of stabilizing our
economy. Bills were passed extending excise-tax rates, increasing
rents, giving tax relief to the greedy and not the needy, placing
stumbling blocks in the way of foreign trade, and restricting the labor
movement. No bills dealing with health and security, or with housing,
or social security, or fair employment practices or with a sound tax
structure have been passed by this Eiglhtietl CongrePs. The failure of
this committee to take any action on the President's Economic Report
to Congress stamps this Congress with the complete responsibility for
the developing trends toward imbalances in our economic life.

Administrative agencies' action: The executive branch of the Gov-
ernment took steps following VJ-day and since which have not been
in the best interests of promoting and sustaining a full employment
economy . First the War Production Board hastily and prematurely
removed most of the controls over priority and allocation of mate-
rials, giving rise to much maldistribution of materials during the
reconversion period. This encouraged the black market which later,
when OPA controls were removed, became the gray market.

In response to public pressure from meat packers, controls were
removed from livestock and meats. Later this was followed by com-
plete price decontrol.

But the Congress, because it gave the preliminary powers of de-
control to the Executive, and the executive agency itself, must assume
the responsibilities for responding to pressure from self-interest
groups demanding decontrol.

Business action: Business groups have played a large part in plac-
ing our economy in its present state of unbalance. Business increased
prices without any relationship to costs, ability of the consumer to,
buy, or stability in our economy. Business so manipulated production
and distribution during the dying days of OPA as to withhold pro-
duction from the market in an effort to force OPA to grant price
increases. This was possible because of monopoly concentration in
American industry. This monster of economic concentration known
as monopoly must be given serious attention by the Congress if we
are going to "promote maximum employment, production, and pur-
chasing power." Monopolies operate to limit production ad employ-
ment. They are able to force higher and higher prices. They have
no difficulty in accomplishing these objectives as long as a linited
number of companies control most of the output of basic industries.
Monopoly control of American industries has been responsible, in the
main, for the current level of high prices and profits and for the
maldistribution in our national income.

A positive program of action must be taken by this Congress if
we are to avoid a slump in our economy and an eventual depression.
Suci a program of action was in part outlined in the President's
Economic Report to Congress. This committee hIas taken no action
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on this report and is now some 5 months overdue in its own report
to Congress, required under the terms of the Full Employment Act.

CIO economic program: If the objectives of the Employment Act
of 1946 are to be carried out, it is essential that this Congress take
immediate steps toward adopting an economic program.

It is essential that steps be taken immediately to reduce food and
industrial prices. Unless this is done, we can anticipate cuts in pro-
duction and unemployment. A lower level of prices will only par-
tially remedy the situation. Basically, the solution is an ever-ex-
panding standard of living. This can be attained in part through
the extension of the area of collective bargaining, through the exten-
sion of the right to join trade-unions of the workers' own choosing.
Legislative action such as the Taft-Hartley bill curtails the area of
collective bargaining, prevents extension of trade-union organiza-
tion. This Congress, instead of passing legislation designed to cur-
tail collective bargaining, should be passing legislation promoting
trade-union organization. In addition to such legislation, positive
action in many other fields of economic endeavor must be undertaken
if this Congress is to tackle the fundamental issues of "maximum
employment, production, and purchasing power."

I recommend the following legislative economic program for
consideration:

1. Price board: I suggest that a Federal investigation board be im-
mediately established by this Congress in cooperation with the execu-
tive branch of our Government. Representatives of Congress, the
Executive, public-spirited citizens, labor, and agriculture should be
members of this board. Their job would be to shed light upon the
unwarranted levels of many prices. By use of public pressure and
exposure of profiteering, we may be able to force lower prices.

2. Price control: We may in the coming months be faced with a
serious inflationary advance in prices.

There are two factors which will play an important part in bringing
on further inflationary price increases.- The first is our export-im-
port program. If this country goes in seriously for the Marshall
plan for Europe, tremendous pressure will be brought on our pro-
ductive facilities and capacities. These pressures for more and more
food, clothing, and machinery will inevitably be transplanted into our
price structure. I am not opposed to sending food, clothing, and
machinery to rehabilitate the European Continent if such rehabilita-
tion is advanced on the basis of need. But let it be fully understood
that we must take positive action to stop price increases here.

Secondly, previous predictions of excessive crop yields may prove
wrong if the torrential rains and floods continue ravaging the Mid-
west. Large portions of our crop already have been washed away;
still larger portions have not yet been planted.

If these two conditions, increased foreign demands and crop failure,
continue, we will inevitably have higher and higher prices. This will
require that we reestablish price control and a rationing program. It
is the moral obligation of our Government to see to it that if this in-
flationary spiral develops, the low-income individuals of America re-
ceive their fair share of food, clothing, and housing at reasonable
prices.

3. Tax structure: Our tax structure must be revamped and over-
hauled. Those individuals who bore the greatest increases of taxes
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during the war should be the first to benefit through tax revisions.
This means an increase in personal exemptions from the present level
of $1,000 for a married couple to $2,500, and the maintenance of an
exemption of $500 for each dependent.

In addition to increasing the exemption, we must reduce and even-
tually eliminate those excise taxes which cut into purchasing power,
savings, and our standard of living.

We must also revise our corporate tax system. Profiteering and
excessive accumulation of undistributed profits must be eliminated.

A tax program should close the existing loopholes in our 'estate
and gift tax structure. 'We should also eliminate the privilege of tax-
exempt' securities. We should require mandatory joint returns in all
States, regardless of whether they have State community-property tax
laws. Our capital-gains tax should be made more meaningful.

These and other tax revisions should be made if our tax structure
is to be consistent with promoting maximum employment, produc-
tion, and purchasing power. The CIO tax program has already been
presented in great detail to the Senate Finance Committee.

4. Minimum wages: This Congress should immediately adopt
amendments to the Fair Labor Standards Act, increasing minimum
wages from their present level of 40 cents to 65 cents an hour, and
advancing them to 75) cents an hour within 2 years. This would be
a major step in improving the standard of living of millions of
Americans living under substandard conditions.

5. Social security: The benefits should be greatly increased. In
addition the extent of the coverage under the present law should be
greatly expanded.

6. National health insurance and public-health program: This
Congress should immediately adopt a national health insurance and
public-health program. Along with this there should be a con-
comitant program of hospital construction.

7. Fair employment: Many of our worthy citizens are denied em-
ploymnent for reasons unrelated to skill, intelligence, character, or
initiative, but because of color or creed. This Congress should pass
a Fair Employment Practices Act which prohibits such discrimina-
tion. Such a bill would go a long way to improve the standard of
living of these Americans who are denied employment consistent with
their ability.

8. Aid to education: This Congress should adopt a Federal aid
to education bill, giving equal educational opportunity to all.

9. Soil conservation: Some of the best soil in our Nation is going
down the Mississippi and flowing into the Gulf of Mexico as a result
of the torrential rains and floods in the Mfidwest. An adequate con-
servation program is sorely needed to preserve the fertile soil which
produces abundant crops.

10. Monopolies: The Congress should make available to the Anti-
trust Division of the Justice Department, the Federal Trade Com-
mission., and other agencies -working in this field, Federal appropria-
tions consistent with the tremendous work and responsibility which
they must carry out. This Congress should also give the Federal
Trade Commission authority to stop mergers which occur through
large corporations acquiring the assets of smaller firms. In this
fight against monopoly control I would suggest the creation of a
Federal Monopoly Investigation Board. Duties of this Board would
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be to examine the extent to which our economy is under the control
*of monopoly groups. The findings of such a Board would help shed
considerable light upon the necessary actions which this Congress
must take, in addition to trust busting which has not proved too
successful.

11. Farm program: Every working farmer has a right to a decent
standard of living. The absentee farmer has benefited greatly during
the war years and subsequently. An over-all farm program must be
developed to insure an equitable distribution of farm income to all
farm groups. Until such a long-range program can be developed price
support for farm commodities should be continued, using, however, a
revised and modernized parity formula.

The Government should liquidate surpluses and distribute foods
through a food-stamp plan. This is highly consistent with improving
the standard-of living of our lowest-income groups.

12. River valley authorities: Other valley areas besides the Ten-
-nessee should benefit from flood-control measures. While developing
flood-control measures, we can take advantage of this water power to
develop electrification.

13. Housing program: The need for housing has been estimated to
be as high as 10,000,000 new homes. We need a million to a million
and a half new homes a year for the next 10 years. A large portion
of this need must be met by the Federal Government. The private
construction now going on is producing houses in price ranges far
above what our average American family, including veterans, can
afford to pay. The Government must build low-cost public housing
and also large housing projects to be rented to veterans and workers
at cost.

Conclusion: Our whole economic program must be geared into long-
range objectives, with a sound, full employment economy. Such objec-
tives were clearly set forth by the late President Franklin D. Roose-
velt in his "economic bill of rights."

The attainment of these goals is the duty and responsibility of this
duly elected Congress which .is supposed to represent the American
people. Full employment and full production must be attained in
this country if we are to preserve our democratic institutions. It is
the ultimate responsibility of the American people, of industry, agri-
culture, and labor working together to provide jobs for all.

I thank you, gentlemen.
Senator O'MAHONEY. Do you have any questions, Congressman

Bender?
Mr. BENDER. I have only this comment to make. You have a very

fine statement of program. But I wonder if you read the statement
of program of the Labor Party in England before the last election?
I am sure if you did you found that they painted a glowing picture
of what would be done, but when the Labor Government got the
responsibility they found themselves faced with a dilemma. When
they had the responsibility they were faced with the problem of
putting their program into effect, and they failed miserably because
they had not taken into account many of the factors that go to make
up the economy of a country.

It is grand to have ideals and I commend the gentleman for making
a very fine statement; but when you are faced with the responsibility
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of putting these ideals into practice you often find a wholly different
situation rom what you had thought.

Does the gentleman have any comment to make about the Labor
Government in Great Britain and its failure to perform as it had
promised the people?

Mr. RIEVE. Congressman Bender, I happen to have had the oppor-
tunity of being in Great Britain on two occasions during the war and
also right after the war. I had extensive conferences with the lead-
ers of the British Labor Party up there during the war, when they
were serving in a coalition government, and also since the war.

I don't intend to involve myself in a discussion of whether the Brit-
ish Labor Party program is working or is not working and the rea-
sons for its not working. I think that it can be reasonably said that
without their program the British people would be worse off than
they are today. I think that that is even conceded by the conserva-
tives of Great Britain.

Now, I am not one of those that say that anybody can draft a pro-
gram on paper and that that program can be made to work by the
wave of a magic wand. I think there are a lot of bugs in it, there is
no question about it, and I don't say that this Congress and the admin-
istration both can put all the things that I have enumerated in effect
overnight because probably they cannot; but they must have a goal
toward which to strive.

I am sorry to say that I have not seen any attempt in the last couple
of years to strive even in that direction.

Mr. BENDER. You mean on the part of our people here?
Mr. RIEVE. All our people.
Mr. BENDER. Coming back to the British Government, why has pro-

duction fallen off in Britain as it has?
Mr. RIEVE. I think fundamentally the British problem is the coal

problem. Great Britain needs coal, and anyone familiar with Great
Britain knows about that industry. Great Britain's coal industry is
the worst coal industry I know of; I mean it is not the most pleasant.
Coal mining is not the most pleasant operation, and when you have
mines, like they have in Great Britain the problem becomes more
difficult. Summarizing the situation, until such time as Great Britain
finds an answer to the coal problem, which is the basis for all other
production, they are going to be in difficulties.

Now, they nationalized the coal mines, they appropriated a lot of
money to modernize the coal mines, but one depends on the other.
They can't build the machines to modernize the coal mines until they
have coal to build the machines with, so the problem is probably a
slow one; but I repeat, if they did not adopt the program they are
trying to adopt, the plight of the British people would be worse than
it is today.

Mr. BENDER. Do you believe, Mr. Rieve, that nationalizing indus-
try, as is in progress by the Labor Government in Great Britain, is a
desirable thing?

Mr. RiEvE. It might be desirable for Great Britain. If you ask
me whether it is desirable for this country, I don't know.

Mr. BENDER. You don't think so.
Mr. RiEvE. I wouldn't say I don't think so, but I would say that

you cannot continue to have in the coal industry and in any other
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industry the adopting of any proposition unless you have some regu-
lation.

Mr. BENDER. Mr. Rieve, what is your opinion regarding industry's
cooperation in this country-with the program of maximum produc-
tion?

Do you feel that there is a conspiracy on the part of industry here
in this country not to have maximum production and great volume
in order to keep itself going?

Mr. RiEvE. No; I don't. I don't think there is any conspiracy
among American industrialists to lay down on production. I will
say this, that -in monopolistic industries there is always the problem
of controlling production and prices, but I wouldn't say that there
is any conspiracy on the part of American industry not to produce
and I think the record shows that they have produced.

Mr. BENDER. The day before yesterday the president of* General
Motors was here and testified that the automobiles that they were
producing are bringing hundreds of dollars to the dealers in excess
of the price charged by them.

Mr. RIEVE. You mean as a result of black marketing?
Mr. BENDER. No. As a result of the demand on the part of the

public. Don't you think that the demand on the part of the public
influences prides?

Mr. RIEvE. Well, it has been said that it does, but I can't follow
why it should cost more to produce because there is. a demand. It
seems to me that industry ought to be satisfied, no matter how great
the demand is, if they get a reasonable profit on their product, be-
cause to adopt the other theory means that industry is trying to
charge what the traffic would bear and if there are scarcities they
are going to keep on charging what the traffic would bear.

I find fault with that theory. I don't find fault with an industry
making a reasonable profit, hut shortages should not influence the
cost of production.

Mfr. BENDER. Well, does the gentleman believe that you can make
people good by law?

Mr. RTEVE. No; we can't make people good by law, but by the
same token I will not say that we ought to abolish punishments for
murder because murders occur. I think that there are certain laws
that are fundamental, that we must have, because people are not good,
and that does not mean all people are, not good. I have faith in the
American people, labor, industry, and everybody. They want to do
the right thing.

It is not a question of anybody sitting up nights and being vicious
and conspiring how to do the American people out of anything. It
isn't that type of feeling that is in my mind.

Mr. BENDER. Does the gentleman feel that we did not have any
black markets when the OPA was in existence and flourishing?

Mr. RrEvE. Oh, sure we had black markets.
Mr. BENDER. Were they doing a land-office business?
Mr. RIEVE. I think that the black market was bad and I think it

Was overdone, too, so I don't think that you stop black marketing by
legalizing black markets. We abolished OPA in order to do away
with thel~lack market and then all prices became black-market prices.
What we have today we accomplished by that.
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Mr. BENDER. Do you have anything to support that statement?
Mr. RIEVE. Well, I think the cost of living figures will bear it out.

Meats, for instance, are selling today above what was being talked
about as black-market prices for meat in the height of the OPA.

Mr. BENDER. But in your statements you indicated that prices were
affected because of crop failure and because of exports.

Mr. REEVE. Well, in my statement I mention the future. I am
facing the possibilities.

Mr. BENDER. Don't you have those conditions at present, especially
in regard to exports of food and coal?

Mr. Riezv. Up to now we have had no crop failure. We may have
as a result of the floods. We did some exporting. For instance, we
are exporting on the average a billion dollars a month. What we
are doing is this, and I am not going into a long history, but we bailed
ourselves out of a depression in 1932 or 1933 by priming the pump.
We spent a lot of money internally to create employment or what have
you. Whether that was wise or not, I don't want to go into that type
of discussion. We are beginning to have another recession. We were
beginning to have another recession in 1937 and 1938 and the war
caine along in Europe.

Mr. BENDER. We were beginning, to have another recession? In
my home town of Cleveland we had a hundred thousand people on
relief on WPA at $15 a week.

Mr. RIEVE. All right. We had another one and the war came along.
Mr. BENDER. Didn't we try all sorts of economic panaceas during

that period in order to stimulate full employment?
Mr. RiEvE. Yes.
Mr. BENDER. And we tried Government spending by programs such

as a good many of our people are advocating today? Wasn't that
tried?

Mr. RIEVE. Yes; it was.
Mr. BiXNDMR. And it failed.
Mr. RIEVE. Well, I wouldn't say that, Congressman, that it failed,

because I don't know what we would have had without those programs.
Today again, in my opinion, we are bolstering up our economy, we are
keeping on priming the pump by the medium of large exports, what-
ever they are, to foreign countries. We are spending, for instance,
far more money today priming the pump for European exports than
we ever did at the height of our depression in this country, internally.

Mr. BENDER. But the depression lasted in spite of priming the pump
and in spite of the Government throwing in billions of dollars to pro-
vide Government employment and all sorts of things and if the war
had not come on, as you have indicated, possibly there would have
been no end to the kind of thing we had during those years. We had
in 1940, according to the American Federation of Labor, 11,000,000
people out of work in this country.

Mr. RIEVE. What did we have in 1932?
Mr. BENDER. I don't know. Maybe we had almost as many.
Mr. RIEVE. It was estimated at about sixteen, seventeen million.
Mr. BENDER. But the fact of the matter is that there was no great

improvement after years of experimentation with Government em-
ploymnent and Government expenditures and all kinds of panaceas.
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Mr. RIEvE. Well, of course, that is your own opinion. I think there
was a marked improvement between 1932 and 1936, 1937, and 1938.
In spite of the fact that we were beginning to get another recession,
there is no question in my mind there was a marked improvement.

Senator O'MAHONEY. May I make an observation, Congressman
Bender? I want to call attention to two statements which have been
made in this hearing. In the first place, I am inclined to believe, Mr.
Rieve, that you have made a mistake when you say that the Govern-
ment now is spending far more to prime the pump than it did before.

Mr. RIEVE. It is not done with that intention.
Senator O'MAHONEY. During the depression we expended approxi-

mately twenty or twenty-five billion dollars to prime the pump in the
United States, to carry on what Mr. Bender calls the "panacea pro-
grams," but, on the other hand, I think in this discussion we are
digressing from your testimony. If I understand your program cor-
rectly, you are not advocating Government spending as an objective to
which this committee should give any attention, are you?

Mr' RIEVE. That is correct; I am not.
Senator O'MAHONEY. And your statement, as I understand it, is that

during the depression the Government did follow a program of public
spending, but you are not recommending such a program but rather
recommending action to be taken now which will avoid a recession. Is
that correct?

Mr. RIEvE. That is exactly why my program is in the field of social
legislation, in the field of putting light on some of the improper
practices that maybe some of our people are engaged in. Through
these mediums of attempting to bring our economy into gear, it will
not be necessary to resort to public spending. I am trying to prevent
the creation of unemployment that will compel Congress to appro-
priate money in order to prevent people from starving.

Senator O'MAHIONEY. Now, may I ask you a question designed to
elicit information as to your fundamental concept of the position that
Government should play-in this program?

Do you believe that Government controls over our economy should
be established, or do you believe that Government controls should be
held to a minimum and a policy enacted by Congress which would
stimulate the initiative of private individuals and private organi-
zations ?

Mr. RiEvE. I think, Senator, we can overdo both or underdo both. I
think that I can answer your question.

I do believe in planning. Now, to what extent, that is something else
again. If our economy can be operated at full tilt with as little
regulation as possible by Government, that is fine and that is desirable,
but if it cannot operate at full tilt without Government regulation,
then we must have Government regulation.

Now, there are many things that are happening in this world and
I don't think we ought to lose sight of it. Take the foreign situation,
whether we like it or not, whether it is for good or evil, in the European
civilization they have collectivism in practically every country to a
lesser extent or to a greater extent. In some countries they have it to
the fullest extent. They not only regulate the economy of the country,
they are even trying to regulate the air that people breathe. That is
an exaggerated statement. On the other hand, they have this situation.
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I just don't visualize, let us say, in our foreign export situation, how
XEY company in the United States, employing a thousand people, can
successfully compete with a Russian, a British, French or any other
country's government monopoly. I don't think it can be done.

Now, it may be that we may have to pool our resources in order to
deal with this type of thing, because it is immaterial to these nations.
If they need dollar exchange, for instance, costs don't enter into the
picture. If they want to unload a certain amount of goods of a given
kind in order to get that dollar exchange., they are going to unload
it no matter what the cost is.

Now, how can an individual employer in Kalamazoo compete with
that type of a situation? It obviously calls for Government inter-
ference of one kind or another. And there are many of these types
of things that we are facing today and I don't think we ought to kid
ourselves about it and it is not a question of whether we like it or
not. Those are facts that are facing us.

Senator O'MAIONEY. I was glad to note your statement that there
is no general conspiracy on the part of business to reduce employment
or to reduce the standard of living.

I was interested also to note that with respect to international trade
you express opinions similar to those expressed by other witnesses.
For example, Mr. Hoffman, head of the Studebaker Co. and Chair-
man of the Committee on Economic Development, testifying on June
25 before this committee said:

We can exchange these things with the people of other countries who, them-
selves, make other things available for trade-other things better or cheaper or
different than we can or want to make.

Then Mr. O'Neal testifying yesterday, the president of the Ameri-
can Farm Bureau, said:

Unless we are again to lay the groundwork for an economic collapse, we
must develop a realistic trade program. We cannot export unless we are willing
to import.

Now, with those two statements you appear to be in agreement, do
you not?

Mr. RIEVE. I am, although with the details I may be in. disagree-
ment. I happen to be in an industry that is a consumer goods indus-
try. If we are going to export we most likely will export heavy
goods. We are going to export locomotives, trucks, tractors and all
of these things.

What are we going to import? We are probably going to import
shoes, we are probably going to import textiles, we probably are going
to import these types of consumer goods.

Now, we must watch ourselves that we don't put these consumer
industries in a tailspin, by not being prepared. Once we are pre-
pared about what we can do for our economy it is all right. Maybe
it is better -for us to abandon to a large extent these consumer industries
and concentrate on the heavy goods industries, and have the people
that are employed in the consumer industries find employment in
other industries, but we will have to make that decision as a nation,
otherwise we are going to be in hot water.

Senator O'MAHoNEY. Well, now, those recommendations of yours
are bound to be helpful to the producing industries, to management
as well as to workers.
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Mr. RIEVE. I think sO.
Senator O'MAHloNEY. I noted with a good deal of satisfaction your

statement with respect to the farm program. You are giving support
to the farm program in order to insure an equitable distribution of
farm income and of moneys to all farm groups. What I am trying
to do in citing these points is to indicate that, after all, there is quite
obviously an area upon which we can agree-I venture to say that
when the report of this meeting is made the public will learn more of
your criticism of this committee than of the constructive suggestions
you have made. I should like to emphasize what you have said about
your disbelief in a general conspiracy upon the part of business. It
seems to me that these statements of yours point the way to'coopera-
tion between labor and the business community and the rest of the
population.

Mr. RIEVE. Senator, it is unfortmniate, but I cannot control our
press. When they dig up the sensational things you know, it is news.
When a man bites a dog, that is news but that is unfortunate.

Senator O'MAIRoNEY; I was not holding you responsible for that.
Mr. RIEVE. No. I had some criticism to make about the adminis-

tration and Congress and I think probably my criticism was a little
more pointed than it otherwise would have been, because there is no
use denying the fact that I and many other people in this country
feel sad about what happened the begiinning of this week.

Now, you can't expect us to hide our dissatisfaction with congres-
sional action on that very vital matter and we intend to holler from the
tops of the White House or the Capitol, if necessary, against those
grievances that we feel we have.

Senator O'MAIHOTNEY. In view of the fact that you made a reference
to the wool bill, I feel it incumbent upon me to make at least a brief
reference to the subject because I think there is another side of the
picture which has not been shown.

Mr. RIEVE. I happen to be in textiles, Senator. I am acquainted
with all the angles of it.

Senator O''At~[oNi n. But you also know that the domestic producer
of wool has only a small share of the domestic market.

Mr. RIEVE. Yes.
Senator O'MAH-ONEY. I am sure you realize that this particular

phase of international trade illustrates the point which you made about
excessive Government controls, namely, that the British Government
has established a state monopoly for the sale of the wool produced in
Australia, New Zealand, and South Africa; and consequently, without
this wool bill, the individual producer of wool in the United States
would be competing not with independent producers in Australia,
Soiith Africa, and New Zealand, but rather with the state-selling
monopoly of Great Britain-a significant factor which should be
mentioned.

Mr. RIEVE. So that I may not be misunderstood, Senator, I think
about a year or a year and a half ago I testified before a congres-
sionail committee on this whole question of traffic. I happen to be
one that recognized the need for a quota system, and that recom-
mends a quota system of imports for wool. I am sorry to say that
our Under Secretary Clayton disagrees somewhat violently with me
on that subject. Be that as it nmay, I still believe in that type of
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thing. I don't want to leave the impression that I am one of those
free-traders that wants to open up our doors and let everybody
come in.

Senator O'MAHONEY. That makes it doubly interesting, because it
is on the basis of the establishment of quotas, as well as import fees,
that Secretary Clayton has opposed the wool bill.

Mr. RIEVE. I know.
Senator O'MmxIioxEy. And it has been upon that ground that it has

been almost universally characterized in the press as a flagrant, inva-
sion of the

Mr. RXII \. It is imposisble in this type of thing to give fully my
position on the woo] situation.

Senator OWMAHONEY. Now, in the course of your statement you
pointed out several other significant things, but I wanted to call atten-
tion particularly to the fact fhat although you mentioned that there
is some unemiployrienit, you pointed out also that employment is now
at a peak.

Mr. RIEVE. It is at a peak, there is no question about it, but it sort
of changes, Senator. For instance, we had noted a gain in employ-
ment of about a million and a half, a seasonal gain in agriculture.
I am alarmed because it dropped in manufacturing. In the textile
industry it has been in pretty bad shape in the last few months.

Senator O'MAHONEY. There isn't any doubt about it, but the over-all
picture is one of peak employment.

Mr. RIEVE. That is correct.
Senator O'iMALIoNE-y. Then the over-all picture with respect to crop

products is that they are likewise at an all-time peak. The national
income is also far greater than the income that the people of this coun-
try ever enjoyed in any prewar period. That is correct, isn't it?

AMr. RIEvE. That is right.
Setiator O'MAITONMY. So we have an economy now operating-
MIr. RIEVE. Full tilt.
Senator O'MITIONEY (continuing). Full tilt.
Mr. RIEVE. An economy operating full tilt. I don't like .its dis-

tribution.
Senator O'Mnl O<. You are making suggestions to correct the

distribution?
Mr. RTErE. That is right.
Senator O'MA1H0NEYr. And I am sure you would not want this com-

mittee to recommend anything that would stop the operation of the
economy.

Mr. RmEVE. No; I want to further improve it. For instance, to my
way of thinking American industry is making more profits than it is
good for it to make in the long run. I think it ought to be satisfied
with less.

Senator O'MAHONEY. Let me ask another question which you
touched upon in your discussion of housing. Do you agree with the
testimony which came to us yesterday or the day before from Mr. Colt
of the Bankers Trust Co. in New York and from other witnesses
yesterday that we have now come to a period of developing resistance
to high prices?

Mr. RIEVE. That is correct.
Senator O'MA HONEY. Mr. Colt's testimony was that we have com-

pleted the transformation from a seller's market to a buyer's market.
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Now, I want to ask you whether, in your opinion, there is such a trans-
formation? If there is such a transformation, have we not some reason
to believe that we may have reached the end of the upward trend of
prices ?

Mr. RiEvE. Well, it may be correct that we have reached the stage
where it is now no longer a seller's market but it is a buyer's market,
but it is only a buyer's market because people haven't got the means
of buying. What are we going to do in the meantime? Are we going
to wait till this buyer's market reaches the levels where prices are
going to come down and in the meantime have all of the people not
housed?

Senator O'MAHONEY. Well, Mr. Rieve, it cannot be true that people
are unable to buy if employment is at the peak. Now, I am quite will-
ing to agree with you that real salaries and wages represent the only
segment of our economy in which there has been a decrease since 1946,
but while it is true that the take-home pay is not as great as it was
the receipts by way of salaries and wages are considerably greater
than they were in previous peacetime eras. They are certainly much
greater than they were when the Government was spending billions
for WPA and other types of made work.

Ho my question to you is: If we are going into a buyer's market and
the inflationary spiral is hesitating somewhat, what is the best method
now of preventing a new demonstration of wage and price increases
that will just throw this inflation further beyond our reach?

Mr. RIEVE. Well, I think this: First of all, let me say this about
housing: What I am concerned with first of all is people that are
in the low-income brackets. Assume that a $6,000 house is selling for
twelve or for ten thousand dollars and assume it drops $500, these
people still can't afford to buy that type of house and yet they need
housing. Therefore, we must fill that gap.

I am not too much concerned with a person in the $10,000 bracket.
I am concerned with a person in the $2,500 bracket and others below
the $3,000 bracket.

As far as wages are concerned, and this is where Congress has an
obligation I beleve, by and large I think the cycle of wages is spent,
has sort of spent itself. The Steel Workers, for instance, signed an
agreement for 2 years. All right, they can reopen wages in a year.
President Murray announced that there will be no interruption of
production for a period of 2 years. Other basic industries have
adjusted their wages.

We have agreements in New England in the cotton-textile industry.
I publicly announced 4 or 5 weeks ago that we will not ask for a wage
increase in this re-negotiation conference.

Senator O'MAIHONEY. In what period is that?
Mr. RIEVE. Our contract for this year, for 1947. We will not ask

for a wage increase for this year. Now, what can we do to halt the
rise of prices? We can't carry out our part of that type of a bargain
if prices keep on skyrocketing.

Since the announcement that I made in Boston that we will not
ask for a wage increase prices have risen. Not only prices, generally,
prices in the textile industry have risen and it becomes a very difficult
job for me to tell my members that, "For the good of the economy
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you can't ask for more money at the present time," when they read
that an employer has increased his selling price again.

If we can keep prices from rising-and as far as wages pushing
prices up-I think we are in pretty good shape as a Nation, but if
prices rise, whatever it is caused by, whether it is for reasons of ex-
porting to foreign countries or reasons of floods, whatever it is, we
will have no choice but to ask for further increases.

Therefore, when it comes to the job of Congress-I think I am very
practical. There is no point of my advocating that we ought to bring
in price control again, because I might as well ask for the Atlantic
Ocean. There is no use kidding myself. I am advocating something
else-why can't Congress and the executive branch set up some in-
vestigating committee, with no power of government back of it out-
side of their spot of light on this situation? Let it hit whatever it
may.

Senator O'MAI-IoNEY. Aren't we doing that?
Mr. RIEVE. Well, I don't know whether we are doing it to the

fullest extent.
Mr. BENDER. Mr. Chairman, I had not completed my questioning.
Senator O'MAHONEY. I am sorry.
Mr. BENDER. I would like to ask a few questions more.
Mr. RICTT. I have a question to ask.
Senator O'MAHONEY. Mr. Bender, would you yield to Mr. Rich?

He wanted to ask a question on this particular point.
Mr. BENDER. Certainly.
Mr. Ricii. On that particular point he makes a statement that will

be in the record and I will read it:

This joint committee has failed to prepare any data relating to the Economic
Report of the President presented to Congress early in January. This failure
constitutes a violation of the intent of the act. It indicates that the leadership
of the join committee has no interest in enacting legislation which will "promote
maximum employment, production, and purchasing power."

He has already answered that question before you asked it and
it is in the record and many other statements that were made here by
the gentleman indicate that the committee during the time that you
were chairman did not function and naturally conditions were differ-
ent last year and I am not trying to criticize you, but I say that the
intent and purpose of the committee then and the committee now
was to work in harmony for the purpose of carrying out the act and
I believe that the statements made by the gentleman would indicate
entirely his attitude toward what the committee is trying to do.

Senator O'MAIIONEY. I think the fact that Mr. Rieve is taking
advantage of the opportunity we have extended to him proves that
he knows the committee is trying to do something.

Mr. RiEvE. When you were chairman, Senator, there was no Presi-
dential report, Presidential economic report, available. I just want
to make that correction.

Mr. BENDER. The other evening a group of businessmen invited
the members of this committee- to spend an evening with them.
They offered testimony regarding experiences in their own businesses
and it was a very profitable meeting for all of us.
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Now, the point was made in this matter of housing that even
though the price of a $10,000 house may have decreased $500, a low-
income man still cannot afford to buy it.

The other evening it was brought out during the discussion that
bricklayers who formerly laid 2,000 bricks a day were now laying
only 200 a day.

Yesterday afternoon I had a meeting with the CPA as a result of
a man criticizing the CPA in not granting a permit in his community.
I had in my office a CPA official and the builder and I asked the
question of this builder, "Is it true that where a bricklayer laid 2,000
bricks a few years ago he was now laying about 200 bricks?" And
he said, "That is true."

Well, now, doesn't that enter into the -cost of the home? Is there
some soldiering on the job on the part of the worker in this regard?
Does that register with you at all?'

Mr. RIEVE. Let me answer this. If he were laying 2,000 bricks before
and is laying 200 now, obviously it is soldiering. I am advised, for
instance-and I don't want to discuss in too much detail the construc-
tion industry because I am not too familiar with the industry-I am
advised that in New York City, for instance, they are laying 850 bricks
a day; I will put it that way. I don't know what the situation is else-
where, but I am also advised that part of the reason for the brick-
layers not laying their full load maybe is because they are not able to
get enough bricts and they have to wait around for a load of bricks.
When a load of bricks comes in they lay that, and then wait again.
In other words, the flow of raw material is not steady, and that may
account for it.

Now, however that may be, Congressman, when we pick out one
industry that may be true. I think that your figures will show-I
think that the Department of Labor, Bureau of Labor Statistics, has
issued some such figures for the first 3 months of this year-that the
productivity of American labor has increased by about 5 percent.
Now, I can only go by this type of thing. That would not show that
the American labor as a whole is soldiering, because productivity as awhole has increased.

Mr. BENDER. I think the witness' statement is correct. I wondered
what you had to say regarding the production in your line of business.

Mr. RnEvE. 01, in our industry they are stretching it out right and
left and any other way.

Mr. BENDER. How many members are there in your union?
Mr. RIEVE. In my union we have a dues-paying membership of

about 450,000.
Mr. BENDER. Does anyone who wants to join the union have any

trouble getting in ?
Mr. RnEvE. Ro; indeed not.
Mr. BENDER. Anybody who wants to work can join your union?
Mr. RIEVE. Anybody who wants to join our union can get in and I

will say the initiation is $1.
Mr. BENDER. I wondered if you would care to say what the maxi-

mum hourly wages are in your industry.
Mr. RIEVE. Yes; in the cotton-textile industry in the North the

average hourly rate today is about $1.021/2 an hour as against about
97, 98 cents in the South. In 1939 it was about 45, 50 cents an hour.
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We have an 83-cent-minimum wage in the cotton-textile industry in
the North as against 80 cents in the South.

The average wage in the woolen industry is now about $1.17, $1.18
arn hour, and that includes .organized and unorganized men. The
minimum wage in the woolen mills is 90 cents an hour. In the carpet
and rug industry the average wage is probably $1.25 an hour, and so
forth and so on. In the hosiery industry it is probably more than
that; it probably runs close to $1.40 an hour.

Senator O'MAIoIEY. Mr. Bender, may I interrupt? This is off
the record.

(Discussion outside the record. Mr. Rieve thereupon left the wit-
ness stand.)

Senator O'MAHONEY. Mr. McCormick, will you come forward,
please?

The committee is very glad to welcome you, Mr. McCormick, the
chairman, as I understand it, of the board of the International Har-
vester Co. and one of the board of directors.

Mr. MCCORMIICK. Yes, sir.
Senator O'MAHoNET. You may proceed.

STATEMENT OF FOWLER McCORMICK, CHAIRMAN OF THE BOARD,
INTERNATIONAL HARVESTER CO., CHICAGO, ILL.

Mr. MCCORniIcK. Mr. Chairman and gentlemen, it is a pleasure to
be here today. I apologize for a cold in the throat which settled
down so that my talking is not as good as it should be, but I have a
very brief statement here to present, and I don't think it will take
more than 15 minutes,. at the end of which I am entirely open for any
questions that I can answer.

My name is Fowler McCormick. I am chairman of the board of
the International Harvester Co., whose main offices are in Chicago.
I am appearing at the request of the committee for the purpose of
discussing some recent actions by our company which may be of
interest to the committee in connection with its inquiries into eco-
nomic matters.

I do not appear before you as an economist, nor with specific sug-
gestions as to legislation. It will rather be my purpose to review
with you what our own company has done this year in regard to
prices and wages and our reasons for taking the actions we did.

With your permission, I should like to give you a few facts about
our company and the scope of its operations, so that the committee
will have that information as a background against which to consider
our actions.

Our company now consists of 23 factories and raw materials op-
erations in the United States, as well as more than 100 sales branch
houses. We are a manufacturing company and our selling activities
are largrely in the field of wholesale selling although we have a number
of retail establishments to sell our motor trucks. Most of our equip-
ment is sold to users by approximately 9,000 International Harvester
dealers and distributors.

We are engaged in several different industries and our company is
therefore organized into several operating divisions. Our sales for the
first 6 months of this year were $292,569,000, of which $128,034,000 con-
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sisted of motor trucks; service and service parts, $59,419,000; farm.
implements, and so forth. I shall not bother now to give you all the
detailed figures.

We have at the present time about 40,000 stockholders.
Senator OMAHONEY. What is the average stock holding, Mr. Mc-

Cormick?
Mr. McCoRinIcK. Well, I haven't got that figure, Mr. Chairman, but

of our total preferred and common roughly a hundred shares, Mr.
Chairman. That is not an exact figure. We could furnish that.

Senator O'MAIIONEY. All right.
Mr. McCoR1mIIcK. We have about 87,000 employees in the United

States, most of whom work in our manufacturing plants. The great
majority of our employees are members of one or another of a large
group of labor unions wifth whom we bargain collectively. At pres-
ent we have a bargaining relationship with more than a dozen inter-
national unions represented through more than 170 locals. The
unions with which we deal include CIO unions, A. F. of L. unions,
and a few independent unions.

If I might interject at that point, Mr. Chairman, I think it may be
timely to briefly say that our company proposes no change in its at-
titude toward the unions with which we deal because of the passage
of'the recent labor legislation. We continue to have a desire to co-
operate with these unions. We feel this is no time for management
or representatives of capital in any way to express hostility to unions
or in any way to take advantage of the situation. This of all times is
the time to get together with those unions with whom you deal in the
benefit of the three parties, the stockholders, the employees, and the
customers for whom we are working.

Senator O'MAHONEY. I think that is a very constructive statement,
Mr. McCormick.

Mr. RicH. If that attitude is taken, Mr. McCormick, between labor
and management, certainly we should succeed whether we have legis-
lation or not, shouldn't we?

Mr. McCoR-ixcK. That is my belief definitely.
Mr. HART. Or despite the fact that we have the kind we have.
Mr. McConmimci. May I proceed?
Senator O'MAHONEY. Go ahead, sir.
Mr. McCoRmIIcI. It has been suggested that you would be inter-

ested in hearing from me about our price reductions of last March, with
special reference to the reasons for them and the factors that made
them possible. And I would like to emphasize, if I may, at this mo-
ment that lam not bringing this before you in the light of any boast-
fulness or anything of that nature but simply in the nature of a case
study of what was done, with the idea that one might generalize some-
thing from it of value.

These price reductions were announced on March 8 and affected
163 basic models of tractors, farm machines, industrial power equip-
ment, and motor trucks. We estimate they will save the users of our
products approximately $20,000,000 a year. The price reductions cov-
ered 12 models of farm tractors, 123 models of farm machines, 16
models of industrial tractors and engines, and 12 models of motor
trucks, as well as certain motor-truck attachments.

Individual reductions ranged from $2.50 to $300 and from 1 percent
to 23.8 percent. We could not reduce our products uniformly and
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Eome we could not reduce at all, for some products were making money,
others were breaking even, and a few were losing money.

So we reduced prices where we could and as much as we felt we
could. For example, on our largest selling farm tractor, the
Farmall-H, the price reduction was $125, or 10.6 percent. The auto-
matic pick-up hay baler was reduced $75, or 4.1 percent. The self-
propelled combine was reduced $122.50, or 3.4 percent.

To explain how we were able to reduce prices and why we did so
requires an examination of our postwar planning on the one hand,
and of our fundamental policy on the other.

Our postwar planning began in 1943, as sooii as we found that we
could carry on our war work satisfactorily and still devote some time
to cousideration of the future. One of the first results of our plan-
ning was to reorganize completely the management set-up of our com-
pany from the old functional basis to a divisional basis. That reor-
ganization was carried out both to improve our war production and to
improve our postwar production. It has been highly effective in both
respects.

Toward the end of 1943 we made a complete review of the engineer-
ing design of all our products. We laid plans to make modifications
and improvements in our existing products to bring them fully up
to date. We then turned our attention to totally new products upon
which our engineers had been working and we found that engineering
had progressed to a point which made it practical to plan the manu-
facture of important new machines at the war's end.

Among these were the Farmall Cub tractor, now in production, which
is the smallest real farm tractor ever made; the mechanical cotton
picker; the one-man automatic hay baler; the sugar beet harvester;
the self-propelled combine; six new models of motortrucks designed
for west coast and mountain use; and our new TD-24 crawler type
tractor, which is the largest tractor of its kind yet built.

Having listed these products as ready to go, we studied the estimated
demand for both our revised products and our totally new products.
We projected that into estimates of manufacturing space and equip-
ment that would be required. It was immediately apparent that our
capacity was entirely inadequate to fulfill the requirements.

We required additional plant sites. Having previously purchased
a site at Memphis, we next bought sites at Wood River, Ill., and Fort
Madison, Iowa. We planned a building program. With the end of
the war, however, we found that our building program had largely
become a buying program, for several reasons. First, scarcities of
building materials and other factors made it evident that building new
plants would be a long process. Second, the level of building costs
made it financially desirable to buy existing space if possible. Third,
customer demand was extremely urgent.

We therefore purchased from the Government an airplane plant at
Evansville, Ind., which became our refrigeration factory; an airplane
plant at Louisville which became our Cub tractor factory; an airplane
engine plant at Melrose Park, Ill., which became part of our Industrial
Power Division; and a gear plant in Chicago which we have converted
into a manufacturing research center. In addition we bought from
private owners a small malleable iron foundry at Waukesha, Wis., and
a small plant at Stockton, Calif., for use in west coast farm implement
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production. We leased a small factory at Emeryville, Calif., for
motortruck production and we have proceeded with construction of
our large new Memphis works, which we expect to occupy this sunI-
mer, and which will produce the cotton picker, the hay baler, and a
line of southern implements.

In connection with this piogram we sold a small farm implement
factory at Chattanooga and discontinued operations in a small im-
plement factory at Huntingrtol Park, Calif. So we have a net addi-
tion of six plants. The planned total employment of these new
plants is approximately 21,000 men and at present they employ about
10,000.

Senator OMAHoTNEY. That represents, of course, a large capital
investment.

Mr. McCoRMIcK. A very large capital investment, Mr. Chairman.
We have publicly stated that our postwar program of plant expansion
and equipment would require in excess of $150,000,000.

Senator OMAHONEY. And has that expansion been impaired or
retarded at all by the cost of materials or the shortage of materials?

Mr. MCCORMICK. Yes, Mr. Chairman; it has been considerably re-
tarded by the difficulty of acquiring building materials. In one case,
in the case of Wood River, as I have indicated previously we had
to change our complete plans. We had planned to build this Cub
tractor factory at Wood River but when we got to talking to the
contractors they were so indefinite as to the time that they could
complete that we switched our plans quickly and bought the Louis-
ville plant and went there with the Cub tractor.

Mr. BENDER. Do you believe that the company's policy has pro-
moted full production and full employment?

Mr. McComiMIcK. Definitely, Congressman.
Mr. BENDER. That is, that is the policy of your concern.
Mr. MCCORMICK. Definitely, to the extent that it is possible, and

I might point out in connection with that question that, as I said
before, our present employment is approximately 87,000 people.
When these new plants are fully equipped and manned we will add
11,000 more. That would be 98,000.

Mr. BENDER. What was the peak of your employment?
Mr. MCCORMICK. The peak prewar, the average for the year 1937

was the peak, which was 60,000.
Mr. BENDER. And during the war?
Mr. MCCORmIcK. During the war we went, I should, think, to

about 65,000-69,000; I beg your pardon.
Mr. BENDER. So you are employing about 20,000 more people now

than you employed during the war?
Mr. McCoRMic]i. We are employing now about 18,000 more and

when we get eventually equipped anda manned we will have 98,000 as
against 69,000.

Mr. RICH. The improvements that you have made in agricultural
machinery certainly have been a great aid to agriculture and will be.

Mr. MCCORMICK. It is so stated, Congressman. I think it is not
unreasonable to say that the mechanization of our farms during the
past 40 years, culminating in the increased mechanization just prior
to and during the war, was one of the things which made it possible
to produce the volume of food we did during the war.
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Mr. RicHr. Your representatives in the District have invited all the
Members of Congress out here to Western Maryland, to see this new
Cub tractor, and I am sorry we have been too busy to go out there.
We would like to have a ride on it.

Mr. MCCORMIICK. We would like, indeed, to have you, Congress-
man, see it. We hope you will do it later. We will appreciate it.

In addition to the new plants, we have made sizable investments
to improve and reequip our existing plants.

This whole program of organization changes, product engineering
and acquisition of new plants, incomplete as it is, is the thing that has
made it possible to produce in far greater volume than before the
war.

The greatly increased production resulting from this program has
brought with it an increase in our profits which made it possible to
undertake our program of price reduction and wage increases of last
spring.

The other factor underlying our price and wage action was a policy
which is the cornerstone of all our other policies and procedures. We
have held for many years that when a company attains a certain size,
it becomes in a sense a social institution, and as such should be op-
erated not in the interest of any single group, but equally in the inter-
ests of the three groups most vitally concerned in our business-our
stockholders, our employees, and our customers. As will be readily
recognized, this is not new as a concept for it has been expressed from
time to time by business men and others. The novelty lies in the fact
of a company openly proclaiming this to be its basic policy and en-
deavoring to carry it out to the best of the management's ability.

Examined in the light of this policy, our actions in the months from
February to April of this year form a rounded picture of execution
of that basic policy.

When we became aware in Februarv of the levels at which our sales
were running and made estimates of our earnings for the first quarter,
we raised the quarterly dividend on the common stock to a rate of
$4 a share yearly. The payment in the previous 3 years had been
$3 a share.

Following this action, we reduced our prices in March on those
products on which it was possible to do so, and in April our negotia-
tions with the unions terminated in wage increases which followed in
general the pattern of the electrical and automotive industries.

Stated in dollars on an annual basis, the three groups benefited from
our increased production as follows: Stockholders, $4,000,000; cus-
tomers, $20,000,000; employees, $25,000,000.

We thus, by virtue of our increased sales and earnings, have been
able to act in the interests of stockholders, customers and employees
and in doing so we were carrying out our well-established policy.

It is not particularly unusual for a company with rising earnings
to increase its dividend rate to stockholders. It is also quite common
for a company with rising earnings to consider increasing the wages of
its employees. It is unusual, however, for a company with rising earn-
ings to reduce prices when it is not compelled to do so by competitive
conditions or a decline in demand.

Prices are ordinarily reduced if they have risen too rapidly or too
much. But that was not our situation. From January 1941 to
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March 1947 our prices had not gone up so much or so fast as many
other prices. For example, the average price increase for all manu-
factured products during that period was 63.7 percent, and for metals
and metal products the increase was 41.2 percent. Yet our motor truck
prices had risen an average of 35 percent, our industrial power prices
an average of 34 percent and our farm machine prices an average of
only 25 percent.

Prices ordinarily are reduced, too, if they are out of line with com-
petitive prices or if they encounter resistance by customers. That
was not our situation. Our prices were comparable to those of com-
petitors and the demand for our goods was such that we could expect
to sell all we could make this year and for a considerable time in the
future.

In addition to these factors, there were important uncertainties in
our picture. One of these was the size of the possible increase in our
wage and salary bill. At the time we reduced prices, there was no
established national pattern on wages and we did not know what our
ultimate wage settlement would be. Similarly, we were in a period of
considerable uncertainty as to the prices of materials and purchased
components.

There was one thing, however, that was very clear to us. That was
that industry seemed to be caught in a vicious upward spiral of wages
and prices. Businessmen hesitated to reduce prices because they could
not be certain what the future held as to wage rates or business volume.
Yet the increasing of prices or failure to reduce them necessarily had
a tendency to limit volume and to encourage further wage demands.
To us, the only way out of such a vicious circle of higher prices ap-
peared to be to break through.

A few months earlier, the American people had insisted that the
Government withdraw from its attempts to control prices in peace-
time. That restored to business and industry its historic share of
responsibility in the establishment of prices. We recognized fully that
not all business could reduce prices. We knew that not all business
could reduce prices by the same amount.

But our company felt a duty to act as promptly as possible and in
our case the business outlook made it possible to move toward the
goal of lower prices. We took what the Army calls a "calculated
risk" in the hope of accomplishing something worth while.

Summing up, I would say that our price reductions were the result
of two factors; first, our long-time policy of operating in the interests
of customers, employees, and stockholders; second, our desire to con-
tribute whatever we could toward checking the upward movement
of prices.

In discussing our action at the time, we stated that it was our
view that."Any price is too high if it can be reduced." That is still
our belief and our continuing policy.

Senator O'MAHONEY. What has been the result of these price
figures?

Mr. MCCORMICK. In what way, Mr. Chairmann?
Senator O'MAHONEY. Well, in your sales, for example, and in your

level of profit. Are the results what you anticipated?
Mr. MCCORMICK. In physical figure, in physical volume figures there

has not been any change at all, because we have sold exactly what
we would have sold at the other prices.
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Senator O'MAIONEY. Now, the reason for that ought to be stated.
Mr. MCCORMICK. Because the demand is so very large. With farm

prices as high as they are and the farmer enjoying a very high level
of income, the farm demand is bound to be very strong.

Senator O'MAIIONEY. Then you have a much larger market than
you can take care of ?

Mr. MCCORMICK. Very much, sir.
Senator O'MARONEY. And vou could sell everything that you pro-

duce at a very much higher rate?
Mr. MCCORMICK. I believe that is true. Now, the actual effect of

that is that our dollar volume of sales is reduced by the amount of
$20,000,000 on an annual basis. Of course, this will only be in effect
for 7 months of this year, so that would not reflect for 1947, but on an
annual basis it will reduce ours by $20,000,000; that is not all ours,
because they are sold through dealers. It will reduce ours by 16
million.

Now, that also has an effect on our profits. Our profits are going
to be naturally lowered by that decrease in prices and our profits
are naturally going to be lowered by the increase in wages and salaries.

Senator O'MAHONEY. Then you are telling the committee and the
country that as a deliberate policy your corporation has decided to
take a lower profit than it could make, for the reason that you believe
that you have a social responsibility not to add to the spiral of prices
and wages, is that right?

Mr. MCCORMICK. We believe that that is the long-range sound
point of view, Mr. Chairman.

Senator O'MAHONEY. Reference has been made to it. Your com-
pany has been able to do it. Dare I ask you your opinion as to
whether other companies could follow a similar principle?

Mr. MCCORMICK. I have no valid judgment on that point at all.
I am quite sure that there are many companies that could not think
of following that. On the other hand, some companies, as you know,
have done a price-reduction job on their own accord, and it is entirely
possible that there are other companies that could do it if they would
see their way to do it. That is the only type of statement I think
I could make on it.

Mr. Ricii. May I ask a question right there? Isn't it a fact that
there are many companies that have followed that policy throughout
the years, and it can be followed better by the companies taking the
same position which you have than could be done by legislations

Mr. MCCORATICK. I am heartily in favor of that point of view, of
the self-management of industry. In other words, that industry will
gradually come to the point of view of operating in the interest not
only of stockholders but also of employees and customers, and there
is a great movement in that direction.

Mr. BENDER. What would be your guess as to the percentage of
foreign business? What is the volume of foreign business that you
do as compared to that which you do here in the United States?

Mr. MCCORMICK. This table, Congressman, shows that in one sense.
In other words, this shows the relation of our exports from this coun-
try to foreign countries. It does not, on the other hand, show the
manufacture of our plants which we have in several foreign coun-
tries. This simply shows exports from this country to other countries.
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Mr. BENDER. Do you have plants in foreign countries?
Mr. MCCORM[ICK. Yes, sir; we have plants in England, Sweden,

France. We have one in Germany. We have one in Australia.
Mr. BENDER. Are they doing a healthy business now?
Mr. MCCoRwITCIi. The Swedish plant is doing a good business.

The German plant was practically destroyed. It is in English hands,
as you know. It is endeavoring ti put out spare parts. The Englisl
situation is a new one; it just started before the war. The Australian
plant is operating very well.

Mr. BENDER. In some of these countries where they have consider-
able hunger and strife, do you find that there is any agency of gov-
ernment or the United States Government endeavoring to supply
them with machinery so that they imight make themselves self-
sufficient?

Mr. MCCORMICK. Supplying them with industrial machinery or
farm equipment?

Mr. BENDER. Farm equipment.
Mr. MCCORMICK. Well, as you know better than I do, through

UNRRA there was a considerable export of farm equipment and I
think that has come to an end at the present time. I know of no other
Government action along that line at the time.

Mr. BENDER. Since we are embarking on a program-we have ap-
propriated $350,000,000 recently for feeding Europe and there are
other appropriations pending-' don't you think it would be far more
desirable for the Government to spend money to purchase farm
machinery rather than to purch ase guns and ammunition? That
rather than sending them the sort of thing that creates strife, to en-
courage peace and create on the part of those people a desire to work
in order to make themselves self-sufficient?

Mr. McCORMIcK. Congressman, I don't think that I am competent
to answer that question. I can say that certainly the export of equip-
tnent is a way to increase production of food abroad and I believe that
that principle was recognized in some of our Government planning
along that line. On the other hand, in our situation, where shortages
are so great, that imposes a problem. American farmers need that
equipment and as you will see by our figures it is only a small percent-
age of our production that goes abroad. Even so there is a strong
feeling, many feel that it is too much, so that if we had to do more
we would run into trouble, I think, from a great many of our farmer
friends.

Mr. BENDER. Your production is behind schedule then?
Mr. MCCOnIMLCK. It is not so much behind our planned schedule but

it is way behind the demand, we are tremendously behind the demand.
We cannot see the bottom of that demand at all.

Mr. BENDER. How many months or years would it be before the sup-
ply meets the demand? Have you any thought about that?

Mr. MCCORMICK. That will depend, of course, on the levels of farm
prices, but granting that there is not too drastic a decline in farm
prices in 1948 I think that the demand would hold very strong through
1948 and again, if the decline in farm prices would not be too drastic
in 1949 I should think there would be a good demand in 1949. Beyond
that I cannot see.
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Mr. BENDER. What influence does the export of farm commodities
have on the price of f arm commodities here? Do you have any thought
on that subject at all?

Mr. MCCoRmIcK. The export of farm commodities?
Mr. BENDER. The export of farm commodities such as wheat, oats,

and other farm products, foodstuffs, and so on.
Mr. MCCORMICK. What effect does that have on the prices of com-

modities here?
Mr. BENDER. Yes.
Mr. MCCORMICK. Well, I am- no farm economist or in any way an

agricultural economist, but I think it has been very broadly accepted
that the export of any commodities must narrow the market and,
therefore, affect the price.

Senator O'MAHONEY. I may say, Congressman, that some of the
members of the staff are checking that very problem now. I think that
the indications are that the percentage of our agricultural production
which is being exported is not as large as one might expect, but that,
I think, will be fully developed later.

Mr. BENDER. I have no other questions.
Senator O'MAHONEY. Senator Watkins?
Senator WATKINS. Mr. McCormick, I would like to know the

method of distribution of your products. You claim that your cus-
tomers will get a substantial benefit out of these price reductions.
How do you manage to do that when the automobile companies claim
they can't do it?

Mr. MCCORMICK. We have had in our industry some trouble along
the same line, Senator. There is the occasional tractor that is sold to
a farmer and then resold for a much higher price than is warranted.

We have complaints on that from all over the country, but I don't
think it is as prevalent in the farm-implement industry as it is in the
automobile industry. I think that we are very fortunate in the fact
that, to our knowledge, with very slight exception the dealers have
passed on to the users the price reductions that we have put into effect,
and when I spoke of the $20,000,000, that is a reduction in suggested
list price, extended by the amount of equipment, so that the farmers
will actually be paying that much less over all. To us it only means
a $16,000,000 reduction. Does that answer your question?

Senator WATKINS. I am trying to find out if the farmers are actu-
ally getting these products at these reduced prices.

Mr. MCCORMICK. That is our understanding.
Senator WATKINS. Or is that going into the hands of some dealer?
Mr. McCoRnrIcIK. We do not think so. We have nationally adver-

tised this policy in farm papers, dailies, weeklies, and monthlies so
that the farmers will be aware of it, and many of the dealers have run
ads to the same effect.

Senator WATKINS. Are the dealers your agents, or do they operate
their own businesses independently?

Mr. MCCORnICK. They are entirely independent dealers. We con-
tract with them.

Senator WATKINS. So far as you know, then, most of this saving of
$20,000,000 will actually be passed on to the farmers?

Mr. MCCORMICK. That is absolutely my belief, with very slight
exception.
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Senator WATKINS. Did you ever make any efforts to find out if this
actually happens?

Mr. MCCORMICK. Oh, yes; we have checked it through our branches.
Senator WATKINS. What would be your policy if the dealer was

not cooperating and did not pass this on to the farmers?
Mr. MCCORMICK. We cannot determine the dealer's resale price.
Senator WATKINS. Well, would you cancel his agency, or did you

ever have that thought?
Mr. MCCORMIICK. We would not cancel his agency just on that one

cause alone, Senator, but we certainly would discuss it with him; we
certainly would urge him to pass it on.

Senator WATKINS. Have you made an investigation to find out if
your dealers are actually passing this saving along?

Mr. MCCORMICK. Yes, sir; we are continually making these investi-
gations.

Senator WATKINS. What is the result of that investigation?
Mr. MCCOR1IICK. Definitely that it is being passed on.
Senator WATKINS. There was a statement made by the previous

witness that I would like to comment on, with respect to monopolies.
Is there a monopoly in the manufacture of farm machinery?
Mr. MCCORMICK. No sir; definitely not.
Senator WATKINS. Could you give us an idea of how many manu-

facturers there are in this field in the United States?
Mr. MCCORMIICK. I do not know the exact number, but there are

several hundred small manufacturers. In the larger manufacturers
there are ourselves and John Deere is two; Allis-Chalmers; and Case;
Minneapolis-Moline; B. F. Avery; Massey-Harris, which is a Canadi-
an concern but has an American affiliate; and Oliver Farm Equipment
Co.; and, of course, in the tractor end we have the Ford Motor Co.
with a large production of tractors.

Senator WATKINS. You do not know of any monopoly then in this
particular field of basic business?

Mr. MCCORMICK. No, sir; there is no monopoly in our field.
Senator WATKINS. Can you tell us what proportion of your narodiict

now is going overseas?
Mr. MCCORMICK. Yes, sir. This compilation, Senator, shows that

in 1947 for the first 6 months of the Year 11.6 percent of our produc-
tion in this country was shipped overseas.

Senator WATKINS. Is that sold through some governmental agency
in the foreign countries or through our own Government agency?

Mr. MCCORMICK. That is sold in several different ways. We have
foreign subsidiary companies in several countries. It is sold to them
and they resell it through their dealers or jobbers. Another portion
of it is sold in those countries where we do not have subsidiary com-
panies to jobbers. So it is either sold through subsidiaries of our
company or through jobbers.

Senator WATKINS. Not through Government?
Mr. MCCORMICK. Not through Government in any case that I know

of, except UNRRA. There may be a Government control on impor-
tation. We believe there are none at the present moment. There
mi ght have been some wartime sales.

Senator WATKINS. Are those cash sales to buyers?
Mr. MCCORMICK. We are selling everything -for cash abroad at the

present time. In other words, we ship nothing except for cash.
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Senator O'MAHONEY. Congressman Hart?
Mr. HART. Mr. McCormick, what percentage of the total sales of

your company are accounted for by farm machinery?
Mr. MCCORMICK. That would vary in different categories. That

would run from 2 or 3 or 4 percent on some things and a larger per-
centage on others.

For instance, suppose we came out, as we are at the moment, with
the new Cub tractor. Nobody has that in production at the present
time. We will get a large percentage of that business. Now, as
others come into the field that percentage will go down. That is true
in our industry.

For instance, before we came out with the one-man hay baler there
wvas a firm in Michigan making it, so they had all the business, but
after we came out with it we shared the business. It will vary, as I
say. On a new thing, take the cotton picker. We are the only people
producing a mechanical cotton picker at the moment, so we get a liun-
dred percent of the business. On the whole I think you could take a
fiiure from 25 to 40 percent of the business.

:Mr. HART. Would you be good enough to explain at some greater
length the difference between, the functional division and the other-
I mean the difference between the functional basis and divisional basis
of organization-to which you refer at the bottom of page 3?

Mr. MCCORMIICK. By functional basis I mean an organization in
which the organization lines are set up according to functions, such
as sales, engineering, manufacturing, accounting, and so forth. That
is what we technically call a functional basis.

A division, in the sense of the word in which we are using it here,
is a complete, let us say, designing, manufacturing, and selling organi-
zation in itself.

For example. we used to have a manufacturing department for
our whole company. In that department was a man who was in
charge of the rnotortruck plants, another one who was in charge of
the tractor plants, another one who was in charge of the farm-equip-
ment plants, but all in one department; that was the manufacturing
department.

Then in our sales department we had a specialist on this and a
specialist on that. Now, that is a good organization up to a certain
point. In our belief, beyond a certain point it becomes unwieldy and
inefficient, so we took the man from the manufacturing department
who was concerned with motortrucks and we put him in the motor-
truck division. We took the man from sales who was interested in
motortrucks and we put him in the motortruck division; the same with
engineering; the same with accounting.

So then you have the divisional type of organization. That is a
group of men having different functions and headed by a general
manager. Then you do the same thing for tractors, for farm imple-
ments, and so forth. It is called a divisional type of organization.
Now, you still have on the staff side a vice president of manufacturing,
who is a staff man. He advises all the operating divisions.

Mr. HART. A sort of compartmentalization.
Mr. McCoRIncK. Right. It is what they call in the Army line

and staff organization.
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Mr. HART. These price reductions which you put into effect-would
they have been possible without the postwar technological advances,
that your company made?

Mr. MCCORMICK. That is a very difficult question to answer exactly..
I would like to say that I think they were very greatly helped by
technological advances. We have in our new designs endeavored
constantly to cut cost down, to lower the prices of farm equipment,
motortrucks, and tractors, to get the prices down. So, therefore, wer
are taking advantage of every technological improvement that we
can, both in design of the product and in manufacturing process. I
cannot answer your question specifically, Congressman. I wouldn't
know how to do that.

Mr. HART. Well, the answer is that it is not clear that you could.
not have reduced the prices except for those advances. You may still
have been able to do it if those advances had not been made.

Mr. MCCORMICK. Let me put it this way. I have tried to point
out that our price reductions and wage increases of this year werer
made possible and brought about by two things: One our postwar
program, and, two, our company policy. Those are tie two things.
which caused it. Now, if the demand had been great enough for
our products, even though we did not redesign them, and we had.
been able to increase our production as much as we have, I do not doubt
that we could have made an increased profit on our prewar design
and then we probably could have made some reductions.

Mr. HART. The reason I asked the question is that so many indus-
trial magnates, if I may use that term, seem to indicate that a price.
reduction is almost altogether dependent upon technological advances,.
and that in industries over which they preside, where there has not
been any such recent technological improvements, it is impossible.
to reduce prices. It seems to be only from technological advances.

Mr. MCCORMICK. I think there is considerable truth in that
contention.

Mr. HART. Generally speaking.
Mr. MCCORMICK. This is so because I do not see how you can con-

tinue to raise wages or cut prices unless you can increase productivity.
Unless 'you can increase the spread between what you can get for
your product and the cost of the product there just isn't any other
place for it to come from.

Now, the greatest source, I think, of increased productivity and
of lower cost is technological improvement, and let me also say man-
agement improvement. I think that we can all learn better and more
economical ways of doing things. I believe that to be so.

Senator O'MAHONEY. Well, does that mean the building up of the
larger units at the expense of the smaller units, competitive units?

Mr. MCCORMICK. Not necessarily, Senator. There are certain lines
of industrial activity in which size, I think, is required.

For example, let us take the Cub tractor, if we may take one.
That plant at Louisville is going to produce Cub tractors and two
others of our small tractors. The total investment in that plant is
some $53,000,000, and I don't know how you could produce those
tractors at the price we are going to sell them with any less investment.

Naturally, that makes it obvious that a small company could not
produce a Cub tractor at a similar price that is as good as the Cub.
So I thhik there there is a place for big industry.
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Now, on the other hand, I am equally forceful in my belief that
the small company and we can live together and live together profit-
ably. We buy from 10,000 different concerns. We sell to 9,000
dealers.

Senator O'MAIIoNEY. That is the question. How are we going to
do it? Your statement tells us of some very advantageous results
which have come from your policy. It is perfectly clear when you
point out that increased production has enabled you to reduce prices
and to increase wages, yet your statement also shows that in expand-
ing your productive facilities you have purchased certain independent
plants. You not only purchased Government plants, but you also
purchased the plants of small independent enterprises in two or
three instances.

Mr. MCCORMIcK. Right.
Senator O'MAIIoNEY. Now, to that extent the result was to increase

the proportion of the total output which is controlled by your com-
pany and to decrease the percentage of the total output from small
or so-called independent companies.

On the other hand, as you have just said, the management of a
large company, when it takes an enlightened view of its social res-
ponsibility and tries to decrease prices and increase wages, may be
in a much better position to reduce prices than a small company, par-
ticularly with a product which requires so much capital investment.
The small company, following a similar policy, would seem to be un-
able to acquire the market, could not build up the volume of sales that
would. enable it to compete. Is that a situation that is developing?

Mr. MCCoRMICK. I don't think it can be described quite as con-
cretely as that, Senator. Now, I would like to make it entirely clear;
if I may, that we in our company are earnest and sincere in the belief
that both in our own industry and in any industry there is a great
place for the small company. There are certain things in our indus-
try that the small company can make more economically than we can.

I have cited here the sale of our Chattanooga plant. That was a
sale to a small manufacturer, the Harriman Co. They can do a
better job at a lower price than we 'can. That may sound strange
to you.

Senator O'MAHONEY. What is their product?
Mr. MCCORwMICK. They are going to make small plows, cultivators,

and tillage implements for the Southeast. We sold to them because
we know they can do a better job- than we can. That is an interesting
thing. In other words, we bought from a small manufacturer and
we have also sold to a small manufacturer.

Senator O'MAHONEY. What you are saying is that there are certain
products which big industry can produce more efficiently and other
products which the small unit can produce more efficiently.

Mr. MCCORMICK. I heartily believe that.
Senator O'MAHoNEY. How can we define the line?
Mr. MCCORMICK. You cannot lay down a general law. I think it

is something that we have to meet in each particular instance. That
presents one situation, that we have bought a small industry and we
have sold to a small industry.

Now, let us take the case of the Stockton plant that we referred to
here, which was a small industry. The Stockton plant was one in-
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stance of a number of instances that have come to our attention over
the postwar years, of a man who had built up a small business, did a
wonderful job and he was faced with the question, "Shall I go ahead or
shall I not go ahead?" I don't want to-do any undue selling here,
but there is a report by the Committee for Economic Development
that I think is a great p'iece of work on the subject of small business
and if I might have the privilege of recommending that to your atten-
tion I think that covers a great many of these problems that we are
discussing.

This man said to himself, "I cannot go on just the way I am. If I
am going to stay in business I must grow. That requires capital.
That means I will have to bring other people in." He owned the
whole company. He is the type of fellow that.did not want to bring
other people into his business.

He then decided, "Well, I would rather sell it." Now, you can say
that he could have sold to another small manufacturer, and so he
could. We happened to come along and needed what he had, but I

.would like to point out that, fortunately, we have acquired those
facilities for producing something very much needed on the west
coast, for making this sugar-beet harvester that we have mentioned.
There is no other place we can put it. It is going to give the farmers
on the western plains and on the west coast something that is very
much needed.

We have done that. That man has taken the money that he ob-
tained and has gone into a small business and, fortunately, I am very
happy to say he is going to be our distributor. He took the capital
we provided him, took it from a manufacturing business and put it into
a distributing business and now he is still in small business.

Senator O'MAYoNEY. I was interested to learn in response to Sena-
tor Watkins' inquiry that your company apparently does not attempt
to control the policy of the distributors. Is there anything else that
you care to say about the gray market in developing your answers
to Senator Watkins? I notice we have developed that word instead
of the black market here in these hearings.

Mr. MCCORMICK. I do not believe I have much to add, Mr. Chairman,
except to say anything we can do to stop it we try to do. I don't
think it is nearly as prevalent in tractors and farm equipment as it is
in the automobile end as I have heard about that.

Senator O'MAHONEY. Does that mean that you haven't seen much
evidence of a desire on the part of the ultimate purchaser to pay
a price greater than the list price?

Mr. MCCORMICK. The evidence is there but it does not seem to be
there in the quantity; for instance; we hear of an M tractor that sold
for $83,000, and things of that type, fantastic prices. That would
be resold by the user, by the farmer who bought it.

Senator O'MAJ-IoNEY. May I ask you what the ratio of profit is to
dollar volume of sales?

Mr. MCCORMICK. In 1946 it was, after taxes, 4.58, nearly 4.6. We
hope it will be better this year. We think it is too low for a normal
year, Senator, and we are doing our best to make a better return for the
stockholders this year.

Senator O'MAHONEY. Any other questions?
Senator WATKINS. I would like to ask one question about the foreign

. prices. I understood you sold part of your product to the foreign
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countries. What differential is there between the foreign sales and the
sales in the United States as to prices?

Mr. McCoRmIcK. We price all our exports at a level which will rep-
resent a parity, so to speak, with the domestic price, plus costs of pack-
ing and getting the equipment to the sea coast, and so forth. In no
case do we sell abroad at a lower price than in this country.

Senator WATKINS. On the whole the price would be higher in the
foreign country?

Mr. MCCORmICK. On the whole they would be higher.
Senator WATKINS. Wouldn't you actually get higher prices here for

that part of your product which goes to the foreign country?
Mr. MCCORNIIC1. Get a higher price?
Senator WATKINS. Wouldn't the product sell more per unit than it

did in the United States?
Mr. McCoRmIIcK. You mean on such products that we sold abroad

we would get higher profit here?
Senator WATKINS. You get more money than you would from the

American business proportionally?
Mr. MCCORMICK. Not as far as the sale of the same piece of equip-

ment goes. For instance, let us take a tractor manufactured in
Chicago. We would not make any more money on that if it were sold
abroad than if we sold it in Illinois. Does that answer your question?

Senator WATKINS. How much of your product do you sell abroad?
Mr. MCCOR-NICK. It is a historical pattern. That was a pattern that

grew up prewar. That was about the way we worked it. Now, post-
war we think it only fair, as we are so short of goods all over, to have
a sort of informal rationing pattern, you might say, of our farm equip-
inent. In other words, we follow the prewar pattern with our dealers
and also between domestic and foreign.

Senator WATKINS. Are your foreign factories running to capacity?
Mr. McCoRMrIcK. The Swedish factory I should say is running well.

The French factory I think is running about 60 percent. The German
factory is just running for the manufacture of small parts, and they
are putting out a few tractors, although I don't know how they are
doing it. The English factory is just getting started and the Aus-
tralian factory is working at good levels.

Senator O'MAHONEY. Mr. McCormick, I have often wondered when
conducting hearings of this kind what the result would be if we turned
the witnesses over to the newspapermen and let the newspapermen ask
the questions. It was brought to my mind now because I have re-
ceived a note from one of the correspondents here who wanted to know
whether I had asked you if you had any opinion as to whether other
producers could reduce prices and increase wages as you have. Of
course, I have already asked that question of you, but since the question
has been repeated I wonder if you would restate your answer in order
to get the record quite clear to those who may desire the report of this
hearing.

Mr. MCCORMICK. I think my answer to that, Mr. Chairman, is that
I have no very close connections with other companies. I do know a
lot of businessmen, but I have no close connections with the operations
of other companies and I have no accurate knowledge of other com-
panies whether other companies could or could not reduce.
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Senator O'MAi-ioNEY. But you did, I think, say some might follow.
Mr. MCCORMICK. There is a supposition. I presume that there are

some that cannot and I presume some could that are not doing it.
Senator O'MAIUONEY. May I ask you this question publicly, though

I think I asked you privately, whether the fact that there is a closer
bond of community between management and ownership in the Inter-
national Harvester Co. gives you a greater opportunity to follow these
social policies which you have outlined, than would be possible for large
companies in which there is not that combination of ownership and
management.

Mr. MCCORMAcK. That is a very difficult question to answer, Sena-
tor and I don't think that I can answer it in a very simple way.

Our company inherits a tradition, of which I am very proud myself,
of trying to treat our employees as human beings and that goes way
back to my grandmother and my father and uncle who were in the
bsuiness for many years. No doubt that tradition is helpful in formu-
lating and putting into effect some of the policies that we are trying
to carry through.

Now, as I have said to you before. I personally like to look on
my position as one of a professional manager-rather than an owner
of the business. I would be more proud of anything that I can do
as a professional manager than I would as an owner.

I think it is quite true in many' cases, as you say, that an owner
can do things more rapidly and do some things better than can be
done by a manager, but on thes other hand, I don't think it is neces-
sarily true in every case and I for one am terribly interested in the
thought of business management as a profession, with equal rank
and standing with the medical profession or the legal profession
and then I do think that professional management must have a busi-
ness philosophy which is a social philosophy. In other words, then,
I think you would achieve the idea that you have in mind a business
manager and not an owner, will still direct the business in the social
*interest.

Senator O'MAH-]ONEY. Thank you very much, Mr. McCormick.
Mr. Rieve, will you come forward? Senator Watkins has a ques-

tion he would like to ask.
Senator WATKINS. Under "Monopolies" you say,

A large part or number of our inflationary prices can be traced to the monop-
olistic combinations which exist in basic industries.

I wondered if you would be willing to submit to us a statement
gmplifying that statement and go into details, give us the names
of the industries and who is bringing about those monopolies, because
that is a very strong statement.

Mr. RiEvE. Senator Watkins, I would be happy to do that, but
while Mr. McCormick is here I would like to say this. You asked
him a question, "Is the farm-equipment industry a monopolistic in-
dustry?" Of course, that depends on what one means by "mono-
polistic." According to my information 90 percent of the farm
equipment is made by six companies. Is that monopolistic or is it
not?
- Senator WATKINS. Well, you probably could point out the indus-
tries and the names and if you have information which is actually
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backing up what you said there I would suggest that you furnish
that to Mr. Clark, the Attorney General, because I should think he
would be very happy to get it if that is what is holding up prices.
I wonder if you could simplify that.

Mr. RrEvF. I would be happy to do that.
Senator WATKINS. If you could submit a statement and point out

to us the facts on which you base that conclusion in your mind.
Mr. RIEvE. I would be happy to do so.
Senator OMAHoNEY. Perhaps it might be well to remark that the

word "monopoly" is used in two senses. It is used in the sense of the
conspiracy to monopolize and it is also used in the sense of describing
a condition of industrial dominance which could have come about with-
out any conscious effort to suppress or restrain trade.

Mr. RIEvE. That is right. When I used the term "monopoly" it
does not necessarily mean that there is a conspiracy in restraint of
trade; it doesn't necessarily follow.

And another interesting question that developed in the questioning
of Mr. McCormick-and let me say this for the record that I have
the highest regard for Mr. McCormick-was the question of whether
he reduced prices because of technological changes.

Well, the question was not quite clearly answered. If they were not
technological changes that enabled the company to reduce prices,
what is the obvious? The obvious is that the prices must have been
too high.

Senator O'MAHFONEY. Well, of course, he did say that increased
production and expansion of plant facilities contributed.

Mr. RiEVE. Increased volume can bring about lower prices, that is
correct; there is no question about that.

Senator O'MAHONEY. Well, then, if it is agreeable to you, Mr.
Rieve, will you be good enough to prepare the statement that Senator
Watkins requested and file it with the committee?

Mr. REvFv. We will do so gladly.
Senator O'MAHONEY. The next meeting of the committee will be

on the 2d of July in room 357 of this building and the witnesses who
have been called for that day are Mr. Millard D. Brown. president
of the Pennsylvania Manufacturers' Association and president of the
Continental Mills, Inc.; Dr. John Henry Williams, economist, vice
president of the Federal Reserve Bank of New York; and Mr. Leverett
S. Lyon, economist, chief executive officer of the Chicago Association
of Commerce and Industry.

The committee now stands in recess until July 2.
(Whereupon, at 12: 55 p. in., the committee adjourned until 10

a. m., Wednesday, July 2, 1947.)
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WEDNESDAY, JULY 2, 1947

CONGRESS OF TM UNITED STATES,
JOINT COMMITTEE ON THE EcONOMIic REPORT,

Washington, D. C.
t'he committee met, pursuant to call, in room 357, Senate Office

Building, at 10 a. m., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, Watkins, O'Mahoney,

Myers, and Sparkman; Representatives Rich, Patman, and Huber.
Also present: Staff Members Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.
The CHAIRMAN. The committee will come to order. Our first wit-

ness this morning is Dr. Leverett S. Lyon, chief executive officer of the
Chicago Association of Commerce and Industry. You may proceed;
Doctor.

STATEMENT OF DR. LEVERETT S. LYON, CHIEF EXECUTIVE
OFFICER, THE CHICAGO ASSOCIATION OF COMMERCE AND
INDUSTRY

Dr. LYON. Mr. Chairman and members of the Committee on the
Economic Report, I am very glad to have the opportunity of appear-
ing here to make some contribution to the complicated problems with
which you are dealing. I have set down some things that I hope may
be helpful. I shall be glad to elaborate on them or touch upon others
if you want me to do so.

As you have indicated, my name is Leverett S. Lyon, and I am
chief executive officer of the Chicago Association of Commerce and
Industry. This is an association of some 5,000 or more business or-
ganizations, including almost every type of industrial, engineering,
and transportation business in the Chicago area, as well as a great many
organizations such as legal, accounting, and engineering firms. Our
organization is not a trade association, in that we have no interest
in legislation that affects any particular group as such. This organi-
zation has three objectives: These are the civic and economic improve-
ment of Chicago and the Chicago area as a place in which to live
and carry on business, the promotion of that area, and the perform-
ance of certain specific services for its members.

While~the president of our association has indicated a desire and a
willingness to have me appear before your committee, my statements
do not reflect any official position of the association.

I was for a considerable number of years a member of the faculty
of the University of Chicago in the department of economics and the
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school of business. I was later head of the department of economics
and dean of the school of business of Washington University in St.
Louis, and then, for an extended period of time, executive vice presi-
dent of the Brookings Institution of Washington. In all these capaci-
ties I have had responsibility for studying the economic activity of
our country; in the latter particularly, to carry on research concerned
with that subject. Some of the members of the committee may be
familiar with my study of the National Recovery Administration and
the two-volume work on Government and economic life.

THE PRESENT POSITION OF THE LEVEL OF ECONOMIC ACTIVITY IN GENERAL

If I understand the purpose of these hearings correctly, it is to
collect views on the present condition of our national economy and to
consider methods-particularly governmental actions-which will be
conducive to the maintenance of full employment and the avoidance of
recessions.

It is unnecessary to point out to any member of this committee that
the economic activity of our country is at this moment at an unusually
high level. Each member of this committee knows that in the first
quarter of this year our national income was running at the rate of
180 billions; l that the gross national product for the first quarter was
at the rate of $209,000,000,000; 2 that the Federal Reserve Board index
of industrial production is at the peacetime high record of approxi-
mately 1903 and that-perhaps most important of all-there are
581/3 million people participating in American production, and through
their compensation sharing directly in the national product. Of these
more than 56,000,000 are in civilian production.'

In view of the prediction of recessions during the latter part of the
war, and the more ominous auguries of depression which followed the
close of hostilities, it is worth while at least to mention some of the
reasons for our present unprecedented activity. No cause is more
frequently mentioned than the accumulated demand for goods which
were unobtainable and which most Americans have been accustomed
to assume as a normal part of their standard of living. So far as this
is a force, it will remain one until this accumulated demand has been
met. A second cause of current activity is undoubtedly the increase
in the amount of money in circulation. This was 28.2 billions of dol-
lars in March 1947, as against an average of 4.7 in 1929 and an average
of 7 billions in 1939.5

A third reason is found in the figures earlier given-those relating to
employment and national income. With nearly 60,000,000 persons
(not greatly less than half the population of the country) on pav
rolls, it is obvious that there is a tremendous demand for goods
generated by current income alone. With a working force earning,
in wages, salaries, and enterpreneurial income, at the annual rate of
148 billions before personal and social-security taxes, there is a stream
of income which alone generates an enormous demand for production.

Survey of Current Business, May 1947, p. 3.
2 The same.

The same, S-2.
'Press reports of Department of Labor release, July 3, 1947.
' Statistical Abstract of the United States, 1946, p. 386, and Survey of Current Business,

May 1947, p. 17.
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This contrasts with some 57 billions for the same elements in 1937
and with some 66 billions in the boom year of 1929.6

Not only has the stream of consumer income greatly advanced dur-
ing the past few years, but millions of families have moved into sub-
stantially higher income brackets. In the period 1941 to 1946, inclusive,
more than 2,000,000 consumer spending units-for our purposes this
may be construed as families-moved from lower brackets into the
bracket of a $5,000 or more annual income. More than 8,000,000
families moved from lower incomes into the category of $3,000 to
$5,000 annual incomes. More than 10,000,000 families moved from
lower brackets into the category of $2,000 to $3,000 annual incomes.
There was ani actual decline of almost 4,000,000 families in the income
bracket of less than $2,000 per year. This occurred while there was
an increase of more than 6,000,000 in the total number of families.7

It should be particularly noted that these observations refer to
current incomes and the demand which they generate. I shall make
no reference to the accumulations of savings in the form of bank
deposits, cashable Government bonds, and other sources of which
consumers may currently draw. United States savings bonds series
E, F, and G total some 51 billions. Time deposits equal 51 billions.8

A fourth reason which I believe should be mentioned is the apparent
view of many industrialists that the outlook for business is good and
that this is true for a considerable period ahead. This is contrary to
the forebodings which we have had from many economists and par-
ticularly governmental economists. As evidence on this point, may
I present to the committee the business outlook as expressed by the
heads of a variety of businesses in Chicago.

THE BUSINESS OUTLOOK AS EXPRESSED BY THE HEADS OF A VARIETY OF

BUSINESSES IN CHICAGO

I would like to file with this statement a copy of the proceedings
of a 2-day conference on distribution held under the auspices of the
Chicago Association of Commerce and Industry in February of this
year and supplement it with certain statements made within the past
few days by those who, in that conference, presented their views on
the business outlook.

A glance at these proceedings will show that this is not an ordinary
type of forecast. The views expressed are those of the presidents,
chairmen, or other top officers of seven large companies. Each of these
companies is a signficant representative of an important national
industry. Even more important, perhaps, is the fact that these com-
panies together pretty well cover the gamut of industrial and com-
mercial activity from the most perishable consumer goods through
the most basic forms of heavy manufacture. The statements on the
market outlook were made, respectively, by Gen. Robert E. Wood,
chairman of the board of Sears, Roebuck & Co.; Oscar G. Mayer,
president of Oscar Mayer & Co., meat packers; Bertram J. Cahn, presi-

Survey of C irrent Business, May 1947, p. a, and Statistical Abstract of the United
States, p. 270.

7 How to Pro flt from the Coming Buyers' Market, by Arno M. Johnson, director of media
and research, T. Walter Thompson Co. (Monarch Printing & Publishing Corp. Lecture
Reporting Service), chart 5.

Federal Reserve Bulletin.
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dent, B. Kuppenheimer & Co., men's clothing manufacturers; Court-
ney Johnson, assistant to the chairman of the board of the Studebaker
Corp.; A. W. Peake, president of the Standard Oil Co. of Indiana;
Gen. Thomas S. Hammond, chairman of the board of the Whiting
Corp., manufacturers of cranes and factory and foundry equipment;
and Edward L. Ryerson, chairman of the board of Inland Steel Co.

A summary of General Wood's views on the market outlook may be
made in these quotations from his statement:

The so-called buyers' strike in consumer goods has thus far been confined to
luxury goods and women's wearing apparel. * * * Sales in other lines are
still at a high level, and thus far show no signs of abatement. * * * Some
manufacturers and retailers may not make as large profits as in 1946, but their
results will compare favorably with their best prewar years. While their margins
will narrow, they can make up some of it by gains in operating efficiency and
by better merchandising.

Within the past few days I have asked General Wood how far he
would change these statements if he were making the presentation
currently. His answer was that his statements would be the same.

Speaking of the outlook in the meat-packinrg industry, Oscar G.
Mayer, president of Oscar Mayer & Co. said:

The largest per capita consumption of meat since 1911 is in prospect for 1947.

What this means to the packing industry, whichi will process the live-
stock necessary to this meat consumption, is obvious. Its business
significance is also clear when we realize that over one-quarter of the
total cash farm income of American agriculture-the largest single
fraction-comes from the sale of livestock to the meat industry. Mr.
Mayer stated that-

Last year, meat animal revenue to farmers was about $7,000,000,000-

and that-
in 1947, due to somewhat higher prices, with increased supply, it may reach
$9,000,000,000.

Again, within the past few days, these statements on the outlook in
the meat industry, with their implications for agricultural prosperity,
have been reasserted by Mr. Mayer. He says that while prices for
meat products have sharply risen and although there are unusual
variations in the relative prices for different types of meat products-
especially in the low prices for lard relative to live hogs-the prospect
for business activity has not deteriorated. He comments:

There appears to be an insatiable demand for meat even at these prices-

and that-
the outlook for livestock production makes it clear that packers will be very
busy with processing.

Bertram J. Cahn, president of B. Kuppenheimer & Co., speaking
for the business outlook in the men's clothing industry, summarized
the conditions which he said have-
created an insatiable demand for merchandise of an established worth and value,
which. has continued in force to date in the medium and quality price fields.

Retail inventories of men's clothing are limited. It will be a very gradual
process through 1947 to build and restore stocks. * * * The normal demand
for men's suits is said to be 28,000,000 units a year. The quantity processed in
3946 is estimated at 22,000,000, or five or six million units less. This situation has
created a demand for thirty to thirty-five million suit units against a normal
annual production of 2S,000,000 units. It follows that it will be fully a year before
supplies can catch up with demand.
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Commenting on this statement within the past few days, Mr. Cahn
said:

If I were making the statement today, it would be the same. There is no relief
from the pressure of demand or the difficulties of providing the supply, particu-
larly from the point of view of obtaining the workers necessary to manufacture
the goods which could be readily sold.

Speaking for the automobile industry Mr. Courtney Johnson, assist-
ant to the chairman of the Studebaker dorp., said, after analyzing the
effects of war on car production:

Consequently, we have clearly for this year a demand for cars of 5,000,000 or
over, just to replace the war-induced gap in our transportation.

The industry cannot, in my opinion, build 5,000,000 automobiles in 1947.

Pointing out that this could not be done because of the unavailability
of materials, essentially flat cold steel, Mr. Johnson continued:

These simple facts indicate that there is more demand for new automobiles
than automobile production will supply.

When I asked Mr. Johnson a few days ago if he felt that his
prophecy of activity in the automobile business was still accurate, he
said:

This statement would still stand. As everybody knows, we are unable to supply
the demand for cars.

The president of the Standard Oil Co. of Indiana, Mr. A. W. Peake,
said at our conference:

The oil industry had an unusually good year in 1946 and it is my expectation
that 1947 will show further improvement.

As of this week, Mr. Peake has made the statement:
There would be no basic change in my statement of the outlook for business

as I gave it in February. There have, however, been some changes in the figures.
These modifications should be made:

A. There will probably be an S-percent rather than 4-percent improvement in
sales and therefore the demand for petroleum products in 1947 will be 31 percent
(rather than 25.7 percent) higher than in 1941.

B. The industry is not now sure that it can meet the total national demand
(as it was when I spoke in February). It believes it can meet the essential
needs of the country. It is exerting every effort to meet the entire demand.
There will be local shortages-as discussed in the papers.

C. The current building program of the industry will probably take care of the
needed increase in annual capacity.

D. Some 14,000,000 barrels of oil products that would otherwise have been
produced were not produced because of strike-a factor which changes the supply
situation from what was expected last February.

The Whiting Corp., of which Gen. Thomas S. Hammond is chair-
man of the board, as a manufacturer of large cranes, metal-working
machinery, and factory and foundry equipment, represents the heavy
capital goods industry. General Hammond's statement concerning
the business outlook began with these words:

Today our.backlog of unfilled orders is the highest in our history e * *

Our backlog alone, with no other business coming in, would still represent a very
good year's work * * * New business is still coining in, even at the very
extended deliveries which we have to quote these days.

Again, a conversation with General Hammond during the past day
or two resulted in his saying:

I would make no change in the statement made last February. The market is
still strong. Our biggest difficulty is in getting materials and supplies.
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The analysis presented in February did not include a statement con-
cerning the building industry.

Realizing the current importance of this industry in the economic
scene I asked, just before leaving Chicago, Mr. Gerhardt F. Meyne,
one of Chicago's outstanding construction contractors, for his views
upon a number of matters in this industry. In answer to the ques-
tion: "What is the current situation in the building industry in Chi-
cago?" his reply was: "It is slightly on the decrease." Answering
this question as applied to various types of construction the replies
were:

Industrial work is slightly on the decrease. Cheap home construction is on
the decrease. Good home construction is on the increase. No new office build-
ings or hotels are contemplated, but loft buildings are being turned into office
space. There is much planning for increase in hospital construction. At the
moment apartment buildings are being constructed only where affected by
public housing, publicly financed. Remodeling is on the increase, particularly
department-store renovation and demand for changes in fixtures.

Now, there are a series of answers here to construction costs. I
don't want to bore you with going through all of those. You will
see that his ideas on construction costs vary somewhat from item to
item. Wage costs have been on the increase and have reached, as of
this time, he felt, a peak about June 1.

There are some declines in lumber costs. Cement costs have gone up
and he thinks will rise still further if coal prices go up and transpor-
tation charges advance, because those are quite contingent-or rather,
they are large contributing causes to cement costs. He says you can
get it but it is not easy.

Steel costs, he thinks, if we do not have another coal strike, will
probably see a slight decline, although sheet, of course, is an automo-
bile requirement, and he thinks will remain in short supply for a
long time.

Fixture costs. Fittings and valves are in short supply, especially in
larger sizes. Cost depends upon the persuasiveness of the buyer, his
past relations, and very likely, some bonus payment.

On paint costs he says:
Paints, I believe, will become cheaper and of a better grade as regulations on

Imports of linseed and other essential oils disappear.
Glass is declining, but the cost of installation is tremendously increased because

of restrictive labor regulations. I see no change in the cost of brick, rough con-
crete materials, reinforcing steel, nails, flue lining, sewer tile, ceramic tile, gyp-
sum, dry-well board, and general plumbing goods such as tubs, toilets, and
lavatories.

Costs of materials in the building industry are all affected by railroad rates.
Increases or decreases in these rates will influence the cost of everything that
goes into construction.

He is very much concerned about that, and I emphasize it because
it is a problem that some other governmental agency will have before
it shortly.

On labor market conditions in the Chicago area these are the
comments:

There is .a great shortage of construction labor. Common labor in the large
cities is in fair supply, but skilled labor is short in every craft, particularly in the
larger cities. This is less true in the smaller towns, where the rigid restrictions
of labor-union acceptance regulation and large initiation fees are less influential.

In general, in the Chicago area, including Cook County, we had in 1937 ap-
proximately 127,000 members of the building trades council. The membership
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today is approximately 85,000. The average age in Chicago's skilled mechanics
is 55 years.

Cement finishers are scarce because of trade regulations. Skilled carpenters
are hard to obtain. Bricklayers are in short supply all over the country. Lathers
and plasterers are very scarce in Chicago in particular. We could use 100 per-
cent more than are now available. Plumbers, stonefitters and electricians, gla-
ziers and painters are in fair supply. The reason for the shortage of labor in
the building industries is because of the uneconomical apprenticeship system.

It is his view that that is one of the most serious deterrents we are
concerned with, the length of time which is required for training
work in that industry.

On legislative restrictions he says:
Most large cities need revision of the zoning laws and their building codes.

The use of power in a plant without the production of steam has resulted In
creation of industrial buildings which are not inappropriate in many residential
neighborhoods. Thus located, plants have many advantages for employees,
particularly the advantage of proximity. To establish plants in such locations
requires changes in the zoning laws. Revisions needed in building codes are
such as will place them on a performance or minimum requirement basis
rather than on the basis of specific materials, which is now typically the case.

I should like to interrupt here to put in the record a copy of Build-
ing Regulation in Chicago. This publication of the Chicago Asso-
ciation of Commerce and Industry, represents a year and a half of
expert study of changes needed to modernize the Chicago Building
Code. It recommends a shift from requirements based on materials
to those based on standards of performance. It outlines a procedure
for code revision which is now being followed in Chicago and which,
in my opinion, might well be followed in other large cities in which
modernization is desirable.

I. SOME GENERAL EFFECTS ON CONSTRUCcmON PLANS OF THE FOREGOING FACTORS

The over-all effect of cost changes, even though prices are coming down in
certain materials, is not resulting in stimulating construction; it is not pro-
ducing the housing that Is desired. Architects have many sketches in progress
and are making some plans, but construction is no longer being let on a fixed-
fee basis. Lump-sum firm bids are being requested.

Industrial construction is being held up because of high prices and the in-
ability to guarantee possession within a reasonable time. Remodeling and
reconditioning are going on actively. It is reported that farm buildings are
being expanded.

Now I am shifting more or less completely from the general theme
which I have been following. What I have tried to do thus far,
is to point out that we are operating at an extremely high level na-
tionally and to indicate that, so far as a range of business expression
in Chicago is concerned, those reporting see nothing in the immediate
or foreseeable future except a continuation of that type of activity.

But having given that information, I want to make a few com-
ments that may be helpful in connection with some matters of national
policy. One can consider national policy either in terms of main-
taining the present level of economic life or of aiding if we get
into a recession. I know you will have most expert testimony from
many other witnesses on many phases of policy so I shall comment
on only three points-inflation; exports; and what to avoid in a
recession..

It certainly appears to me that one of the committee's objectives
is to maintain something of the high degree of business activity and
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full employment that now exists, and to deal as quickly and skillfully
as possible with any real recession that may appear.

In the first area-that is, in the maintenance of our high level of
production, we need, in my opinion, to be giving thought to the prob-
lems of inflation rather than those of a recession, because we are still
in it. Not only are the monetary phenomena of inflation obvious, but
living costs, particularly in food, are reaching a point where it is of
universal concern, and where these costs lay the basis for repeated
demands for increased wages, and give a basis, an arguable basis, for
such increases. The latter, in turn, give rise to higher prices, and so
the cycle goes painfully on.

In this inflationary situation American exports are playing a very
important part. Concerning exports, may I make these observations?
I doubt if any single economic phenomenon is surrounded by more
fallacious thinking thaji are exports. From the mercantilists we have
inherited the idea that exports are good in themselves, and we still
retain, in describing the excess over imports, the deceiving phrase
"favorable balance of trade."

I believe sound thinking about exports, in terms of national policy,
begins in recognizing that they are something which in and of them-
selves are always undesirable. They should be regarded as a payment.
Our thoughts on this subject would be clarified if we always thought
first in terms of imports-that is, what are the things, if anything, in
other countries which we would like to buy-and then, "are these things
worth paying for in terms of what they would cost us?"

Current thinking on exports is, I believe, further confused by a
widespread view that extensive exports are needed as a means of main-
taining the American economy. I realize, of course, that there are
important industries, among which the production of cotton is out-
standing, that depend on exports. But I have no doubt that if anv
reasonable production can be developed in Europe, South America, and
the Orient that we will want so many things from these countries that
we will need large exports to pay for them. But this is very different
from saying that we should maintain large export shipments, without
regard to what we get for them, and merely for the purpose of keeping
busy the persons who produce the products. To suggest the latter is
to suggest that the persons so producing be put on a sort of WPA,
making goods to send abroad instead of raking leaves at home.

The problem of exports is at present of course greatly complicated
by the fact that they have become an important political tool. We
must distinguish between using exports to buy imports and using
them to buy foreign loyalty, or establish European governments, or
to set up the industrial mechanisms of Europe or Asia. I doubt if
one person in a thousand in the United States is aware of what we
are doing with exports in this latter field of activity. The facts of
life in this matter are concealed under such gilded terms as "Fighting
Communism with Dollars"; or, in referring to the difficulties of foreign
countries, as a "shortage of American exchange."' The realities of
this political mechanism would be far more clear to the American
people if it were pointed out that we are really fighting communism
with the food from American tables, the clothes which might other-
wise be on American backs, the building materials which might other-
wise be used for American housing, and that what a foreign loan
really means is a promise to tax us, directly or indirectly, for the
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money with which to buy such things away from us in our own domestic
market.

I do not want to be misunderstood. I am not attempting to pass
on the wisdom of our foreign policy. I am not attempting to state
that we should be sending more or less of the American output to
Europe or Asia. Judgment on that question calls for an immense
amount of specific economic information and a knowledge of political
factors which we can only hope is possessed by those who formulate
our national policies. The point I am trying to make is that few of
the public are aware of the meaning of what is going on in terms
of its effect on our own national economy and on their individual
budgets. Americans will have a far sounder basis for judging the
use of food and other exports as tools in foreign policy to the extent
that they are made conscious of the real meaning of such exports as
they affect their own living standards.

O5bservation of these facts and the increasing difficulties in the inter-
national scene make it clear, I believe, that we are app'roaching, if
we have not already reached, in economic terms, an emergency econ-
omy, if not a wartime economy. The path we have been following
is the road to rationing and Congress may soon find it necessary to
give consideration to that procedure for certain products, with food
products probably the first involved. . Informal rationing of gasoline
to dealers, though not to consumers, has already been announced by
certain large petroleum refiners; and automobile manufacturers, I am
told, are making use of quotas-that is, rationing-in distributing
their output to the Nation.

Again let me say I do not want to be misunderstood. I do not like
rationing; I am not recommending rationing, certainly as of this
time. What I am saying is that the cost of the most basic factors
in living budgets are becoming an increasingly serious matter and
that if the economic warfare to which we appear to be committed goes
far enough, Congress will be called upon to recognize, as it did dur-
ing the war, that allocation through price, in which I am a strong
believer, will be charged with not meeting national needs. It will be
said that such allocation furnishes a justigable basis for ever-growing
demands for wage increases-increases which do not offer any actual
remedy since the higher wages will not increase the supply of food.
It will be further charged that distribution through price detracts
attention from the real cause of high prices namely, shortage, and
gives rise to the view that high prices result from some inept or mali-
cious action of distributors, producers, or government.

MAJOR RISKS IN RECESSION

It would be too much to hope that the present high plane of business
activity will be maintained forever. Sooner or later the symptoms
of recession will appear. From that moment every public official,
this committee most of all, will be besieged with proposals designed
to prevent further depression and to cure whatever degree of recession.
may.have taken place already. A large proportion of these will be
fallacious and this committee will have no more important respon-
sibility than to prevent the enactment of these illusions into law.

The most general of these is the fallacy that depressions are due to
overproduction, and hence are to be remedied by curtailments of phys:
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ical output. Such restrictions defeat the purpose of recovery, if what
is desired is the maintenance or expansion of employment. All that
they can do is to maintain prices-that is, possibly protecting past
investment, but at the cost of higher prices and continuation of un-
employment.

A whole series of related fallacies will appear in the guise of fair-
trade practice. One of the most insidious will take the form of "no
sales below cost." An effort to make such a provision legislatively
effective not only involves a complexity of cost analyses which is be-
yond evena Government accountant, but prevents many manufac-
.turers from producing and from employing-which are desirable-
on a cost basis which under the conditions they regard as better than
the basis which the regulations impose.

Without elaborating further on these proposals, it will be found
that a very large portion of them will be merely ways of preventing
active competition from bringing about readjustments. They will be
founded on the theory of the maintenance of the status quo in financial
terms, whether wages or prices or profit margins, is the significant
objective of recovery, whereas in reality recovery is real only in terms
of employment and production.

I thank you, gentlemen, for your patience.
The CHAIRMAN. We thank you, Mr. Lyon, for your presentation.
You referred to some statistics, Mr. Lyon. Do you think ovir sta-

tistics on national income and employment and so forth are com-
pletely reliable?

Mr. LYON. Well, I use them. I rely on them, but I don't know the
answer to your question, which is obviously one for a highly tech-
nical statistician working continuously with the sources and contin-
uously analyzing the methods by which they are obtained and proc-
essed.

The CHAIRMAN. I do not have the figures, but I always have an
uncertain feeling as to whether they are really correct.

Mr. LYON. I do too, especially if I have some opposition.
The CHAIRMAN. Where did you get these figures on family income?
Mr. LYON. Those figures, as you will see in the footnote on page 4

of the prepared statement,-are taken from a statement made bvArno
M. Johnson, of J. Walter Thompson Co. He presented them at a
meeting of our association early this Spring.

Senator O'MAHONEY. Did you bring any copies with you?
Mr. LYON. No, but I will be happy to mail a copy promptly to each

member of the committee.
Senator O'MAHONEY. I was particularly interested in the title of

the article by Mr. Johnson, "How to profit from the coming buyers'
market." That would indicate that he believes we are coming to a
"buyers' market." How close are we, in your opinion?

Mr. LYON. Well, I think I know what you mean by a buyers' market.
I think perhaps Johnson means two things. One, that we are going
into an era where it will be necessary to sell, when it will be necessary
to push sales, which is what we typically mean by a "buyers' market,"
and, second, that there have been some shifts in income which will
make buying somewhat different than before.

Now, I am not sure that I have answered your questions, because I
think you wound up by asking me how close I think we are to it.
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Senator O'MAHoNEY. You started your answer by saying you thinkyou know what I mean by "buyers' market." Then I think you failedto carry out what you mean by "buyers' market."
Mr. LYON. Yes, and it is a fatal error to tell a man you think youknow what he means.
Senator O'MAHONEY. What do you mean by "buyer's market"?
Mr. LYON. What I mean by it is a market in which the buyer hassome degree of choice and the possibility of resistance, in contrast tothe kind of market we have had, in which everything has favored theman who had something to sell.
Senator O'MAHONEY. What did Mr. Johnson mean by "buyers'market"?
Mr. LYON. As I have said, I think Mr. Johnson had in mind a sortof duality of meaning, that when we get to a situation where the buyer

will have some choice, we will also have a buyers' market in whichthere will be the distribution of income which his figures indicate. Idon't know that the latter part of this statement is significant. Maybe
he means exactly what you and I now agree he ought to mean.

Senator O'MAHONEY. No; I am not attempting to say what he oughtto mean. I am just agreeing on the definition that you and I have. Ididn't mean to interrupt you.
Mr. LYON. I am glad you asked the question: I think Johnsonstarts with the conventional meaning, but he also means that the buy-

ers' market is going to have the qualitative or financial aspects whichhe has pointed out.
The CHAIRMAN. Mr. Lyon, there are two or three places where youreferred to the shortage of labor in the making of men's clothing, that

they cannot get enough workmen in the industry; also that in housing
they cannot get enough workmen, and I think there is nother place
where there is a shortage of workmen.

Mr. LYON. Mr. Bertram J. Cahn of B. Kuppenheimer & Co. empha-
sizes this in clothing.

The CHAIRMAN. How do you suppose they will ever catch up ifthey don't get enough workers to catch up with the work? How will
we do it? Will we increase the number of hours of work, or have
we gotten into a cycle where our production cannot meet our demand?

Mfr. LYON. Well, I don't think I can give a satisfactory answer tothat, certainly one satisfactory to myself. We have, as these figures
indicate, some fifty-eight-odd-million people working. That means
that the total output under current conditions is very large. If eachworker is producing as much as it is practicable for him to producethen we are caught up about as nearly as we can catch up.

It would help to extend hours of work, but only on the assumption
that the extension of hours would add to productivity. It probably
would do so in some industries.

There are a lot of ways in which we could more nearly catch up in
the building industry. In Chicago, for example, if I am correctly in-formed, it is not considered proper to mix cement in a cement mixer
while it is en route to the job. That has to be done on the job. Glass
has to be put into the window frames on the job. One way we could
catch up is by improving such technologies. Of course, in the funda-mental sense we never catch up, because we never get all that we want.

The CHAIRMAN. Do you have any additional apprentice training
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in the building trades, or is that still restricted below the needs of the

trade?
Mr. LYON. I can't answer the first part of your question, or just what

the trade does and how it applies.
The CHAIRMAN. Of course, a man can take apprenticeship training

at Government expense if he can get the training.
Mr. LYON. Well, I am sure it is not very effectively operative there.

I know it just hasn't been implemented to work out effectively in

Chicago.
Senator O'MAHONEY. I notice you said that the average age of

skilled building mechanics in Chicago is about 55 years. During the

hearings on the Centralia coal mine disaster before the subcommittee

that went out there, we discovered that the average age of the miners

in that pit was about the same. Then later on, when we asked John L.

Lewis for the over-all age of labor in the industry, we found that it

was about 51 for the entire coal-mining industry. Therefore I am

prompted to ask you what is the basis of your figures as to the age

of the building-trades mechanics in Chicago?
Mr. LYON. The basis of my figures that I have just given is the

quotation from this long experienced contractor who worked in the

closest relationship with these people over many, many years. His

statement is the only basis I have.
Senator O'MAHoNEY. Do you have any basis on which to estimate

the age of building workers for the whole country?
Mr. LYON. No; I have not.
Senator O'MAHONEY. With respect to coal mining, the obvious

answer for the rising average age, to my mind, is that the young men

are not being attracted to the mines. Is there a possibility that young

men do not want to take up the building trades?
Mr. LYON. I think'there is, and also in some other industries. I

think it is true in the building industry, and again relying on the

information that I get from people who are working in it, one of the

reasons is the long apprenticeships that are still in vogue, so that it

takes a long time to become a master craftsman with all the rights

and privileges that appertain thereto.
Senator 'MAHONEY. That is, of course, clinging to tradition.
Mr. LYON. That is right, clinging to tradition, a sort of guild system

that still persists. That is one reason.
A second reason is that with the development of the kind of society

we have, there are an increasing number of other work opportunities

that are either less rigorous or do not require as much outdoor ex-

posure, or that have better continuity.
If I may shift-because I think it is pertinent to your question-

to this same problem in the clothing industry, you may have noticed

my comment on what Mr. Cahn said. His company's labor. problem is

serious. Over a long period of time that industry used a lot of immi-

grant labor, mostly European, but it is said, "nobody wants to run

sewing machines any more."
Senator O'MAHONEY. You spoke about technology with respect to

the building industry. Have you made any examination of the build-
ing codes of the city?

Mr. LYON. Yes. I have here a copy of the study of the Chicago

building code and related regulations which was made by the Chi-

cago Association of Commerce and Industry. It is called Building
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Regulation in Chicago.' I do not know that this committee has any
power to do so, but I believe it would be a great contribution to bring
about a similar study in every city of the United States.

Senator O'MAHONEY. Let me take advantage of your reference to
that subject to say that the Postwar Economic Policy and Planning
Committee published a monograph on this subject.

Mr. LYON. I wouldn't wonder if you came to some of the same
conclusions.

Senator O'MAHONEY. What is the conclusion here?
Mr. LYON. The major conclusion was that the code should be re-

written in terms which provide flexibility. This calls for the-aban-
donment of requirements of specific materials for specific purposes in
building, and the substitution of requirements for functional per-
formance. Now, I think that lingo is clear, but I can put it in simpler
language. It means that if a wall is to be built, it shall meet the
qualifications necessary to proper fire resistance, proper carrying ca-
pacity for loads, and so on, and that meeting these qualifications, it is
not significant whether it be built of brick or cement or tile or any
other material. We have a requirement in Chicago, as I understand
it, that we must have a certain amount of plaster put on walls in certain
types of buildings. Under the conditions of a code of functional
performance, any material might be used which meets the performance
requirements established in a code.

Senator O'MAIIo1NEEY. Did you come to the conclusion that by per-
mitting modern methods of construction through local building codes,
the governing bodies of the cities of the United States could stimulate
construction and bring into existence many more houses than are being
built by the old-fashioned method now employed?

Mr. LYON. Well, we came to that conclusion before we started. We
don't want to minimize the merits of our own research, but this study
had its origin long before I knew I was to have the honor of testifying
before this committee. We began this study in 1943 as a part of our
planning for postwar activities. After a lot of preliminary discus-
sions with architects and other informed people we came to the con-
clusion that one of the things we ought to do was to free the building
situation as much as possible. Now, the study emphasized the method
by which that freeing might be brought about.

Senator O'MAIIoNEY. I hope you have provided enough of these
so you can leave that memo with us.

Mr. LYON. I will leave you one before I go, as the chairman sug-
gested, and send one to each member of the committee.

Senator O'MAHONEY. Let me refer to another portion of your state-
ment. On page 3 of your statement filed with the committee you call
attention to the big increase in consumer buying power that has taken
place in this country, and you have pointed out that more than 8,000,-
000 families moved from lower incomes into the category of $3,000 and
$5,000 annual income; that 10,000,000 families moved from the lower
brackets into the category of $2,000 to $3,000, and that there was an
actual decline of almost 4,000,000 families in the income brackets of
less than $2,000. Now, as an economist, is that good or bad?

Mr. LYON. That is easily answered as an economist, easier than
most questions that are asked of economists. If that could be trans-

IBuilding Regulations in Chicago, the Chicago Association of Commerce, Chicago, II.,
November 1945.
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lated literally into meaning that they had that much more actual
goods income, that would be a reason for great enthusiasm. What
it has meant in terms of income-

Senator O'MAHONEY (interposing). No, just a moment-in other
words, I interpret your answer to mean that, in your opinion, any
actual increase in the real income of the people of the United States
would be of great benefit to us all?

Mr. LYON. My view is that such is the purpose of an economic sys-
tem; it is to rovide people with goods and services which they think
it is worth w ile to have.

Senator O'MARONEY. So the real purchasing power is what their
income will buy in goods and services that they want?

Mr. LYON. That certainly is most important.
Senator'O'MAHONEY. No; I interrupted you. You were going to

make another statement.
Mr. LYON. My comment is that to answer your question whether it

is good or bad, involves measuring the difference between the monetary
income which this change indicates, and the real income-and that is
a question which involves the changes in the cost of all the different
things that are being bought. How far that has actually taken place
I cannot answer.

Senator O'MAHONEY. Often those who ask for increased wages,
even Government and congressional employees as well as Members of
Congress, are motivated by the thought that the cost of living is
running ahead of income, and that the income ought to be increased,
but what I want to direct your attention to and get your comments
upon is the current critical attitude directed toward the movement in
labor for increased wages. Do you have any comments on that?

Mr. LYON. Yes; I have this comment that I think is pertinent to
your question: You have made the point that I want to make-in fact,
you and Senator Taft have each indicated it-moving up financial
incomes, whether it is done with wages for people that work for
associations of commerce or for Senators or for Government clerks or
whoever, does not in itself add anything to the actual national output
of productive goods. What it does do in any particular case is put
the individual concerned in a better position to bid against those who
have already been put in'that good position, either through circum-
stances of the market or through salary increases. But it does not
in itself increase the output. It does not in itself add anything to our
common objective of a better living for all.

Senator O'MAIONEY. In other words, you are saying that increased
income and increased prices when not accompanied by an increase
in productivity is inflationary and is bad for the whole country.

Mr. LYON. It is inflationary, and to the extent that the people think
it is giving everybody more, it is illusory.

Senator. O'MAHONEY. That brings me to the central question, I
think, of these hearings-What is the effect of this situation on prices
and what should we do about prices. You quoted from a number of
very eminent industrialists who told you that the future looked very
rosy. I am inclined to agree with them. Mr. Baruch a long time
ago predicted that we were in for 7 years of very good business, until
the accumulated demand should catch up with supply. I think these
men are saying the same thing in other words.
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Mr. LYON. They are not looking that far ahead, but they are
saying the same thing.

Senator O'MAHONEY. Some of the testimony here, notably the tes-
timony of Mr. Johnson, is that we are moving into a buyers' market.
That prompts the question whether, in your opinion and from your
observation, production is catching up with demand?

Mr. LYON. Judging from the statements of all these. industrial-
ists, we are approaching it, but I cannot see that any of them admit
we are really in it. These men are all talking in terms which describe
a sellers' market. Take the comments that wvere made about building.
You notice in two or three places Mr. Meyne speaks of bonuses that
had to be paid. Bonuses are obviously one of the phenomena of a
sellers' market in terms that you and I agree are right. The shortage
of steel in relation to demand at current prices indicates a sellers'
market. The same thing is tue in nearly every one of the industries
that have here been cited.

.Now, to come back to Mr. Aihno Johnson, nearly every businessman
that I know of, beginning toward the' latter part of the war, talked
about the coming buyers' market. Most of them had the feeling that
when war conditions passed they would have to try to sell goods as
they used to do. On the basis of this evidence in Chicago, the buyers'
market just hasn't yet materialized.

Senator O'MAIoNEY. Briefly summarizing some of those things you
have testified to this morning:

1. The automobile industry cannot produce enough automobiles to
meet the demand.

Mr. LYON. Right. A certain, Chicago newspaper is campaigning
now in Chicago-similar action is no doubt going on elsewhere-to get
State officials to prevent dealers who are allegedly selling new auto-
mobiles to second-hand dealers, so these second-hand dealers can sell
them at premarket prices, from doing so.

Senator O'MA-IONEY. We have a lot of testimony along that line.
Mr. LYON. I am sure you do.
Senator O'MAAONEY. The second point was that demand for oil is

exceeding our local supply. We are informed that the Standard Oil
Co. wants to adopt rationing.

Mr. LYON. Yes, sir; the report is "informal rationing to dealers."
Senator O'MAHONEY. At any rate we have indications that two

large branches of industry are undertaking a private rationing sys-
tem-the automobile industry, where the manufacturers are establish-
ing quotas for their niachines-and the oil industry, where the Stand-
ard Oil of Indiana has publicly announced that it intends to establish
quotas.

Mr. LYON. Are there quotas in the automobile industry?
Senator O'MAHONEY. As I understand it, the automobile manufac-

turers have fixed quotas limiting the number of new cars which the
dealers can have. These are not quotas which represent a volume of
sales which the manufacturers urge the dealers to attain, but rather
quotas which serve as a ceiling on distribution.

Mr. LYON. Yes; that is my understanding also.
Senator O'MAHONEY. And at the same time the motor industry is

endeavoring to keep down prices. The motor witnesses have testified
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here and Mr. Wilson, of General Motors, told us that the respective
companies are seeking to enforce ceilings, so far as they can, and they
are not succeeding very well, according to his report.

Now, in the two industries I have mentioned, it is evident that
production of oil and automobiles is not keeping up with demand,
and I turn to page 10 of your statement on construction costs and refer
to the following statement: Wages, you say, are up; lumber costs in
certain cases are down, but the quality of lumber is still short; cement
costs are up; steel costs, you think, may be decreasing, but you do not
say that they will.

Mr. LYON. There again, I say steel sheets, which I think are for the
automobile industry-the last sentence in that statement says "sheets"
will probably not go down in price.

Senator O'MAIioNEY. But this was in connection with structural
steel, and you say "It is my opinion that structural steel prices will
decrease approximately 5 percent."

Mr. LYON. Yes, sir.
Senator O'MAHONEY. I will pass that for the moment.
The next item is "Fixture costs," which you say are up, with respect

to which you believe they will become cheaper and better grade.
With respect to glass you say prices of glass are declining.
That presents a rather clouded picture with respect to prices; does

it not?
Mr. LYON. Yes, sir.
Senator O'MAHONEY. What would you recommend to this commit-

tee with respect to governmental action, if any, for the purpose of
stabilizing prices, inasmuch as it is clear that increases in prices are
bound to result in increases in the cost of living, and in turn, bound
to result in demands for increased compensation. Already a member
of this committee, Senator Flanders, has introduced a bill to increase
the compensation of all Cabinet officers and all members of Govern-
ment commissions.

Senator FLANDERS. May I say that they have had no increase since
1923.

Senator O'MAHONEY. I have no doubt you are right about that, and
may I say that perhaps the Senator is preparing for what he hopes
may happen in 1948. I don't know. [Laughter.] I was merely
illustrating the pressure for increased wages, whether it emanates from
labor union leaders or from Government people or from Congress.
The pressure for increased compensation to meet the cost of living is
apparent wherever you turn; is it not?

Mr. LYON. That is right.
Senator O'MAHONEY. And have you any suggestions to us to go to

the heart of this whole business, which is price?
Mr. LYON. Well, I have some. What I think the Senator is doing

in introducing that bill is the thing that everybody has had to do in a
free market. If, as he says, they haven't had an increase since 1913,
and- I

Senator FLANDERS (interposing). No; 1923. It is not quite as bad
as that.

Mr. LYON. Well, 1923. At any rate, lie is probably feeling that
they ought at least to get their share of what national income there
is to be divided. I have only these two or three suggestions. What
you have in these areas .where wages are fixed by governmental action,
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as you do in Government pay rolls, indicates, I think, the necessity
of considering what everyone who operates a private business finds

he has to do. He has to raise wages whether he wants to do so or

not. In a little organization like our own, of around a hundred
people, for example, the question whether or not we want to raise

wages is not left in our hands; we have to raise wages if we want to

have any employees. Now, I hope our employees rationalize our action,
and say, "How thoughtful our employers are. They have raised our

wages because the cost of living has gone up; they have recognized

that fact and been very generous about it." I would like to rationalize
it myself and think that is why we did it. But that would not be

altogether honest. If we had not done it we would not have many
employees.

Now, what I think the Senator is saying is that in this high-priced
market with which we are all concerned, the Government should be

enabled to bid against banks and industrialists and commercial organ-

izations in the market for personnel. I can't help feeling that this idea
influences the Senator as much as the belief that it is only fair that

Cabinet members and commissioners have as good a chance as others

to bid for the available supply of food, housing, and clothing.
I just want to add one thing more seriously. I have already inti-

mated that I think that if we get into a more serious situation inter-

nationally then we may have to resort to rationing and price fixing.

I think we are already engaged in economic warfare. That is the

road to rationing, and we may well arrive-there.
Senator TAFT. If you have rationing you have to have price control,

and you might keep prices down by raising wages-regulate rationing
by regulating wages.

Mr. LYON. Well, I don't think you can separate them, because
rationing-

The CHAIRMAN. Why not?
Mr. LYON. Well, at any rate, I doubt if we can do anything useful

with price control without some form of rationing. It might be possi-

ble to do the reverse.
On the wage matter, Senator O'Mahoney, may I make this final

comment on your earlier question. I think we need to be careful

of the sweeping readjustments that are made for whole industries and

whole areas without particular reference to the situation in localities

and particularly in companies. We were formerly accustomed to

consider these as questions for individual concerns and their employees.

I am not making an argument against collective bargaining in saying
this, but I believe the national and industrial patterns which we are

getting in mind for wage adsjustments have some dangerous
implications.

The CHAIPMAN. Are there any other questions?
Mr. PATMAN. You were talking about a buyers' market and sellers'

market. Aren't we doing a lot now to postpone the day when it will

be a buyers' market? For instance, it is proposed now that we reduce

interest rates on postal savings to I percent. If postal savings are

about a billion three hundred million, and if the interest rate is reduced,

naturally a lot of that money will be withdrawn and put on the

market. Don't you think that is true?
Mr. LYON. Probably; yes.
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Mr. PATMAN. And that will go into competition with the money of
other people, as you suggested a while ago.

Mr. LYON. Yes, sir.
Mr. PATMAN. I hope that bill is not passed, but I understand it has

a pretty good chanice.
Regulation W is being repealed. We have more installment pur-

chases today, I guess, than we ever had before in the history of
the country. It is growing fast. It is about ten billion five hundred
million.

Mr. LYON. I believe so.
Mr. PATMAN. More than in 1929. If Regulation W is repealed, that

means that installment purchases will increase probably fifteen billions
-maybe lots more-and that money will' go into competition with the
people who have existing funds and have annual wages and weekly
wages to spend. That will postpone the day when we will have a
buyers' market, too.

Mr. LYON. It would have that effect.
Mr. PATMAN. How, take the terminal-leave bonds of the veterans-

which should be paid, ought to be paid; we cannot justify not pay-
ing them-that would amount to about $2,000,000,000. That will be
along the level of people who will certainly spend that money very
quickly, and that will postpone also the day of a buyers' market.

You mentioned the building regulations in Chicago. Before the
Banking and Currency Committee in the House we had a witness from
Chicago who gave us eight requirements necessary to build a home
in Chicago. I think there were about 221 requirements. Of course,
the answer was that the Federal Government was causing this em-
ployment and stating the requirements, but in truth and in fact, the
city of Chicago has 10 requirements to every 1 of the Federal Gov-
ernment. So it looks like the city of Chicago is requiring more than
even the OPA and all these other Federal agencies require.

Mr. LYON. Did those requirements refer to specifications in the
building code?

Mr. PATHAN. Yes; they referred to the code and all other require-
ments-different things a person has to do in order to build a home
in Chicago.

You mentioned cement. Do you mean to say that they do not permit
them to mix cement on the way to the job?

Mr. LYON. I understand that is correct. I don't think that is in
the code, however. I believe it is part of an agreement between the
building trades and contractors. I don't believe it is a matter of law.

Mr. PATMAN. I thought that had been changed. I was told by
people in Chicago that they did not permit it when Thurman Arnold
brought suit in Chicago, but my understanding is that today that has
been changed.

Mr. LYON. It is possible.
Mr. PATMAN. Senator Taft, you mentioned rationing and keeping

down prices. Is there any proposal now to ration goods?
- The CH-AIRMAN. I don't know. I haven't heard of any.

Mr. PATMAN. You are not proposing any?
The CHAIRMAN. In fact, the Secretary of Agriculture just removed

rationing on sugar.
Mr. PATMAN. You are not proposing any?
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The CHAIRMAN. No. All these proposals are suggestions by the
witness.

Mr. LYON. They haven't quite reached the point of proposals, but
are something that I think we need to be considering. We are on the
road that may lead to that rationing.

Senator MYERS. I think you are rather bullish at the' present time
with regard to the continued high level of employment and the con-
tinued high rate of national income.

Mr. LYON. That is right.
Senator MYERS. Do you think that under these prices, as high as

they are, or if they rise further, we will be able to continue that high
level of employment and that high national income?

Mr. LYON. I don't believe the rise of prices tends to bring about
recession. I think the increase in prices tends to work the other way.

The CHAIRMAN. If prices go up too much do you think it will cease
to be bullish?

Mr. LYON. I was going to say that, but I was afraid you would ask
me what "too much" is. I couldn't give an answer to that question.

Senator MYERS. Is it your theory that prices are too high at the
present time?

Mr. LYON. Well, when I was a professor I used to say that I never
knew how one could tell in a free market when prices were too high.
I am serious about that. To answer it it is necessary to consider the
standards one would apply.

Mr. PATMAN. Mr. Fowler McCormick in his testimony before this
committee on June 26 had this to say:

Any price is too high if it can be reduced. That is still our belief and our
continuing policy.

Mr. LYON. Yes; I know. I have talked with him about that. I
think that if I were in Fowler McCormick's position-and he is one
of the most admirable people that I know, and I know lots of admirable
ones, because Chicago is full of them-that I would mean, not how
far they actually could be reduced but how far it was proper to reduce
them, considering competition, stockholders, workers, and customers.
There must have been some point in Fowler McCormick's mind below
which they could not be reduced, meaning could not wisely be re-
duced, when all factors were consi dered.

Mr. PATMAN. He says, in reply to a question by Senator O'Mahoney:
In physical figures, in physical volume figures, there has not been any change

at all, because we have sold exactly what we would have sold at the other prices.
In other words, do you. believe that there is any attempt on the

part of business and industry generally to reduce prices?
Mr. LYON. There is an effort on the part of many businesses, as you

know from the testimony, I am sure, of Paul Hoffman and others, to
keep prices down. I think industrialists are very conscious of the
situation, and I think that is one of the reasons why they are holding
the prices far below the free-market price. What they are doing
furnishes a striking contrast to what is happening in the open markets
as illustrated by agricultural prices.

Senator MYERS. Along that same line, I was rather interested in
your comment on construction-that cheap home construction is on
the decrease and good home construction is on the increase. By
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"cheap home construction" do you mean lower priced homes as against
higher priced homes?

Mr. LYON. That is what I think my informant means.
The CHAIRMAN. You say "lower priced homes"? Are there any

such ?
Mr. LYON. There are some that are lower in cost than others.

"Lower priced" is relative in all products.
Senator MYERS. From that I surmise, then, in saying there is a

decrease in the construction of lower-priced homes and an increase in
the construction of higher-priced homes, the fair inference would be
that that will help our situation in regard to housing in Chicago and
the country generally. Is that the trend of the country?

Mr. LYON. I doubt if present discernible trends will provide an
ultimate answer. If there were time, I would like to describe a con-
structive activity in Chicago, in which a mayor's committee, consisting
primarily if not entirely of businessmen, working with the State
legislature, has just succeeded in getting legislation that will, I think,
help greatly the housing situation in Chicago. It includes some public
housing, some slum clearance, some provision for persons who are
displaced by slum clearance, and a large opportunity for private capi-
tal and private enterprise.

Senator MYERS. You further stated that apartment buildings are
being constructed only when affected by public health and public
demand.

Mr. LYON. That is right.
Senator MYERS. That is a rather dark picture, isn't it, for the aver-

age wage earner?
Mr. LYON. I think so.
Senator MYERS. In view of that picture, what would be the effect of

the removal of rent controls in the city of Chicago?
Mr. LYON. It would increase rents. That is the most serious effect.

Landlords will regard that as good. Obviously, it will be regarded
as bad and will make it more difficult for a lot of people who are renters.

Senator MYERS. From the facts you have given, it doesn't seem to
me to be a bright picture for new housing in your community.

Mr. LYON. That is right.
Senator MYERs. And since today we know of the shortage of hous-

ing, and if rent control next February 28 is repealed, as it will now be
under the law, unless a new act is written, then I think the average
tenant may be in for some further increase in his cost of living.

Mr. LYON. I think that is very likely.
Senator MYERS. You think that is true?
Mr. LYON. I think so. I think the outlook for adequate housing,

in the sense of what we would like to have people have, for people in
that area-as I think it is true elsewhere-is certainly not very bright.

Senator MYERS. Do you think this committee might make some
recommendations with regard to the housing picture as you have
presented it to us? Do you think that is something that this com-
mittee could do?

Mr. LYON. I think this committee could very wisely look into that
but I should obtain much more expert knowledge than I have on the
subject. I am giving you primarily the view of a man who has a good
view but not what I think is an expert or adequate view.
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Senator MYERS. If prices remain as they are today, if they can be
stabilized at the present level, nevertheless the average worker may
look f or an increase in his cost of living next year?

Mr. LYON. I think that is right.
Senator MYERS. That is all.
The CHAIRI{AAN. Are there any further questions?
Mr. Rici. In reference to this housing situation that the gentleman

from Pennsylvania was asking about, as long as you have no oppor-
tunity for a man to invest privately in home construction for rental
purposes, would the individual put his money into a home or into an
apartment house for rent?

Mr. LYON. That is a question that is asked again and again. My own
feeling about it-and it is one of which I am a good deal less sure than
I am some things, and I am not very sure about anything in housing-
is that we have a uniquely difficult situation in this industry, carried
over from the war, because we cannot produce housing rapidly. The
materials that go into housing are those which are needed in industry,
not only to construct new plants but for every kind of industrial prod-
ucts-by that I mean steel, cement, and so on-so that the effort of
the industry to catch up with the wartime lag seems to me most diffi-
cult. That is why I think we have been wise to retain much longer
than we did other controls, the regulations concerning rents,
and construction. Now, whether we are at the point where we should
dispense with it or whether we would be wiser to keep it another year
or for an x period is a question on which individuals would very
greatly differ. I have felt that maybe it is a little early in terms of
the construction that is taking place. On the other hand, we must
give the building industry an incentive if it is to go ahead.

Mr. Rici-i. Eventually the chances are that we are going to catch up
with building, but it will take some time before we reach that point.

Mr. LYON. I would hate to believe that we must rely permanently
on the amount of housing we now have, or rely on additions through
public housing alone.

Mr. RIc-I. Since we have employment of 58,000,000 people, what do
you believe should be done so far as the Government is concerned, in
new construction?

Mr. LYON. May I send you also another statement, a proposal that
has been made by a committee appointed by our mayor. It embodies
legislation which is now being passed by the Illinois State Legislature.
It is a combination of public and private action. Some of the elements
are these: A limited amount of public housing to be used, as I under-
stand it, to take care of persons who will be displaced by slum clear-
ance; the purchase of a lot of slum areas in Chicago with public money,
the resale of that area to private interests for private building. The
program is designed to reduce blight in the city, and to make it possible
to accumulate enough property so that it can be dealt with by large
management and construction projects. It is designed to take care of
displaced persons and toodraw investment funds from insurance com-
panies or others for large private construction. It is a combination
operation, in which State government, city government, and private
enterprises are all involved.

Mr. RICH. As long as we have the present high wage rate and with
the great amount of employment that we now have, do you advise the
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Government expending money now for housing or other public con-
struction, or do you believe that the Government should create employ-
ment only in -cases of need?

Mr. LYON. If I understand your question, this is my answer: I think
that so far as public expenditure for housing is concerned, there is a
place for it if it is done carefully in connection with local operations,
probably both State and city and private enterprise and where some
real planning is done to effect a slum renovation process and a housing
process at the same time.

Mr. RICH. I mean the Federal Government spending money for
public construction at a time when industry generally is giving full
employment to the people of this country. Shouldn't the Federal
Government hold back on its public construction now?

Mr. LYON. You are broadening the term now, and perhaps I mis-
understood what you had in mind. If you mean public works in
general-

Mr. RICH (interposing). That is what I mean.
Mr. LYON. I would agree strongly with that. That is the time to

defer public works so far as it is at all possible to do it. If that is
your question, the answer is more simple than when housing is the
problem.

The CHAIRMAN. You said something about some deterrent to build-
ing. May I ask what deterrent is there now-what is deterring people
from building?

Mr. LYON. A deterring influence, I think, was rent control.
The CHAIRMAN. Control is removed now, so that is out.
Mr. LYON. Yes; that is out.
The CHAIRMAN. All construction controls have been removed.
Mr. LYON. That is approximately right.
The CHAIRMAN. There are no deterrents on private building now.
Mr. LYON. Practically no legal deterrents.
The CHAIRMAN. The whole situation arises from the excessive costs

of housing in relation to the income of the people generally?
Mr. LYON. That is right. But there may be some actual shortages

of materials and building supplies and even of tihe equipment to make
them. When we were speaking of this a moment ago I thought we
were talking about whether all rent control should have been removed,
and I said that sooner or later we would have to remove that deterrent.
I meant all rent control, the exact moment of removal being a question
of judgment.

The CHAIRMAN. If that is all, thank you, Mr. Lyon.
Mr. LYON. I thank you, gentlemen, for this opportunity.
(Mr. Lyon submitted the following paper:)

STATEMFNT SUBMITrED BY DR. LuTEr.ETT S. LYON, CHIEF ExEcTTIvE OFFICER, THE
CHICAGO ASSOCIATION OF COMMERCE AND INDUSTRY, BEFORE THE JOINT COMMITTEE
ON THE EcONOMIc REPORT, JUfLY 2, 1947

I. IDENTIFICATION

My name is Leverett Lyon. I am the chief executive officer of the Chicago
Association of Commerce and Industry. This association consists of something
more than 5,000 business organizations located in Chicago and the Chicago area,
Including almost every type of industrial, mercantile, and transportation busi-
ness, and legal, accounting, engineering, and other professional firms. It is an
over-all business and professional group having three objectives, which are the
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civic and economic improvement of Chicago and the Chicago area as a place in
which to live and carry on business, the commercial and industrial promotion
of the Chicago area, the performance of specific services for members. What I
have to say, however, does not reflect any offlcial position of the association.

Since I am not speaking officially, I should perhaps identify myself personally.
I was for a considerable number of years a member of the faculty of the Univer-
sity of Chicago in the department of economics and the school of business. I was
later head of the department of economics and dean of the school of business of
Washington University in St. Louis, and then, for an extended period of time,
executive vice president of the Brookings Institution of Washington. In all
these capacities I have had responsibility for studying the economic activity of
our country; in the latter particularly, to carry on research concerned with that
subject. Some of the members of the committee may be familiar with my study
of the National Recovery Administration and the two-volume work on Govern-
ment and Economic Life.

IT. THE PRESENT POSITION OF THE LEVEL OF ECONOMIC ACTIVITY IN GENERAL

If I understand the purpose of these hearings correctly, it is to collect views
on the present condition of our national economy and to consider methods-
particularly governmental actions-which will be conducive to the maintenance
of full employment and the avoidance of recessions.

It is unnecessary to point out to any member of this committee that the eco-
nomic activity of our country is at this moment at an unusually high level.
Each member of this committee knows that in the first quarter of this year
our national income was running at the rate of $180,000,000,000 ; that the gross
national product for the first quarter was at the rate of $209,000,000,000;2 that
the Federal Reserve Board index of industrial production is at the peacetime
high record of approximately 190; ' and that-perhaps most important of all-
approximately 57% million people are participating in American production, and
through their compensation sharing directly in the national product. Of these
more than 50,000,000 are in civilian production.

In view of the prediction of recessions during the latter part of the war, and
the more ominous auguries of depression which followed the close of hostilities,
it is worth while at least to mention some of the reasons for our present unprece-
dented activity. No cause is more frequently mentioned than the accumulated
demand for goods which were unobtainable and which most Americans have been
accustomed to assume as a normal part of their standard of living. So far as
this is a force, it will remain one until this accumulated demand has been met.
A second cause of current activity is undoubtedly the increase in the amount of
money in circulation. This was 28.2 billions'of dollars in March 1947, as against
an average of 4.7 in 1929 and an average of 7 billions in 1939.'

A third reason is found in the figures earlier given-those relating to em-
ployment and national income. With nearly 60 million persons (not greatly
less than half the population of the country) on pay rolls, it is obvious that
there is a tremendous demand for goods generated by current income alone.
With a working force earning, in wages, salaries, and entrepreneurial income
at the annual rate of 148 billions before personal and social security taxes, there
Is a stream of income which, alone, generates an enormous demand for produc-
tion. This contrasts with some 57 billions for the same elements in 1937 and
with some 66 billions in the boom year of 1929.0

Not only has the stream of consumer income greatly advanced during the
past few years, but millions of families have moved into substantially higher-
income brackets. In the period 1941-46, inclusive, more than 2,000,000 con-
sumer-spending units-for our purposes this may be construed as families-
moved from lower brackets into the bracket of a $5,000 or more annual income.
More than 8,000,0Q0 families moved from lower incomes into the category of
$3,000 to $5,000 annual incomes. More than 10,000,000 families moved from
lower brackets into the category of $2,000 to $3.000 annual incomes. There
was an actual decline of almost 4,000,000 families in the income bracket of less

I Survey of Current Business, May 1947, p. 3.
2 The same.
8 The same, S-2.
4 The same, p. S-9.
5 Statistical Abstract of the United States, 1946, p. 386, and Survey of Current Business,

May 1947, p. 1.7.
O Survey of Current Business, May 1947, p. 3, and Statistical Abstract of the United.

States, p. 270.
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than $2,000 per year. This occurred while there was an increase of more than
6,000,000 in the total number of families.7

It should be particularly noted that these observations refer to current in-
comes and the demand which they generate. I shall make no reference to the
accumulations of savings in the form of bank deposits, cashable Government
bonds, and other sources of which consumers may currently draw. United
States savings bonds series E, F, and G total some 51 billions. Time deposits
equal 51 billions.8

A fourth reason which I believe should be mentioned is the apparent view
of many industrialists that the outlook for business is good and that this is
true for a considerable period ahead. This is contrary to the forebodings
which we have had from many economists and particularly governmental
economists. As evidence on this point, may I present to the committee the
business outlook as expressed by the heads of a variety of businesses in Chicago.

III. THE BUSINESS OUTLOOK AS EXPRESSED BY THE HEADS OF A VARIETY OF
BUSINESSES IN CHICAGO

I would like to file with this statement a copy of the proceedings of a 2-day
conference on distribution held under the auspices of the Chicago Association
of Commerce and Industry in February of this year and supplement it with
certain statements made within the past few days by those who, in that conference,
presented their views on the business outlook.

A glance at these proceedings will show that this is not an ordinary type
of forecast. The views expressed are those of the presidents, chairmen, or
other top officers of seven large companies. Each of these companies is a
significant representative of an important national industry. Even more im-
portant perhaps is the fact that these companies together pretty well cover the
gamut of industrial and commercial activity from the most perishable consumer
goods through the most basic forms of heavy manufacture. The statements
on the market outlook were made, respectively, by Gen. Robert E. Wood, chair-
man of the board of Sears, Roebuck & Co.; Oscar G. Mayer, president of Oscar
Mayer & Co., meat packers; Bertraim J. Cahn. president, B. Kuppenheimer &
Co., men's clothing manufacturers; Courtney Johnson, assistant to the chair-
man of the board of the Studebaker Corp.; A. W. Peake, president of the Stand-
ard Oil Co., of Indiana; Gen. Thomas S. Hammond, chairman of the board of
the Whiting Corp., manufacturers of cranes and factory and foundry equipment;
and Edward L. Ryerson, chairman of the board of Inland Steel Co.

A summary of General Wood's views on the market outlook may be made in
these quotations from his statement: "The so-called buyers' strike in consumer
goods has thus far been confined to luxury goods amid women's wearing ap-
parel. * * * Sales in other lines are still at a high level, and thus far, show
no signs of abatement. * * * Some manufacturers and retailers may not
make as large profits as in 1946, hut their results will compare favorably with
their best prewar years. While their margins will narrow, they can make up
some of it by gains in operating efficiency, and by better merchandising."

Within the past few days I have asked General Wood how far he would change
these statements if he were making the presentation currently. His answer was
that his statements would be the same.

Speaking of the outlook in the meat-packing industry, Oscar G. Mayer, president
of Oscar Mayer & Co., said: "The largest per capita consumption of meat since
1911 is in prospect for 1947." What this means to the packing industry, which
will process the livestock necessary to this meat consumption, is obvious. Its
business significance is also clear when we realize that over one-quarter of the
total cash farm income of American agriculture (the largest single fraction)
comes from the sale of livestock to the meat industry. Mr. Mayer stated that
"Last year, meat-animal revenue to farmers was about $7,000,000,000" and that
"in 1947, due to somewhat higher prices, with increased supply, it may reach
$9,000,000,000.'?

Again, within the past few days, these statements on the outlook in the meat
industry, with their implications for agricultural prosperity, have been reasserted
by Mr. Mayer. He says that while prices for meat products have sharply risen
and although there are unusual variations in the relative prices for different types

How to Profit From the Coming Buyers' Market, by Arno M. Johnson, director of media
and research, J. Walter Thompson Co. (Monarch Printing & Publishing Corp. Lecture
Reporting Service),' chart 5.8

Federal Reserve Bulletin.
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of meat products-especially in the low prices for lard relative to live hogs-
the prospect for business activity has not deteriorated. He comments, "There
appears to be an insatiable demand for meat even at these prices," and that "the
outlook for livestock production makes it clear that packers will be very busy
with processing."

Bertram J. Cahn, president of B. Kuppenheimer & Co., speaking for the busi-
ness outlook in the men's clothing industry, summarized the conditions which he
said have "created an insatiable demand for merchandise of an established worth
and value, which has continued in force to date in the medium- and quality-price
fields.

"Retail inventories of men's clothing are limited. It will be a very gradual
process through 1947 to build and restore stocks. * * * The normal demand
for men's suits is said to be 28 million units a year. The quantity processed in

1946 is estimated at 22 million, or 5 or 6 million units less. This situation has
created a demand for 30 to 35 million suit units against a normal annual pro-

duction of 28 million units. It follows that it will be fully a year before supplies
can catch up with demand."

Commenting on this statement within the past few days, Mr. Cahn said: "If
1 were making the statement today, it would be the same. There is no relief
from the pressure of demand or the difficulties of providing the supply, particularly
from the point of view of obtaining the workers necessary to manufacture the

'goods which could be readily sold."
Speaking for the automobile industry, Air. Courtney Johnson, assistant to the

chairman of the Studebaker Corp., said, after analyzing the effects of war on car
production: "Consequently, we have clearly for this year a demand for cars of

5.000,000 or over, just to replace the war-induced gap in our transportation."
"The industry cannot, in my opinion, build 5,000,000 automobiles in 1947."

Pointing out that this could not be done because of the unavailability of mate-
rials, essentially flat cold steel, Mr. Johnson continued: "These simple facts indi-

cate that there is more demand for new automobiles than automobile production
will supply."

When I asked Mr. Johnson a few days ago if he felt that his prophecy of activity
in the automobile business was still accurate, he said: "This statement would

still stand. As everybody knows, we are unable to supply the demand for cars."
The president of the Standard Oil Co. of Indiana, Mr. A. W. Peake, said at

our conference: "The oil industry had an unusually good year in 1946, and

it is my expectation that 1947 will show further improvemcnt." As of this

week, Mr. Peake has made the statement: "There would be no basic change
in my statement of the outlook for business as I gave it in February. There

have, however, been some change in the figures. These modifications should
be made:

"(a) There will probably be an 8-percent rather than 4-percent improvement

in sales and therefore the demand for petroleum products in 1947 will be 31

percent (rather than 25.7 percent) higher than in 1941.
"(b) The industry is not now sure that it can meet the total national demand

(as it was when I spoke in February). It believes it can meet the essential
needs of the country. It is. exerting every effort to meet the entire demand.
There will be local shortages-as discussed in the papers.

"(c) The current building program of the industry will probably take care

of the needed increase in annual capacity.
"(d) Some 14,000,000 barrels of oil products that would otherwise have been

produced were not produced because of strikes-a factor which changes the

supply situation from what was expected last February."
The Whiting. Corp., of which General Thomas S. Haammond is chairman of

the board, as a manufacturer of large cranes, metal-working machinery, and

factory and foundry equipment, represents the heavy capital goods industry.

General Hammond's statement concerning the business outlook began with

these words: "Today our backlog of unfilled orders is the highest in our

history. * e * Our backlog alone, with no other business coming in, would

still represent a very good year's work. * * * New business is still coming

in, even at the very extended deliveries which we have to quote these days."
Again, a conversation with General Hammond during the past day or two

resulted in his saying: "I would make no change in the statement made last

February. The market is still strong. Our biggest difficulty is in getting mate-
rials and supplies."

Finally, we come to the market outlook for steel production as expressed

by Edward L. Ryerson, chairman of the board of the Inland Steel Co. Mr.
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Ryerson said: " * * * Take a look at 1947. * * * The present demand
far exceeds the available supply even on a 100 percent operating basis." Mr.
Ryerson continued to explain that for scarcity production for 1947 he would
estimate 92,000,000 tons, which is 29,000,000 tons more than was produced in
1929. He continued: "However, in terms of the outlook for 1947, I think most
of us Would agree that anything approaching an 85-percent-of-capacity opera-
tion would be a satisfactory outlook * * * that will be approximately
78,000,000 tons." On the basis of these figures, it is clear that the industry
will be producing far less steel than it could sell during the year 1947.

In a conversation with Mr. Ryerson just before coming to Washington, he
said: "My position is exactly the same as it was when I spoke in February."

The analyses presented in February did not include a statement concerning
the building industry. Realizing the current importance of this industry in
the economic scene, I asked, just before leaving Chicago, Mr. Gerhardt F.
Meyne, one of Chicago's outstanding construction contractors, for his views on
a number of matters in this industry. In answer to the question: "What is the
current situation in the building industry in Chicago?" the reply was: "It is
slightly on the decrease." Answering this question as applied to various types
-of construction, the replies were: "Industrial work is slightly on the decrease.

"Cheap home construction is on the decrease. Good home construction is
on the increase; no new office buildings or hotels are contemplated, but loft
buildings are being turned into office space. There is much planning for in-
crease in hospital construction. At the moment, apartment buildings are being
constructed where affected by public housing, publicly financed. Remodeling
is on the increase, particularly department store renovation and demand for
changes in fixtures."

Construction costs.-In answer to questions concerning movements in con-
struction costs, the answers were: "In general, construction costs are slightly
on the decline, especially as to lumber, mill work, cases, and cabinet work.
Even though the last two of these are in short supply, materials for this work
are becoming more plentiful. Metal shelving and sinks are more available but
still in short supply, as is pipe used In plumbing, heating, and processing for
industrial plants."

On specific items of cost, the statement is:
"A. Wage costs have been on the increase and reached a peak about June

1. Bonus wages are being demanded and paid for certain types of workers
such as plasterers and lathers.

"B. Lumber costs: Dimension lumber is declining in price, but quality lumber
is still in short supply and expensive, but not particularly black market, with
the exception of plywood, flooring; and clear materials.

"C. Cement costs: These have gone up and will rise further if coal prices
go up and transportation charges advance. Supply is not normal, but with an
early commitment, cement can be obtained.

"D. Steel costs: Unless we have additional coal strikes, it is my opinion that
structural steel prices will decrease approximately five percent. Sheets willi
remain in short supply for several years.

"E. Fixture costs: Fittings and valves are in short supply, especially in
larger sizes. Cost depends upon the persuasiveness of the buyer, his past
relations, and, very likely, some bonus payment.

"F. Paint costs: Paints, I believe, will become cheaper and of a better grade
as regulations on imports of linseed and other essential oils disappear.

"G. Other items: Glass is declining, but the cost of installation is tremen-
dously increased because of restrictive labor regulations. I see no change in
the cost of brick, rough concrete materials, reinforcing steel, nails, flue-lining,
sewer tile, ceramic tile, gypsum, dry-well board, and general plumbing goods
such as tubs, toilets, and lavatories.

"Costs of materials in the building industry are all affected by railroad rates.
Increases or decreases in these rates will influence the cost of everything that
goes into construction.

"Labor market conditions: There is a great shortage of construction labor.
Common labor in the large cities is in fair supply, but skilled labor is short
in every craft, particularly in the larger cities. This is less true in the smaller
towns, where the rigid restrictions of labor-union acceptance, regulation, and
large initiation fees are less influential.

"In general in the Chicago area, including Cook County, we had in 1937
approximately 127,000 members of the Building Trades Council. The member-
ship today is approximately 85,000. The average age in Chicago of skilled
building mechanics is about 55 years.
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"Cement finishers are scarce because of trade regulations. Skilled carpenters
are hard to obtain. Bricklayers are in short supply all over the country.
Lathers and plasterers are very scarce in Chicago in particular. We could
use 100 percent more than are now available. Plumbers, steamfitters and elec-
tricians, glaziers and painters are in fair supply. The reason for the shortage
of labor in the building industries is because of the uneconomical apprentice-
ship system.

"H. Legislative restrictions: Most large cities need revision of the zoning
laws and their building codes. The use of power in a plant without the pro-
duction of steam has resulted in the creation of industrial buildings which are
not inappropriate in many residential neighborhoods. Thus located, plants have
many advantages for employees, particularly the advantage of proximity. To
establish plants in such locations requires changes in the zoning laws. Revi-
sions needed in building codes are such as will place them on a performance
or minimum-requirements basis rather than on the basis of specific materials,
which is now typically the case."

I should like to interrupt here to put in the record a copy of Building Reg-
ulation in Chicago. This publication of the Chicago Association of Commerce
and Industry represents a year and a half of expert study of changes needed
to modernize the Chicago Building Code. It recommends a shift from require-
ments based on materials to those based on standards of performance. It
outlines a procedure for code revision which is now being followed in Chicago
and which, in my opinion, might well be followed in other large cities in which
modernization is desirable.

"I. Some general effects on construction plans of the foregoing factors: The
over-all effect of cost changes, even though prices are coming down in certain
materials, is not resulting in stimulating construction; it is not producing the
housing that is desired. Architects have many sketches in progress Ind are
making some plans, but construction is no longer being let on a fixed-fee basis.
Lump-sum firm bids are being requested.

"Industrial construction is being held, up because of high prices, and the
inability to guarantee possession within a reasonable time. Remodeling and
reconditioning are going on actively.- It is reported that farm buildings are
being expanded."

IV. SOME RELATIONS OF INELATION AND RXPORTS

Since this committee is concerned with national policy, my observations should
certainly conclude with suggestions which may be helpful for that purpose.
Certainly, it appears to me, one of the committee's objectives is to 'attempt to
maintain something of the high degree of business activity and full employment
which now exists. Second, the broad objective is undoubtedly to be prepared
to deal as quickly and skillfully as possible with any degree of recession which
may appear.

In the first area-that is, the maintenance of our high level of production-
we need, in my opinion, to be giving thought to the problems of an inflationary
period rather than those of a recession. Not only are the monetary phenomena
of inflation obvious, but living costs, particularly in food, are reaching a point
which is of universal concern and where they lay the basis for the repeated
demands for increased wages. The latter, in turn, give rise to higher prices,
and so the circle goes painfully on.

In this inflationary situation American exports are playing a very important
part. Concerning exports, may I make these observations: I doubt if any single
economic phenomenon is surrounded by more fallacious thinking than are
exports. From the mercantilists we have inherited the idea that exports are
good in themselves, and we still retain, in describing the excess over imports,
the deceiving phrase "favorable balance of trade."

I believe sound thinking about exports begins in recognizing that they are some-
thing which in and of themselves are always undesirable. They should be re-
garded as a payment. Our thoughts on this subject would be clarified if we
thought first in terms of imports-that is, what are the things, if anything, abroad
which we would like to buy-and then, "Are these things worth paying for in
terms of what they would cost us?"

Current thinking on exports is, I believe, further confused by a widespread
view that extensive exports are needed as a means of maintaining American
economy. I realize, of course, that there are important industries, among which
the production of cotton is outstanding, that depend on exports. I have no doubt



186 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

that if any reasonable production can be developed in Europe, South America, and
the Orient we will need to export substantially to buy what we need from abroad.
But this is very different from saying that we should maintain these export ship-
ments merely for the purpose of keeping busy the persons who produce the
products.

The problem of exports is at present, of course, greatly complicated by the fact
that they have become an important political tool. We must distinguish between
using exports to buy imports and using them to buy foreign loyalty, or establish
European governments, or to set up the industrial mechanisms of Europe or Asia.
I doubt if one person in a thousand in the United States is aware of what we are
doing with exports in this latter field. The facts of life in this matter are con-
cealed under such gilded terms as "Fighting communism. with dollars"; or, in
referring to the difficulties of foreign countries, as a "shortage of dollars." The
realities of this political mechanism would be far more clear to the American
people if it were pointed out that we are really fighting communism with the food
from their tables, the clothes which might otherwise be on their backs, the
building materials which might otherwise be used for their housing, and that
what a foreign loan really means is a promise to tax us, directly or indirectly,
for the money with which to buy such things away from us in our own domestic
market.
I Observation of these facts makes it clear, I believe, that we are approaching,
if we have not already reached, an emergency, if not a wartime, economy. We
have reached a stage where Congress may well give consideration to rationing
of certain products, of which food should be the first considered. Of course, prices
themselves bring about a rationing of food-that is, food in quality and quantity
goes to those who can best afford to buy it. If the situation gets increasingly
serious, however, it may be well to recognize that price rationing of food in
emergency conditions has at least three defects: (1) It does not distribute it in
accordance with need; (2) it gives a justifiable basis for continuing demands for
wage increases with their consequent higher prices and without giving any actual
remedy to the situation-since the higher wages do not increase the supply of
food; (3) it detracts attention from the real cause of high prices, namely, short-
age, and gives rise to the feeling that the high prices result from some inept or
malicious action of distributors, producers, or government.

The public will have a far sounder basis for judging the use of food as a tool in
foreign policy to the extent that they are made conscious of the real meaning of
exports in terms of their own living standards.

V. MAJOR RISKiS IN RECESSION

It would be too much to hope that the present high plane of business activity
wil be maintained forever. Sooner or later the symptoms of recession will
appear. From that moment every public official, this committee most of all, will
be besieged with proposals designed to prevent further depression and to cure
whatever degree of recession may have taken place already. A large proportion
of these will-be fallacious and this committee will have no more important respon-
sibility than to prevent the enactment of these illusions into law.

The most general of these is the fallacy that depressions are due to overpro-
duction, and hence are to be remedied by curtailment of physical output. Such
restrictions defeat the purpose of recovery, if what is desired is the maintenance
or expansion of employment. All that they can do is to maintain prices-that is,
possibly protecting past investment, but at the cost of higher prices and con-
tinuation of unemployment.

A whole series of related fallacies will appear in the guise of fair trade practice.
One of the most insidious will take the form of "no sales below cost." An effort
to make such a provision legislatively effective not only involves a complexity
of cost analyses which is beyond even a Government accountant, but prevents
many manufacturers from producing and from employing-which are desirable-
on a cost basis which, under the conditions, they regard as better than the basis
which the regulations impose.

Without elaborating further on these proposals, it will be found that a very
large portion of them will be merely ways of preventing active competition from
bringing about readjustments. They will be founded on the theory of the mainte-
nance of the status quo in financial terms, whether wages or prices or profit
margins is the significant objective of recovery-whereas in reality recovery -is
real only in terms of employment and production.
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THE CHICAGO ASSOCIATION OF COMMERCE AND INDUSTRY,
Chicago 2, Ill., July 18, 1947.

Hon. ROBERT TAFT,
Senate Office Building, Washington, D. C.

DEAR SENATOR TAFT: When I testified July 2, 1947, before your committee, I
included in my statement a quotation which indicated that building in this area
has been slightly declining during the early months of this year. Since I have
returned, additional data have come to my attention which indicate that, while
the early months of 1947 did indicate some decline from the corresponding 1946
months, the most recently reported months have again returned to 1946 levels or
higher in most measures of building activity.

Attached are some tables of data to illustrate more specifically this point.
Sincerely yours,

LEVEREFT LYON,
Chief Executive Officer.

Chicago building permits I

Cost of construction for which
Number of permits issued permits were issued, millions

of dollars

1946 1947 1946 1947

January 691 281 11.6 5.6
February - - - 606 287 6.8 3.3
March - -1,167 441 22.1 8.3
April -------------- 545 612 9.7 8. 2
May - ------------------ 393 625 6.2 8. 7

' City of Chicago Building Department data reported monthly in Commerce magazine, p. 2.

Chicago industrial area residential building'

Number of dwelling units for Valuation of residential building
which permits were issued permits, millions of dollars

1946 1947 1946 1947

January - -928 798 6. 0 5. 4
February - -1,005 603 7.5 4. 5
March - -2,.543 1,648 17.3 11.1
April .- 1,841 2,155 11.9 16.0
May ----------------------------- 1,749 2,049 11.2 16.2

I Telephone report from Chicago regional office of U. S. Bureau of Labor Statistics. The Chicago indus-
trial area includes Cook, Lake, Kane, Will, and Du Page Counties in Illinois, and Lake County, Ind.

Contracts awarded on building projects in Cook County, Ill.'

Number of awards Cost of contracts awarded,
Number of awrsmillions of dollars

1946 1947 1946 1947

January - -677 1, 240 12.9 17.9
February - -628 1,426 11.5 21.7
March - -1,165 1,646 26.8 26.3
April - -1, 354 723 30.8 17. 2
May- --------------- 2,301 726 32.1 24.1

X F. W. Dodge & Co. data as reported monthly in Commerce magazine, p. 2.

The GHAIRMAN. If agreeable, we will meet at 2 o'clock to hear
Mr. Brown, and we will now hear Mr. John H. Williams, at the re-
quest of Senator Myers and others, and with the consent of Mr. Brown.
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At the conclusion of the testimony of Mr. Williams we will recess until
2 o'clock this afternoon, and at that time we will hear Mr. Millard D.
Brown.

STATEMENT OF JOHN H. WILLIAMS, PROFESSOR OF ECONOMICS,
HARVARD UNIVERSITY

Mr. WILLIAMS. Senator Taft and gentlemen, if you wish, I will be-
gin by identifying myself. I am a professor of economics at Harvard,
and until this year have been a dean there, the first dean of the Gradu-
ate School of Public Administration. Since 1933 I have also been
economic adviser at the Federal Reserve Bank of New York.

In preparing for this meeting, I was rather at a loss of how to go
about it, whether to concentrate on the current situation and concrete
issues, or to talk more generally about my understanding, my inter-.
pretation of this Employment Act of 1946. It seemed to me appro-
priate, since this is our first year under the act, in my prepared
statement anyhow, to deal with the act, but I will be glad, so far as
I can, to answer more concretely any questions you wish to put to me.

I think the crucial question with respect to our operations under
this act lies in that division in the questionnaire that you addressed
to economists, as between basic principles and short-run stabilization
policies. I was very strongly opposed to-the first draft of this act
in the original Murray bill, because I thought it put too much em-
phasis on economic forecasting and too much emphasis on the func-
tion of Government in making good any gap in the gross national
products that might be estimated for the ensuing year.. That so-
called "gap" provision of the Murray bill disturbed me a good deal,.
partly because I did not believe that is the best way to go at the long-
run maintenance of high production and employment, and partly be-
cause I do not believe that we economists know enough about the job
of prediction to make such a procedure safe. So I am very glad that
the act was amended, and I strongly approved it in its present form.
I understand it now contains no hard and fast commitments to any
particular type of policy; neither does it.bar out any kind of policy;
and I think that is as it should be. But I would hope that the main
emphasis would be on what you might call the basic principles, on
how to improve the behavior of our economy in the long-run rather
than on short-run stabilization policy.

That brings me to the question of how much do we know about
forecasting? I think this is a very crucial question. One of your
questions in the questionnaire about which I give my written state-
ment is directed to that. I believe that as forecasters the economists
have made a. rather sorry record up to now. I think you can draw
illustrations from any business cycle, but the two that have most inter-
ested me are, first, the general character of the predictions at the end
of 1929; and, second, the general tenor of the predictions as we ap-
proached the end of the recent war.

I recall attending a joint meeting of the American Economic Asso-
ciation and the American Statistical Association in December of 1929.
It was the custom at these meetings-done every year-to have the
more prominent economic forecasters give their views as to the out-
look. At this meeting the most optimistic-forecaster said that the

,'. _d
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depression was already over, but it would not be recognizable to the
layrman until February of 1930-it was merely a stock-market crash
The most pessimistic forecaster said the depression would be over
about Labor Day, 1930. Nobody present-and very few people,
whether present or not, that I can recall-could forsee that we were
embarkinig upon our most serious depression, and that it would last
several years. That was the state of our forecasting ability at that
time.

We come down now to the end of the war, and we are confronted '
with another major mistake of forecasting, using this time different
methods, new techniques, what is known as "econometrics"-

The CGRAIRINAN (interposing). What is that word? -

Mr. WILLIA-rs. Econometrics, not econonmics-the science of eco-
nomic measurement, and particularly forecasting, but I would says
precisely the technique envisaged in the Murray bill, in forecasting-g-".'
the gross national product 3 to 12 months ahead. Using those tech-
niques and drawing regression lines to show the relation between ?at
total national income and consumption, they predicted unemploy'. G.!'
ment up to 10,000,000 by 6 months after the end of the war. Tliat'"ftk "U""

prediction was fairly general and was taken up throughout the coUlnA s' I
try, and similar, statements wvere made by organized labor and others;
and I think it had a gcreat deal 'to do with the antideflation policies on
which we embarked immediately after the end of the war. I think that
was a major miiistake. I don't criticize anybody because, going at the
same problem in a much homelier and elementalry way, and consider-
ing that we were going to have a drop of fifty or moi e billion dollars
in expenditures, and demobilization of our armed forces of, say twelve
millions, one could easily have come to a similar conclusion by less
refined methods of prediction. But the point is that if we had had this
Employment Act in its original terms, and had acted on it, we would
have made a collossal error. There is no question about that.

So my feeling is that we are not now, with our present stage of
knowledge, ready to embark upon precision forecasting for any kind
of short-run stabilization policies based on that kind of forecasting.

My subject in the university is monetary and fiscal policy and inter-
national trade and that sort of thing, and it has been my duty as I
have seen it over the last 10 years to hold in leash a lot of economists
who were more enthusiastic than I am about the possibilities of short-
run stabilization by what wve call compensatory fiscal policy-in
other words, precisely the original Murray bill. So far as wve have
gone, we have not proved that we can do it.

Senator O'MARONEY. Have you been able to hold them in leash,
Professor?

Mr. WILLIAxs. That remains to be seen.
Senator O'MAIIoEY. But you were not able to hold your colleagues

in leash?
Mr. WILLIAMs. I think they have been having some second thoughts

in recent years-I will put it that way-and particularly as they have
watched this very thing, they have been very much oln the defensive. i. '
That does not mean that I do not strongly favor compensatory fiscal
policy, because I do.

65210-47-pt. 1 13 - \

. e . . , '.: -2
I " ". I I.- 1. "_ .�;_



190 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

I think we should use it as 'a short-run stabilization device, but in,
a more cautious kind of way. I think we have to allow the business
situation to develop up to the point where we are reasonably sure of
what it is, and that means that if we are headed into a boom, at least
we have to have some boom, and if we are headed into a depression, we
probably have to have some portion of it in order to know what it
is that confronts us. But then I think it ought to be possible, through
compensatory fiscal policy to cut off the bottoms and the tops of the
major fluctuations, and if we do that we would, I believe, have taken a
long step forward. That would mean no repetition of the major de-
pressions that we have had in the past. I think it is very important
that we do that, and I think it involves the use of a cyclically unbal-
anced budget, and of cyclical variations of both revenues and expendi-
tures, and cyclical debt management; and those are all subjects that
are in the pioneer stage, that practically speaking we know very little
about. Yet I feel that we now have got to substitute this kind of
fiscal policy for the monetary policy managed by the central bank, on
which we primarily relied down to the early 1930's.

One main reason for this change, and one reason why I think it is
forced upon us, is that the continuous deficits of the thirties, and of
course much more the great growth of the public debt during the war,
have made it very difficult to manipulate the interest rates, compared
with the old days. It is not possible, I think, any longer to have major
variations in interest rates in response to central-bank money manage-
ment. I think the consequences would be too great, not only for the
banks, or even principally for the banks, but for the public and the
Treasury as well.

I think it is not possible to manipulate interest rates applying to a
public debt of, say, 250 billion dollars-something of that order of
magnitude-until we get the debt down to smaller dimensions; in other
words, I think we are really prohibited from the old kind of monetary
manipulations, at least as far as interest rates are concerned.

I think we will have a large public debt with us for a long time. I
was opposed to the general line of analysis which told us that the debt
was unimportant because we owed it to ourselves. It is true that we
owe it to ourselves, but it raises many serious economic problems, prob-
lenis of friction, problems affecting investment and consumption, and
how the tax burden rests on industry and consumption.

It is a very serious matter for a free-enterprise economy to develop
a debt of this magnitude, and I think we will be finding out the im-
plications of it for many years to come. Nevertheless, I think today
that we can put too much emphasis on the priority of debt reduction
against, say, tax reduction or other fiscal changes. I think we are in
danger of swinging from one extreme to the other if we are not careful.

Senator O'MAHONEY. But you do believe in debt reduction?
Mr. WILLIAMS. I do; yes.
Senator O'MAHONEY. It may be interesting to know that the Treas-

ury Department has balanced the books for the fiscal year 1947 on June
30, and that, as was announced this morning, the Treasury has a sur-
plus of $754,000,000. That is the first time in 18 years the Govern-
ment of the United States has had a balanced budget, and that $754.-
000,000 will be applied in the reduction of the national debt, which, I
think, is a rather considerable achievement.
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Mr. WILLIAMS. I do too. But I think those figurestas we have them
are merely pretty misleading.

Senator O'MAHONEY. What figures?
Mr. WILLIAMS. The figures you have just cited.
Senator O'MAHONEY. Why?
Mr. WTILLIA31s. Because they should be on a cash basis, and on a cash

basis we have, in fact, a large surplus, perhaps 6 to 8 billion dollars.
Senator O'MAI-1oNEY. You are suggesting a different method of

accounting.
Mr. WILLIAMS. Yes, sir.
Senator O'MA1oNEY. Of course, we can act now only on the sort

of accounting system that Congress has provided.
Mr. WILLIAMS. But that is bookkeeping. I am talking about the

facts of the situation.
Senator O'MAIIONEY. Now, will this be bookkeeping? Probably

some time late this month or next, some two or three billion dollars
of Government obligations will come through and the Treasury will
be confronted with the problem of paying or refunding those obli-
gations. Now for the first time there will be a surplus produced by
receipts over and above expenditures, and that surplus of $754,000,000
will be applied to the debt, because the Treasury will not have to
refund that amount of debt. That is a specific gain.

Mr. WILLIAMS. Yes; I agree. I think it comes down to a question
of balancing all the various considerations. Surely I am in favor
of reducing the debt, but I think it is possible to go too far on one
line of policy. I think that perhaps our largest task in the fiscal field
at'the moment is to complete the transition from war finance to peace
finance, and I think that should include tax reduction. I favored
the recent tax measure that was vetoed.

Senator O'MAHONEY. Well, let me ask you a question in regard
to tax reduction.

In discussing the Employment Act you have always discussed it
in the form in which it was originally proposed, so I think perhAps
I am justified in discussing the tax reduction proposal in the form
in which it was originally introduced-until my colleague here, Sen-
ator Taft, declined to go along with the chairman of the Ways and
Means Committee of the&House. Now, if we had passed the tax-re-
duction bill as originally introduced and if we had reduced taxes
as of January 1 last year, this $754,000,000 surplus and about $4,-
000,000,000 in addition would have had to be applied, not upon the
reduction of the $259,000,000,000 debt, but upon increasing the pur-
chasing power of the income tax payers who, according to all reports
and according to the testimony that was given to us by the previous
witness, Dr. Lyon, are now receiving larger incomes than at any time
in the history of the United States.

Mr. WILLIAMs. Yes; I think it would have been a mistake to have
the tax reduction applied to the first of the year.

The CHAMIMAN. I don't wvant to get into this controversy, but it
would not have aff ected the $754,000,000 surplus. The amount would
have all come out in this bookkeeping business from next year's in-
crease, next year's expenditures.

Mr. WILLIAMS. But I do think it was premature.
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Senator O'MAIHONEY. It would have increased our expenditures
all right, when we ought to be decreasing them.

Mr. WILLIAIS. I do think it comes down to a question of how to
divide such surplus on a cash basis, as we now have and have in
prospect, I believe.

The Ci-AIRMAN. Mr. Williams, you started to say something about
interest manipulation and the attempt to control the activity of busi-
ness by this interest manipulation. I think that has become a more or
less obsolete weapon, and I think you replace that with what you
spoke of as debt control. Do you mean the tax and debt policy that we
are talking about?

Mr. WILLIAMS. I would include taxes, expenditures, and debt, all
three, in the policy.

The CHAIRMIAN. What about control of credit?
Mr. WILLIAMS. I think there should be control of credit, but it has

been made more difficult by the growth of the debt and difficulty of
manipulating interest rates. However, I think much could be accom-
plished if we would unfreeze the wartime pattern of rates-interest
rates.

The CHAIRMAN. You mean the pattern of interest based on the Gov-
ernment debt?

Mr. WILLIAMS. Yes; I think if we did that we could accomplish a
good deal, really. The fact that the debt is so large makes the holders
of it more sensitive to even small things than they were before. I
think we could accomplish a good deal through manipulation of the
short-term rate, and that has been a question, I think, most discussed,
that aspect of it.

The CaAIRMIAN. You spoke of taking the top off the boom and the
bottom off of depression. How would you take off the top of the boom
by these means that you are discussing ?

Mr. WILLIAMS. I think in two ways. One is that the magnitude of a
budget like ours today means that we have in it a certain amount of
built-in flexibility, especially if it includes, as it does, a progressive
income tax, and this means that in booms we are more likely auto-
matically to have surpluses than was formerly the case, and more likely
to have deficits in depressions. I think we ought to refrain from trying
to balance the budget in depression years, and that we ought to have
surplus in boom years, and that this would have the effect of cutting
off the top of the boom and the bottom of the depression.

Senator FLANDERS. Are, we in a boom year?
Mr. WILLIAITIS. Yes; we are in a boom year. We are having a sur-

plus, which is as it should be. Further than that-let me just finish on
that-our budget now runs around 37 billion, and with our growing
national production it does seem to me very likely that even the auto-
mnatic changes that occur between booms and depression in a budget of
that magnitude have a very considerable effect.

In the past, before we. got on to this line of thinking about the
'problem, it was regarded as sound finance to balance the budget under
all conditions, and that did matter very much when the budget was
small; in fact, it was considered the wise thing to do under those
circumstances, but now that the budget is large, I think it would be
a great mistake for the Government to intensify the upward and down-
ward movements as it would be doing if it pursued such a policy. I
think it is much wiser to let the budget swing with the economic
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fluctuations. Beyond that, I do think it would be possible for us
to take some conscious action, and my caution is against overdoing
it, and particularly against being premature. But when the situa-
tion becomes clear I think we should take measures to increase the
surplus in good times, and even quite deliberately to increase the deficit
in bad times. But I would not be in favor of what is known as long-
run compensatory fiscal policy, which is to have deficits over an
indefinitely prolonged period in order to counteract contractive ten-
dencies, so-called tendencies toward oversaving and underinvestment.
I have always been very skeptical of this whole line of analysis. I
don't think there has ever been any proof of the reality of these
tendencies.

The CHAIRMAN. Of course, in this present act the tax situation
is aA entirely different element of the question, having nothing to do
with management, but the question is whether your whole level of
spending and taxation is too high relative to the national economy.

Mr. WILLIAMS. I say in my paper that I think the most important
current phase in this area of fiscal policy is to complete the transition
from war to peace, and I think the only effective method of putting
the necessary pressure on expenditures is to announce a tax reduc-
tion and do what that implies. The difficulty always likely in demo-
cratic governments is that expenditures when broken down piecemeal
can always be made to look very plausible. Every head of a depart-
ment or governmental agency can make out a pretty good case for
keeping his expenditures up. It is painful to put them down, and
it is very difficult for anyone, particularly the man in the street, to
have any clear judgment about who is right in the matter, yet in
a matter of this magnitude it does seem to me that mistakes and
extravagances of all sorts creep in. That is merely human nature.

Senator O'MAHONEY. That is not only true of the heads of Govern-
ment agencies, but it is true also of the beneficiaries of the agencies,
who constantly come to Congress an'd say "cut elsewhere but not
here." And it is also true of Congress itself. It is even true of this
Eightieth Congress, which is creating a new and expensive function
of Governmnent which we never had before.
- Senator FLANDERS. Dr. Williams, Dr. Lyon, who testified before
you, I felt was trying to convince us that we were still in a state of
war, and that our economy was being affected by the undeclared eco-
nomic war wvhich we ale now waging. Do you think that that position
was well taken, and if so, how can we make this transition until the
war is over?

Mr. WrIILiAi\IS. That is the most difficult question you could ask me,
I think. I feel this way about it: That we lo have a niew responsibility
in the world. It seems.to me we have recognized that already by the
way in which vwe have gone at our postwvar problems. I think, though,
we have made some mistakes. Perhaps there are some things I have
been interested in that you don't want me to speak about in this area.
Nevertheless, I think we are in for a period during which we will have
to give the rest of the world, and should give the rest of the world,
very substantial help. I want it done in a business-like way. I am
very much in favor of Secretary Marshall's statement that Europe
should struggle with its own problems and try to work out some sort
of integi ated plan, then let us see where we can fit into it. I think
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that represents a real step forward in our planning with regard to
foreign aid. Whether it means we ought to consider ourselves still
in the war or not is a hard question.

I have said on earlier occasions, in my papers about Bretton Woods,\
and so on, that we should have continued lend-lease, and we should
have continued to think of ourselves as being in war, and until perhaps
three years after the end of the war, because the war does not end
when the shooting stops. However, wve have to deal with the situation
as we find it today, and one thing that I think is very necessary to
recognize is that the flow of goods and services from this country
is already very high. It has continued really on a wartime level, just
as high as when we had lend-lease. We are having this year an export
of goods and services of the order of magnitude of $20,000,000,000,
and an export surplus, counting goods and services, of, roughly, a
billion dollars a month. it is important for us to recognize that this
is going on, and that the new program, therefore, does not necessarily
mean a further stepping up of the amount of strain on our economy.
It more likely means continuing as we have been going for some time
ahead, I don't know for how long, but I think- there has been a
tendency to exaggerate the burden that will be represented by this
new program if we go forward with it. I don't know whether that is
an answer or not. There have been suggestions that we go back to
OPA and rationing. I would say the answer to that is "Yes" if we
think of this program as put on top of our present foreign contribu-
tion, but I do not think that is the case.

The CHAIRMAN. You mean the present budget of about $4,000,-
000,000 for foreign shipments? That probably will be about as large
as is contemplated at any time in the future.

Mr. WILLIAMS. I think so;. yes. That is a very important point
to bring out. I don't think it has been sufficiently brought out. What
we need now is better organization, better integration of the foreign
program. It has been too much on a piecemeal, hit-and-miss basis.
I have been very much interested in this whole foreign program. I
think we made a major blunder in taking up the Anglo-American loan'
negotiations in the last half of 1945 rather than in 1943, when we began
to talk about Bretton Woods. I slhall alwavs think that was a major
mistake.

The CHAIRMAN. The cart before the horse?
Mr. WILLIAMS. The cart before the horse. I don't know whether

we will ever catch up now. But perhaps you don't want me to go too
far with that.

The CHAIRMAN. Do you think the $4,000,000,000 is too large, or will
prevent our having what we might call peacetime economy?

Mr. WILLIAMS. No; I don't think it is too .large. I don't think it
needs to prevent our leaving a peacetime economy. We have been in
the process of catching up with many demands for goods that have
been in short supply: I think we have been making progress. We
have made mistakes.
. "We got off on the antideflationary basis, and I think that was a

mistake. But I don't blame anybody too much. It was a pretty hard
choice, pretty hard to say what was going to happen to us. I would
have preferred the retention of OPA on a much more flexible basis
than we had it. I think that if we had done that we would be better
off today than to be largely without controls, as we are. We have
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had the largest rise in prices in our peacetime history-at least, in any
recent period. It has been larger than after the First.World War,
but I think we are making progress' nevertheless. We have caught
up now, I think, in many of the consumer nondurable lines. Inven-
tories have been accumulating, as would be expected under such con-
ditions, but I don't think they have gotteni out of hand at all, and to me
there is no convincing evidence at the moment of a recession.

I might go just a little further with that thought. Meanwhile I
believe that we have been revamping, reequipping industry on an
unprecedented scale. It really started in the war. A large amount
of capital expenditure was made at that time, public expenditure, but
nevertheless directed toward improving our industrial equipment.
Since the end of the war we have had a record volume of investment,
and I think this is bound to express itself after a while in an advance
of productivity.

The most notable thing that appeared after the last war was the
increased productivity between 1920 and 1922, when we had an increase
in output per man-hours of 10 percent per annum for 2 years in a row,
as against the general average for the period 1899 to 1941 of 3 percent.
And in the depression of 1920-21 we had a rather sharp drop of wage
rate, abbut 20 percent, and the result of that was a drop in unit costs
of 34 percent, which I think had much to do with the long period of
high production from 1922 to 1929.- And I am looking for a repetition
of that as the most hopeful thing, the very best thing that could
happen to us.

The CHAIRMAN. Do you think the relationship between wages and
prices today, when prices are high, is nevertheless more normal than
it was in 1920, after the last war? Isn't the relation better, regardless
of whether they are both high?

Mr. WILLIAi-IS. I think, yes, the relation is better. I have been dis-
turbed particularly by this second round of wage increases, because
that makes you wonder whether there is going to be a third, but my
general.feeling is thati the wage-price spiral has about run its course,
and there have been, I think, a good many indications that that is the
case. The pressure seems to have been relieved on many kinds of prices
now since sometime in April, and I am hopeful that we will get by
now and that there will be less of this spiraling. If that should
happen, and if we could cut down on work stoppages-and I have been
very strongly in favor of the Taft-Hartley Act-I don't pretend to
know it in detail, I am not a labor economist-but in broad outline I
think it is a step in the right direction, and when everybody gets settled
down to taking it, it will have a good effect. If we could settle down
on this basis and all put our minds tojincreasing productivity, I think
we have the making of a fairly prolonged period of high production
and employment, and that means cooperation of Government'and busi-
ness and labor. And -ve ought not to omit personal labor efficiency.
- In some industries that is very important. In the building industry,
that you were discussing with Mr. Lyon, it seems to me that is a princi-
.pal factor, because the pace of the work is really conditioned upon the
performntce of the individual worker to a very high degree. I am
hopeful in building that, with a moderate reduction in costs, such as I
.think we probably will have when we get materials assembled on the
site, and no shortages and no restrictions, that building will go for-
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ward and will be a main prop under our 'economy for some time to
come.

The CHAIRMAN. Do you think that wage increases which are not
absorbed by industrial activity have been a rather unfortun ate thing?
That increased wages can be too high as wvell as prices?

Mr. WILLIAMFS. I think they are always unfortunate. We had a
very good illustration of that in 1937. I have always believed that
the renewal of the depression in 1937 was primarily due to the rapid
run-up in wage rates in the first half of 1937, which I think was the
greatest of any half vear in peacetime in our history.

The trouble with tiis whole problem is that wages are both income
and cost-and some people emphasize the income side and purchasing
power aspect, in which there is a good deal of truth, and othersemnpbasize the cost aspect. I think the best-one can make of it is that
high wage rates are good for the country, and I am a very strong
believer in high wvages-they are good for the country provided they
do not outrun productivity.

Senator O'MAIoNEY. You want high wages, but you don't want to
see them iesult in higher prices?

Mr. WILLIANES. Yes, sir; I am in favor of a trade-union policy that
is directed toward giving labor a substantial share in the gains of pro-
ductivity.

The CHAIRMNAN. And to the extent that the wage rate increases the
cost, as reflected in the price, forcibly increased price, then it defeats
its own purpose?

Mr. WILLIA31s. Then it defeats itself. And I think perhaps our
new problem in this field is that labor is so much more strongly organi-
ized-and I think perhaps management also-that our industries are
so much larger than they used to be, and the need for governmental
participation in the settlement of these disputes is so much greater
than it used to be, that wage increases in one area in which they might
be justified, tend then to be communicated to other areas in which they
cannot be borne except by a rise in prices, so that you get into a snow-
ball. I think we have seen that happen in the last couple of years. I
don't know that there is any way to avoid it. In part it is a good thing,
because it is one way in which labor and other factors of production
are directed into better industries and out of poorer ones. I thinkthat to some extent you need to have that kind of pressure; we recog-
nize it in the theory of international trade and it works just the same
way domestically. But I think there is the danger in Nation-wide or-
ganization and Nation-wide bargaining, that it tends to overlook the
difference between the efficient and less efficient industries, and between
the more productive and less productive parts of the country, and so
you have a policy that cannot be maintained except through continu-
ous increases in price, and thus defeat yourself.

Senator O'MAONEY. The theory of the President in wage and price
policy I think can be summarized in this maimer: He wanted to main-
tain a reasonable profit for the producers; he wanted to protect the
consumers interest by reducing prices wherever they could be reduced,
and he wanted to increase wages so as to give the worker a larger
share in the over-all productivity, and to that end le felt that man-
agement would be wise to reduce prices in order to give the worker a
better income. This action would at the same time protect the con-
sumer's interest by holding prices down and the result would eventu-
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ally be to increase production, and by increasing pay make it possible
to balance these three different elements. That would seem to make
the central point in the basic formula, the wRise reduction of prices, or,
at least, the holding of prices in line.

Ml. WILLIAMS. Well, I agree entirely with that. It is a very diffi-
cult matter, and one has no formula for it, in the very nature of the
case. I would most of all emphasize price reduction, because its ef-
fects are most general. The difficulty with wage increases is that they
are partial, they cannot be, and ought not to be, uniform, as that vio-
lates the theory of productivity, and the best way, I think, to get price
reducion is to strengthen the competitive economic forces, as you have
stated in the statement of the purpose of this act, section 2. I think
that is entirely right. Of course, it is a mighty difficult problem, but
that is the thing for us to work to, to make our economy more com-
petitive.

I always take the automobile industry as a good model of what we
want. To go back in its history, there have been improvements of
product, accompanied by falling prices of the product, and by high
wages. If we could do that on a national scale, over and over, it
would give us the ai'swer, I believe.

Senator O'MATIOPNEY. May I turn for a moment to that problem of
export? The War Powers Act, with its authority to the President to
restrain exports from the United States, terminated as of June 30 of
this year. A bill was introduced to extend that export control to the
30th of June 1948. It has not yet been enacted. It suddenly became
apparent to the country a week ago that certain oil companies were
loading tankers on the Pacific coast for export to Russia. Of course,
the oil companies didn't want the law enacted, because, without it, they
would be free of any Government regulation to prevent the private
owners of oil from shipping oil to Russia. As a result, on Friday
last, I think it was, Coiigress passed a, resolution very quickly to extend
for 2 weeks, until the 15th of July, the power of the President to
impose restrictions on petroleum exports and some others. Have you
anything to say to the committee on the advisability of that sort of
Government regulation?

The CHIAIRINAN. I think I will put in that what they did was con-
tinue the Export Control Act, which controls all exports for 15 days,
imnd we hope tomorrow to pass a permanent bill extending it for a
year.

Mr. WILLIAMS. Well, I could, not make a statement about that in
detail, but in general I would be in favor of retaining export control.
It seems to me, with the kind of world we are in today, that this
country has got to retain foreign-trade control until we work into a
more normal situation. I am in favor of foreign countries retaining
their control and I don't see how we can avoid having some kind of
control.

Senator OWMAI-oNEY. Should we have import controls, too?
Mr. WILLIAMS. Well, that is hardly necessary. Our trouble is that

we don't know how to import.
Senator FLANDERS. Mr. Willi'ams, you mentioned very briefly some-

thing about price control earlier. May I fsk you whether you feel
that regulation W, which imposes some credit restriction, should be
continued or not?

Mr. WILLIAMS. I think it should be continued.
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Senator FLANDERS. You think the regulation should be continued?
Mr' WILLIAMS. I would like to have regulation W continued perma-

nently. I am not in general in favor of controls, but it seems to me
that there are some lessons of experience that we ought to learn. I. am
in favor of the permanent retention of stock-market control, because
I think it has been proved that we need it. And I think we need
permanently a regulation of consumer credit, because it threatens to
get out of hand always in a boom.

Senator O'MAHONEY. Those are limitations upon a free market.
Mr. WILLIAMS. It is a limitation, yes.
The CHAIRMAN. I am sure the Government has always attempted

in one way or another to control the expansion of credit.
Mr. WILLIAMS. Yes, sir.
The CHAIRMAN. The principle does not seem to me improper.
Mr. WILLIAMS. That is perhaps the oldest, you might say "orthodox"

type of Government control, of regulation in this era. Now we have
gone Irom a general monetary control to some specific credit controls,
and I would not awant to go too far or too fast on that line, because
you could land in complete regimentation. These two, stock market
control and consumer credit control, I think it has been proven by
the record are a necessity.

The CHAIRMAN. YOU gave us your suggestion that one of the causes
of the recession or depression of 1937-I do not entirely agree with
you-was the rise in wages and prices to -a point where the consumers
could not buy. Railroad wages got to a point where the railroads
did not have money for maintenance, but they could not raise prices.
The automobile industry raised wages but did not raise prices. But
what is your basis for the depression of 1929? We are here to try
to find ou how to prevent a depression. What brought that about?

Mr. WILLIAMS. I think we embarked on the period that ended in
1929 under pretty favorable circumstances. We had had a rise of
prices after the war, and then a drop, just the kind of thing I would
hope that we could now avoid, a 40-percent smash really, but then
after we cleared away from that, owing primarily to this great increase
in productitvity between 1920 and 1922, 1 think we had costs and prices
very well in balance, and it turned out that we had very large deferred
demands, though we were not so conscious of them' then, as we are
now, the demand for automobiles, construction, and so on. Also
the rest of the world needed our help. There were many similarities
to this period. What I think happened in that period was that profits
got too high and stayed there too long. It is necessary to have a certain
amount of play in profits, because the businessman is the risk taker.
He has to make up his mind in advance, and I think he has to be
compensated, and it is necessary to permit him to offset losses against
profits. Nevertheless, I think it is possible for profits to be too high,
and I think that is an organic part of this whole question of wages
and prices and output and productivity, and I believe that we got into
a rather exalted state of expectation.

The CHAIRMAN. Prices did not go up. That is what puzzled every-
body.

Mr. WILLIAMS. Prices did not go up, and that fboled a lot of-people.
And I think they did not go up because of the high productivity. We
were able to give a demonstration of our capacity in production, per-
haps second only to that of the last war. Certainly it was something
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new in our history and it fooled a great many of us. Though prices
did not rise, we were in a profit boom.

The CHAIRMAN. Did that mean that there was too much saving?
Mr. WILLIAMS.- There was a good deal of saving.
The CHAIRMAN. Corporate savings I mean, and what not.
Mr. WILLIAMS. Yes; I think so.
The CHAIRMAN. How did the profits, excessive profits, affect the

economy?
Mr. WILLIAMS. I think it affected speculation on the stock exchange

and led to undue enlargement 'of plants and multiplication of new
companies, and financial pyramiding, and all the accompaniments of a
period of unduly high profits, and more particularly profits from
speculation in securities.

The CHAIRMAN. Over investment?
Mr. WILLIAMS. Yes.
Senator FLANDERS. Did you say that you lay more stress on the

investment factor than you do on the returns from it not going back
into the market in the form of effective demand?

Mr. WILLIAMS. That is a tough question, isn't it? The returns-
flow back either through investment or through consumption. The
question is one of balance, what level can be sustained. It is possible
for investment to feed on itself. While the process is going on, the
money income is flowing back all the time. It is a high level of output,
but as soon as that process stops, it is just like the overaccumulation of
inventory, as soon as that profit stops you have deflation, and I think
it would have been wiser, if we could do that over-and I think this
is very much the concern of this committee-it would have been wiser
to have diverted more of that income into higher wages, or lower prices.
The fact thatiprices did not rise confused us, but looking back I think
we can see quite clearly that prices should have fallen in that period.

The C1HAIR-MAN. Isnt it true that agricultural prices were low then?
Mr. WILLIAMS. Agricultural prices-there is where the war comes

in again. These things are always confused by war-overexpansion
of agricultural capacity during the war, and agricultural distress, even
in the twenties, with foreign markets shutting themselves off from
importation of agricultural commodities, and technical revolutions in
agriculture. There are many.strands of the explanation.

Senator O'MAHONEY. In addition to that, there was a positive pro-
gram of deflatifig agricultural credit in 1921.

Mr. WILLIAMS. Yes; agricultural credit was greatly deflated.
There is no question about that. That is one of the good things, I
think, about our present situation, that we do not have, to the same
extent, the inflation of agricultural credit that we had after the first
war.

Senator FLANDERS. In your suggestions of what we ought to have
done, it seems to me you are coming back dangerously close to the
necessity for a little accurate prophesying.

Mr. WnLLIAMS. Well, I wish we could do it.
Senator FLANDERS. I wonder if there is anything we can do, short

of prophesy? Can we do this: Can we keep ourselves continually
informed as to where we are and how we seem, at the moment, to
be going?

Mr. WILLIAMS. I have one paragraph in this statement on that. It
seems to me that one of the great benefits conferred by this act is
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that it now gives us a pl ocedure for studying where we are and where
we are going. I don't believe there is any specific technique for it;
but the fact that you have had the leaders of business, labor, and so
on, here to talk about the kind of thing that yoij yourselves are dealing
with, that we have the Council of Economic Advisers-all of this
machinery put together, I say, puts us in a much better position to
study this difficult problem. I still do not think we are going to be
able to predict very much. In a private economy it is really the func-
tion of the individual businessman to do it. He takes his chances,
and if you keep the system functioning efficiently, it doesn't work too
badly. But we do need some kind of analysis of the economic sit-
uation as a whole. I think we have got that now in the machinery
of this act.

Mr. PATMrAN. There are one or two points, Mr. Williams, that I
would like to inquire about.

You made the statement, as I understood you, that you do not agree
with the policy or the theory that our national debt is not a burden
because we owe it to ourselves.

Mr. WILLIAMS. Yes.
Mr. PATMAN. I have heard that statement quoted.- Of course, I

don't believe in the statement either, but I don't know of anyone in
Government who has made that statement.

Mr. WILLIAMS. I don't know of anyone in the Government that has,
but it has been made.

Mr. PATAIAN. I know it has been quoted around, and often quoted,
but when you ask Members on the floor of the House to state the source
of it and they have stated the source, it has turned out not to be the
true source, and I have never yet found where that statement came
from, and I would like to know.

Mr. WILLIAMS. Well, I don't know that anybody believes it lit-
erally, but we went through a phase in the late thirties of rationalizing
the continuous deficits, and this note did tend to be emphasized.

Mr. PATMAN. You don't know anyone in the Government who is
responsible for it?

Mrl. WILLIAMS. It depends on what you mean by "Government."
Mr. PATMAN. Anyone in a responsible position.
Mr. WITILLIAMTS. Well, "responsible"-it depends on what you mean

by that, too. I think you could go through the governmental agencies
and find a good many people who almost believed it, but it would not be
worth while.

Mr. PATMIAN. You mentioned about the depression of 1937. Do
you recall that the adjusted service certificates for the veterans of
World War I were paid on June 15, 1936, and soon thereafter it is my
recollectioh that the Federal Reserve Board anticipated some inflation
by reason of the payment, and wanted to make some anti-inflation
move, and it doubled the reserve requirements of banks?

Mr. WILTIAINS. I remember that.
Mr. PATMAN. Don't you think that had something to do with the

depression of 1937?
Mr. WILLIAiM:S. I think it may have.
Mr. PATTAIAN. And was a rather important factor?
Mr. WILLIAmS. No; I don't think it was a major factor. The change

in interest rates was slight.
Mr. PATMAN. I am not talking about change in interest rates.
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Mr. WILLIAM3S. A more serious effect, I think, was that the removal
of the excess reserve put pressure on the big city banks to dispose of
their Government holdings.

Mr. PATMAN. That w s one of the Federal Reserve requirements.
Mr. WTLLIA3s. That is right. However, these securities were for

the most part almost entirely taken tp by the interior banks, and after
all, not very much happened except, I thinks we were in a state of alarm
about it for a while. Tllat is undoubtedly a fact.

Another factor often mentioned is that the budget was temporarily
balanced in that year. That I do not put much emphasis on, either.
It wvas very temporary, and completely unconscious. But as opposed
to the wage-rate increases, the big strikes and so on of that year, I
think these are minor matters, having minor effects.

I believe that is all I have, gentlemen.
(Mr. Williams submitted the following papers:)

STATEMEMNT OF JOHN H-I. WILLIAMS. HARIVAIRD UNIVERSITY. BEFORE THE JOINT
Com[mITTEE ON THIE ECONoMIc REPORT, JuLy 2, 1947

THE EMPLOYMENT ACT OF 1946

I

The questionnaire addressed to economists by the Joint Congressional Com-
mittee on the President's Economic Report is divided into two parts: I, Basic
principles 11, Short-run stabilization policy.

The most fundamental question with respect to the Employment Act of 1946
is where to put the emphasis as between the long-rut principles applicable to
an economy like ours and the policies designed to correct or to compensate for
short-run fluctuations in the volume of output and employment. Since the
introduction of the original Murray bill in January 1945 this has been the heart
of the debate.

Perhaps the most significant question in part II (3)
"Is there any way to make analyses of current economic data which deserve

sufficient confidence to forny the basis of Government action designed either to
prevent or to stimulate changes in the business situation, from 3 to 12 months
ahead ?"

The original bill put a heavy emphasis upon the requirement that the President
should transmit to Congress a national production and employment budget, "which
shall set forth in summary and detail for the ensuing fiscal year * * * the
estimated size of the labor force * * *; the estimated aggregate volume of
investmentt and expenditure * * * required to produce such volume of the
gross national product, at the expected level of prices, as will be necessary to
provide employment opportunities for such labor force * * ; and the esti-
mated aggregate volume of prospective investment and expenditure * * *"

actually expected in the ensuing fiscal year.
If the anticipated gross national product fell short of that estimated as required

for full employment, the difference was to be regarded "as a prospective deficiency
in the national budget." To meet this deficiency the President was to be required
to set forth a general program for encouragiag private investment and expendi-
ture, and to the extent that this program was deemed insufficient to provide full
employment, the President was to be requireed to "transmit a general program for.
such Federal investment and expenditure as will be sufficient to bring the aggre-
gate volume of investment and expenditure * * * up to the level required to
assure a full-employmiienit volinmiie of production."

I think there can be no doubt that, if the bill had been approved in this form,
its principal effect, despite the professions of some of its advocates, including
Senator Murray, to the contrary, would have been to commit us, as fully as the
most enthuisiastic supporters of compensatory fiscal policy could have wished, to
a policy of offsetting fluctuations in private investment and consumption by
Federal budgetary changes; and we would have been committed to basing this
cimpensatory fiscal policy upon a forecast 12 months ahead of the national
production and employment budget.



202 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

In the debate in Congress and throughout the cotintry this was the controversial
issue. I was opposed to the bill in its original form and in favor of the act as
finally approved, which changed the name of the national production and employ-
ment budget to the President's Economic Report, dropped the reference to "a
prospective deficiency in the national budget," and deleted the section providing
for Federal expenditures to cover this deficiency. As I interpret the Employment
Act of 1946 as finally approved, it carries no hard and fast commitment to any
specific type of policy and at the same time dots not bar out any type of policy,
including compensatory fiscal policy. Though the act still provides, as I think it
should, for annual estimates of the expected levels of production and employment
and of the levels deemed necessary for "maximum" production and employment
.(the phrase "full employment" is wisely avoided), the dropping of the "gap pro-
vision," as its supporters called it, greatly decreases the dependence of Govern-
ment policy upon precision forecasting of the gross national product and its
composition.

These, in my opinion, were wise changes. As it now stands, the act represents
a great step forward. While refraining from outrunning our present knowledge
in the application of economic andlysis and technique to governmental policy, it
recognizes fully the concern of the Government for the national economic welfare
anti provides machinery and a procedure for dealing with it.

I ' II

1 take it that the broad objective in carrying out the provisions of the act will
be to preserve and improve our kind of economic system while continually striving,
in the light of experience, to remedy its defects. Much depends upon how the
problem is posed. I think we can conclude from the historical record that the pri-
vate-enterprise system as we have seen it develop in'this country has been char-
acterized by productive efficiency and capacity for growth unmatched by any
other kind of economic system of which mankind has had experience. Its great
defect has been its instability and insecurity. There are many who believe that
the instability is inherent in the nature of the system, and that as private capi-
talism develops into more advanced stages fluctuations in output and employment
become more violent, with an underlying tendency toward stagnation. This in
one form or another has been the thesis of the Communists, the Socialists, and
within the past decade or so of the Keynesian economists, whose main objective,
I think it should be recognized, has been to retain our kind of economic system
by improving its stability.

Whether our-economic system, as it develops into more advanced stages, tends
to become more unstable is difficult to determine because the record has been
shot through with wars and their after effects, on what up to now has been an
ever-expanding scale. Most of the very worst depressions, the chief exception
perhaps being that of the nineties, came in the aftermath of wvar. Who can say
today how much the severe maladjustments of the interwar period, including
the great depression of the thirties, resulted from the First World War, and how
much from causes inherent in the nature of our economic system? -But, taking
the record as we find it, there is no room for doubt.that Government must play
a greatly increased role, as compared, for instance; with the ninteenth century,
if wve hope to prove that our kind of economic system, can function acceptably
to the mass of the people whose well-being is dependent on it; and the fact that
we face the question after the world's greatest war, and in a world in which.so
many other nations appear to be seeking other kinds of solutions, makes the
question more challenging than ever previously.

We shall need to use both short- and long-run policies. The business-cycle
theorists have been quite right in pointing out that if cumulative upward and
downward tendencies are allowed to run their course they may destroy our
economic and political system; it is a grave question whether we could survive
a recurrence of the early thirties. But, on the other hand, quite as much has
been said about long-run tendencies which threaten to undermine the vitality and
powers of growth of our economic system; and this kind of explanation has
frequently been offered as to why the recurring great depressions have.tended
to become more severe. Granted that both types of policy are necessary, I would
put the greater emphasis on.what the committee's questionnaire calls the "basic
principles," partly because this is the more fundamental approach, and partly
because in our kind of political-economic system, and in our present state of
Ikowledge,- it seems to me the more feasible.
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* ~~~~~~~~~III
This brings me back to the question of forecasting. Thus far, as a tool of

prediction economics has made a sorry record. Though one could draw illustra-
tions from almost any phase of any business cycle, the two worst instances in
my lifetime came when we most needed to be right. At the end of 1929, at a
joint meeting of the American Economic Association and the American Statistical
Association, the most prominent forecasters of 'those days differed as to whether
the depression would be over by February, or by Labor Day, 1930, and no one
foresaw that we were entering upon the worst depression in our history. The
other occasion was in 1945, when the econometricians, using precisely the tech-
niques laid down in the original Murray draft of this Employment Act, predicted
unemployment of up to 10 millions within 6 months after the end of the war,
and laid the groundwork for the antideflationary policies of the immediate post-
war period. There is no nearby likelihood, in view' of this record; that fiscal
policy can be a precise instrument of stabilization.

Until economic forecasting has proved itself-and I continue to be skeptical
of; how much can be achieved in view of the complexity of the problem and the
nounmeasurability and unpredictability of so many, of the data, including partic-
ularly human behavior in a free society-I think we are likely to have more
success in cutting off the tops and the bottoms of the larger fluctuations than
in attempting to iron out the business cycle altogether. Before acting on the
basis of predictions, it will probably be wiser to wait and see what really is
developing. Such a procedure would leave room, and'this seems to be essential,
for corrective tendencies within the business situation to operate, while preventing
cumulative maladjustments from getting too seriously out of hand.

But with this kind of reservation I do agree on the necessity of compensatory
fiscal'policy-including a cyclically unbalanced budget (with surpluses in good
times as well as deficits in bad), cy'clical variations in both taxation and ex-
penditures, and cyclical debt management. Its function shlould be to play the
kind of role which until the 1930's was played by the Centlral Bank. Even before
the last war it was becoming clear that one price we would have to pay for contin-
uous budget deficits was the submerging of monetary policy by fiscal policy; and
with the great growth of the public debt during the war. it is being recognized
increasingly that the possibilities of varying the interest rate as a means of con-
trolling economic fluctuations are now much more limited than formerly, though
my own view has been that, we should unfreeze the wartime pattern of rates and
could then exercise considerable effect through variations in the short-term
rates.

Since 1914, we have seen the Federal budget grow from under a billion'dollars
a year to sollmething over 30 billion dollars at present, or about one-sixth of the
gross national product. This is a revolutionary change in the American econ-
omy, and it will probably be years before we entirely appreciate its implications.
Obviously a budget of this magnitude provides room for variations in Federal
revenue and expenditure which could have a powerful effect upon the level of
output and employlment. But this is a pioneer field, and one.beset with political
as well as economic difficulties. The first and at this time the most important
task, I think, is to complete the transition from the wartime level of revenue and
expenditure. For this reason I favored the recent tax-reduction bill as probably
the only effective method of putting upon expenditures the pressure necessary for
finding out what they reasonably need to be and letting the country know what
the tax burden. on a peacetime basis, is going to have to be.

The machinery and the procedure provided by the Employment Act of 1946
can perform an impom'tant short-run function. The Report of the Council of
Economic Advisers and its continuing work through the year, the President's own
Economic Report, and the hearings, studies, and report of the joint congressional
committee provide an opportunity for analyzing current tendencies and bringing
together the knowledge and the collective judgment of the community in more
effective fashion than has ever previously been possible. These, together with
the fact that the business community over the past year has seemed to be more
conscious of the problem than in previous periods of expansion, seem to me to
constitute our chief reliance for knowledge as to where we are going from year
to year. As I have said, once that knowledge develops into reasonable certainty
as to the short-run trend I would rely primarily on fiscal policy for moderating
short-time economic fluctuations. One advantage of a budget of the present mag-
nitude (whatever may be its disadvantages) is that deliberate compensatory
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fiscal action would be reinforced by the automatic "built-in" flexibility that a tax
structure based largely on the progressive income tax affords.

IV
The main task, however, in carrying out this act should be to improve the

vitality of our economic system. The war revealed the enormous productive power
of this country when our efforts are united upon a common goal. there is no
precedent in history for the expansion of output that occurred, despite the taking
of 12 million men into the armed forces, between 1939 and 1945. Perhaps its
most extraordinary aspect was that, though about 45 percent of the Nation's
total effort was devoted to war production and private capital formation and
production of consumoer durable goods were virtually suspended, civilian con-
sumption as a whole was at the highest level it had ever reached. It was funda-
mentally the expansion of output, coupled with the good sense shown by the
community in saving a large fraction of its mioney income, that was-responsible
for our comparative success in preventing inflationary developments during the
war.

Thus far in the postwar period, though we have made mistakes, we have on
the whole been fortunate. Although hampered in many lines by the unprece-
dented loss of work through strikes, reconversion has been fairly rapid. The
deferred demands and the wartime savings (combined, I think, with the buoyancy
and adjustability of ail economy running at high employment) prevented any
large initial drop when the war ended; and since the first quarter of 1946 pro-
duction and employment have risen sharply. Though widely discussed for
the past year, no convincing evidence of a recession has yet appeared; and if
one should occur, it seems unlikely to be serious or prolonged. Though supply
is catching up with demand for a growing number of consumer nondurable
goods, the large demand still unsatisfied for consumer durable goods, construc-
tion and other capital goods, and the need of the rest of the world for our goods
and services should provide the basis for high employment for some time to
come, provided production and consumption are not checked by excessive costs
and prices.

The great challenge of the postwar period is whether in the conditions of a
free society, without the regimentation of a war economy, we can continue to
enjoy a large, growing, and reasonably stable volume of production and em-
ployment. This is the objective of the Employment Act of 1946. If our efforts
are to be successful they will have to be directed primarily, I think, not toward
any merely quantitative and mechanical offsetting of fluctuations of private
consumption and investmnent by Governmental investment and expenditure
(though as I have said fiscal policy should have an important secondary role),
but toward making private enterprise function more effectively within itself.
We need to strengthen the forces and the motives that make for vigorous growth
even when the wartime stimulus is lacking; and as production and employment
grow, we need to learn lihow to preserve a better balance of the complex relation-
ships that exist in a modern highly organized economy such as ours. This is
a task that suggests the need of continuous study rather than a blueprint of
legislative or administrative action. The great virtue of the act as finally ap-
proved is that it provides the machinery for such study rather than a specific
policy or program. I was much pleased also that this was the note struck by
the first report of the Council of Economic Advisers.

The heart of the problem lies in the relations of prices, costs, and profits.
Though these have long been a main concern of econolnic theory, they have been
overlaid in recent years by preoccupation with monetary and fiscal compensatory:
analysis, and the tendency has been to regard price-cost behavior as a kind
of force majeure to be "offset" rather than corrected. It is surprising how little
we know, and can agree upon, with regard to these relationships, and what
course to steer in order to avoid merely (a) letting them take their course, (b)
compensating for them by monetary and fiscal manipulation, or (c) subjecting
them to direct control. None of these by itself is adequate, and the third is
foreign to our system in ordinary peacetime conditions.

Since the war we have made the mistake, I believe, of lifting the controls too
soon. A flexible price control, such as many favored in 1946, would have been
better than the rigid system which the administration insisted upon, and much
better than the virtually complete absence of control which in the past year
has resulted in the greatest rise of prices in any comparable peacetime period.
Another major mistake was-the excessive pressure for wage-rate increases which
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had its origin, at least in part, in the mistaken antideflation policies of the im-mediate postwar period. But it now seems that the wage-price spiral may haverun its course. Perhaps the main threat at present is that the high and uncertaincosts of building may produce a set-back. But we have usually done our buildingin periods of high income rather than low cost, and a moderate drop in buildingcosts, together with improved labor efficiency in that industry, would probablybe enough to set construction going in adequate volume. Meanwhile, our verylarge export trade is providing a powerful stimulus which should go far tobridge any gap in total output and employment until construction gets stronglyunder way.

A combination of rising incomes and falling prices is the heart of economicprogress under the free-eniterprise system. Aln advancing economy is one thatrelies more and more on better technique and organization to increase its output,anti more and more upon the rapid diffusion of the benefits through price reduc-tions anad income increases to expand colnsuitiption correspondingly. The main-spring of growth is productivity. After the last war we had an increase in pro-ductivity that has few parallels in our history. Output per man-hour increasedfor two successive years at the rate of about 10 percent a year (against a long-runaverage rate of 3 percent during the years 1899 to 1941). Coupled with a fairlysharp decline of wage rates from the top of the postwar boom, it produced a32-percent drop in the unit labor cost in manufacturing from 1920 to 1922. Thispronounced fall in unit labor cost undoubtedly had much to do with the prolongedperiod of prosperity that followed. But there is reason to believe, I think, thatin the prosperous twenties profits were too high too long, and that the wave ofinvestment and speculation they engendered were a major cause of the greatdepression that ensued.
Thus far, following this war there has been little evidence of increased pro-ductivity, but it should be in the making if tihe collective wisdom of management,labor, and Goverumemit can be effectively focused on the need of it. Large-scaleexpansion of plant and equipment began with the wvar, and since the end of thewar capital foriaation, particularly in mmianufacturing has proceeded tit a record-breaking pace. Many industries are in the process of adopting and applyingnew techniques developed or perfected during the walr. The wear and tear of alltypes of equipment during the war years has necessitated replacements on a largescale. The reequipmnent of large sections of American industry, together with theapplication of new technical processes, should result in a substantial increase inthe physical output per unit of labor employed. But these changes will take timeto make themselves felt, and for the period i lilnediately ahead, probably thegreatest possibility of a sharp increase in productivity lies in increasing theefficiency of labor. This is particularly true in some industries (such as building)where the speed of the individual worker sets the actual pace of production.We must find some other method of settling labor disputes than the plethoraof strikes that has characterized the postwar period. Though I am not enoughof a labor economnist to pass on it in detail, the Taft-Hartley Act seems to me amost important step toward evening up the responsibilities as well as the privil-eges of labor and manangement laid toward minimizing strikes that have a par-alyzing effect on the whole economy. I am particularly pleased by the provisionfor a committee of Congress to continue, to study the problems and the operationof the act.
I strongly favor a high-wage policy, and a trade-union policy which insists onlabor's sharing adequately in the benefits of increasing productivity. One of thequestions about which we know too little is whether, from the standpoint of sus-taining deniand for goods and services, advances in wage rates ought not to beconsidered as a valid claim upon profits, coordinate with reinvestment. This isa most difhicult question. Mulch would depend upon the circumstances and dueallowance would need to be made for profits incentive and for the need of capitalQxpansion to promote the growth of output and real income. But I do think thatin the economic literature of the past too little attention has been given to thequestion.
Wage rates are both income and cost, and quite a different kind of problemis raised when wage rates are increasei in advance of productivity. We Sau-ithe consequences of such anl advance in 1937, when the round of wage increasesin the first half of the year, perhaps unparalleled up to then in any peacetimneperiod of our history, undoubtedly had much to do with the renewal of depres-sion. Such wage-rate increases lead to a cost-price spiral which almost always
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terminates in depression. Another difficult aspect of the wage problem is that
wage increases in the more productive industries tend to spread to the less
productive which cannot pay them without raising prices. Similarly, wage in-
creases in the more productive parts of the country tend to spread to the less
productive parts. To some extent these effects are unavoidable, and are part
of the process whereby labor and other factors of production are moved out of
less efficient and into more efficient industries or parts of the country. This is
a process which has long been familiar to students of international trade theory.
But it applies as much or more to production and trade within a country. The
greatly increased strength of organized labor, however, particularly the growth
of Nation-wide unions and Nation-wide collective bargaining, and the increased
participation of government in the settlement of labor disputes have raised new
problems of this character which will require intensive and continuing study.

The fact, however, that wage increases are not and should not be uniform, and
that many workers do not share in them, or do so only very slowly, constitutes a
compelling argument for emphasizing price decreases as the most general method
of distributing the benefits of increasing productivity to the general mass of con-
surners. This in turn suggests that one of our main objectives must be to remove
obstacles to the effective functioning of competitive economic forces. The act
states in its declaration of policy that its purpose is to "have the Federal Govern-
ment * * * use all practicable means * * * to coordinate and utilize all
its plans, functions, and resources a * * in a manner calculated to foster
and promote free competitive enterprise. * " Continuing study directed
toward this end should be a major concern of the agencies set up under the Em-
ployment Act of 1946.

In this brief statement I have omitted many aspects of the problem of postwar
production and employment. I have said nothing about agriculture, which many
others are more competent to discuss. Except for the reference to the bearing
of our large export balance on our current volume of production and employment,
I have not attempted to 'discuss our foreign problems, though at this juncture
they seem to me of paramount importance both for us and for the world. I shall
conclude with one more reference to fiscal policy, not from the standpoint of its
short-run uses, but from the much more difficult and I think more important
standpoint of its long-run effects upon the economic structure. This is a pioneer
subject. Taxation is essentially restrictive, and we shall probably be a long
time in learning how to distribute the burden so that it will rest as lightly as
possible on both consumption and investment. On the expenditure side, there
will undoubtedly be a growing need for outlays that can be undertaken only by
the community as a whole. I am sympathetic to public expenditure to promote
higher standards of health, education, and security. By such means we can help
to put a floor under consumption and at the same time increase the productivity
and general well-being of our people. But such a program should not be confused
with the policy, much discussed during the thirties, of compensating for long-
run contractive tendencies toward oversaving and underinvestment. I have
been skeptical of the reality of such tendencies, but to the extent that they may
occur, the best attack, I think, is through policies designed to promote a vigorous
growth of the economy from within itself, and particularly in the continuing
study of price, cost, and profit relationships.

The CHATRMAN. Thank you very much for coming down, Dr. Wil-
liams. We will adjourn now until 2 o'clock.

(Whereupon, at 12: 45 p. in., the committee recessed until 2 p. m.
this day.)

AIFTER RECESS

(The committee reassembled at 2 p. m., pursuant to recess, Senator
Ralph E. Flanders presiding.)

Senator FLANDERS. The committee will come to order. Mr. Brown,
will you take the witness chair, please? I am sorry we had to defer
your statement, and also sorry we were late in starting.
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STATEMENT OF MILLARD D. BROWN, PRESIDENT OF THE
CONTINENTAL MILLS, PHILADELPHIA, PA.

Mr. BROWN. Mr. Chairman and gentlemen, my name is Millard D.
Brown. I am president of the Continental Mills of Philadelphia,
manufacturers of woolen fabrics.

The invitation of Senator Taf t to appear before your honorable body
is greatly appreciated. The manner in which the Congress acts on
the matters contained in the questionnaire accompanying your invi-
.tation will determine the future form of our Government, as well as
the personal freedom of our citizens.

Our forefathers gave us a Constitution which contains the follow-
ing words: "The United States shall guarantee to every State in the
Union a republican forin of government." Today, very few speakers
or writers refer to our "Republic." For more than 15 years we have
heard and read of our "democracy," and there seems to be a deliberate
attempt by many to establish a democratic form of government in these
United States, based on the European pattern.

There are in our country 68 organizations, each of which contain
the word "democracy" in their name, which are dedicated to change
our Government to a communistic pattern of democracy.

Two amendments to our Constitution have been responsible for this
trend away from our Republic:

The sixteenth amendment giving Congress the right to lay and col-
lect taxes on incomes, without limit; and

The seventeenth amendment providing the direct election of
Senators.

These are the causes of this creeping change which, if continued,
will take from us our individual freedom and substitute national con-
trol of every action of the lives of our people.

The fundamental tenet of communism, as expressed by Karl Marx is:
Prom each according to his ability, to each according to his need.
Because of the enormous sums which can now be collected in taxes,

our National Government is usurping the functions of the States and
local governments.

By. offering subsidies to local governments, the Nationial Govern-
ment is bribing them to accept social rules and regulations which en-
courage our citizens to lean on government instead of their own re-
sources. I was astounded, recently, to hear the Governor of a great
State remark publicly that it was spending $120,000,000 annually in
relief. That this should be possible in times of our greatest prosperity
seems beyond comprehension.

Because of the ease of collecting taxes from incomes, we have built
up the greatest national bureaucracy of all history.

The Congress has found it difficult to reduce Government expendi-
tures 10 percent from the $37,000,000,000 budget suggested by the
President for the present fiscal year.

That our Central Government should take an average of 25 percent
of the incomes of all our business corporations and all personal in-
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comes means that prices of all products wvhiclh go into our markets
must be raised to provide that amount.

If we are to lower prices we must have very much greater economy
in uovernmielnt.

.'e are now in a readjustment period. Demand in some lines of
goods is slowing up materially. This readjustment will come to all
branches of industry, one by one, as shortages in various lines become
less.

It is possible that had the President signed the new tax bill, the tax
savings of our people might have shortened this period of readjustmlent.

We must look forward to a further decline in general activity this
year and a rise in unemployment, due to a gradual slackening in de-
mand and a shrinkage.in export shipments.

Yes, some of our people are becoming more careful in their expendi-
tures. Some prices are beyond the range of reason. This applies
particularly to food, clothing, and housing.

Our economy cannot exist half-free and half-controlled.
About 160 agricultural products are enjoying some manner of

Government price support or control.
Not long ago the President made the following statement:
Responsibility for lowver prices rests squarely on industry.

Figures reported by the National Industrial Conference Board, at
about the same time of the above quotation, seem to place most of the
responsibility on Government controls:

Industrial (manufacturing) prices are up (67 percent from 1939-41 average.
Farm products are up 137.3 percent.
Foodstuffs are up 116.6 percent.
Excluding farm products and foodstuffs, the all-comumodity index is up 52

percent.
Workers' average hourly earnings are up 84 percent from 1939-41; weekly

earnings are up 97 percent.

Food and clothing are the greatest single percentage of our cost-of-
living index. Prices of these cannot be materially reduced unless con-
trol and support prices are removed. A controlled economy is a static
economy.

I am opposed to all price controls, supports, or rationing of com-
modities in time of peace. Our economy has become too big and intri-
cate for analysis. Therefore, we are not wise enough to legislate
controls that will solve our future economic problems.

I am also opposed to maximum- and minimum-wage fates set by law
or regulation.

If our country is to progress in the future, we must have a fluid
economy, and prices must be allowed to fluctuate according to demand
and suppl.y.

All of Europe is operating under close controls and these socialistic
practices are not operating successfully. They are deterring rather
than stimulating rehabilitation and production.

Even Britain's comprehensive and well-implemented control system
has been unable to hold the price line or increase production.

The questionnaire accompanying your invitation seems to suggest
that your committee is contemplating controls in anticipation of a
serious depression. I do not contemplate such a happening if we
restore a free economy in our country.
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Leaving my general statements I will now endeavor to answer your
specific questions briefly and to the point.

PART I

Question 1: There are few prospective buyers for ordinary day-to-
day needs who lack the wherewithal to buy Many are deliberately
refusing to pay prices for merchandise they feel is too high-priced.
This applies to the ordinary run of consumers' goods.

Questions 2 and 3: Generally, wages and salaries are very high.
This, however, would have little effect on our present situation if labor
was producing to its full efficiency. Production, generally, is below
prewar standards in spite of more efficient machinery.

Recently, a friend of long standing, who has been a civil-service
employee for many years, inspected a factory processing steel prod-
ucts. As we left the plant, he remarked, "I thought our civil-service
employees had an easy time of it-but those fellows make us look like
hard workers."

It is not the cost of building materials that is holding back housing
and industrial building, so much as the high cost of labor due to
restricted production and delays due to numerous strikes.

From nearly all lines of manufacturing the great complaint is that
labor is producing less and less as wages increase.

Question 4: It is impossible definitely to lay down any particular
rate of return on invested capital. Some businesses and industries
have small invested capital in proportion to the volume of their busi-
ness. In many businesses there are greater credit risks than others.
In others there may be great risks in the large and sudden fluctua-
tions in the price of their raw materials. Public utilities, on the
other hand, run no risks as those just mentioned, but in most cases
their invested capital is larger than their total yearly gross income.

A reasonable net return, in most cases, would range between 6 and
10 percent.

Most firms must somehow manage to make addition~s to earned
surplus in profitable years, if they are to improve their productive
facilities and working capital: This is particularly true of 85 to 90
percent of our industrial firms, because they employ less than 500
persons each and are not in position to finance publicly for improve-
ments and growth.

Every year many firms go out of business. The reasons are many.
With high taxes and uncertainty as to costs of labor, there is

little encouragement for new firms to enter business. Therefore,
there are fewer new businesses starting each year, and the number
going out of business is increasing.

Question 5: What do we mean by profit margins being too high ?
Who is to determine when a certain firm's profits are too high? Will
it be some bureaucrat who has had no business experience? What is
to be the penalty if some bureaucrat determines profits are too high?

In a free market competition is too keen for any producer to main-
tain high prices for any considerable period.

Question 6: As about 90 percent of the cost of any manufactured
article is made up of wages and taxes, the present method of wage
setting will some day bring another depression. We will then have
to pass through another period like 1929-33, unless labor is wise



210 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

enough to adjust wage rates to meet economic conditions. We can
pay too high a price for industrial peace. I am a firm believer in
fluid wage rates, adjusted by mutual consent, in accord with existing
economic conditions. There should be no maximum or minimum
wage rates set by law.

Question 7: If wage agreements are not made I believe it likely
that there will be serious strikes, just as there have been in the past
year.

When people are selfish they must learn their lessons through suf-
fering.

There are two methods of adjusting wages to keep them in line
with economic conditions. One is to adjust wages up or down with
the cost-of-living index. We are trying that plan at our factory.
So far it has worked out well. Perhaps that is because it has been
on the upward trend. I believe, however, that our employees will
stand by their agreement in this matter, as they have in all others.

Another method of adjusting wages up or down is to make adjust-
ments in line with the market price of the product. It is very easy
to determine the percent of wages paid to the market value of the
merchandise delivered. If the wages paid are 50 percent of the
selling price of the product and the product will sell at 90 percent
of its previous price, wages would be reduced 10 percent. If at the
end of an accounting period wages were less than 50 percent of the
sales, the firm would make additional payments to the employees
accordingly. If, however, they were more than the 50 percent, the
employer must absorb the difference.

The day will come, within the next decade, when we cannot support
our present wage schedule. We will then find we have paid too high
a price for industrial peace.

In times of dire need each must be willing to take some risk in a
patriotic endeavor for the benefit of all. He who has the most at
stake must take the greatest risk.

Question 8: I believe in free markets and free prices at all times,
excepting only in time of total war.

In part IV my answers are as follows:
Questions 1, 2, and 3: Until our business improves our purchases

of equipment and supplies will be held to the minimum. 'The woolen
industry is going through its adjustment period. We are operating
at 50 percent of capacity and losing money every month. We have a
definite program for improving our equipment, which will be carried
out when our business returns to normal.

Question 4: We are deliberately taking losses today in order to
give employment. Even if we could afford to take more loss we would
not obtain more volume under present market conditions.

Question 5: Our level of productivity per man-hour is the same as
last year when we were running 100-percent capacity. I doubt that
we can obtain much more efficiency until more efficient machinery or
methods are devised.

Productivity is nearly 5 percent over 6 years ago.
Senator FLANDERS,_ Thank you, Mr. Brown. I have made two or

three notes as you went along, that I would like to base some ques-
tions on.
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On page 2, the middle of the page, you said that-
We are now in a readjustment period. Demand in some lines of goods is slowing
up materially.

I know that so far as the woolen industry is concerned that is true,
because there are many small woolen mills up in northern New Eng-
land where I come from, and I know that they perhaps have been as
,badly hit as any other industry in the country during this readjust-
ment period; however, the testimony this morning, on the whole, would
indicate that that is not a general condition; that there are not many
lines of goods in which demand is slowing up materially. That was
the report, as you will remember, from Chicago. Do you feel that
in your district there are other lines in which demand is slowing up,
besides your own, which we know to have had a serious decrease in
demand?

Mr. BROWN. We make a great deal of full-fashioned hosiery in Phil-
adelphia and vicinity, and that is slowing up very materially also. We
buy some of our cotton yarns from the- South, the coarser cotton yarns,
and that market is very much easier, showing that that particular
business is slowing up from its great rush.

Senator FLANDERS. You say that prices have softened in that field?
Mr. BROWN. Yes.
Mr. FLANDERS. Have the prices softened in hosiery?
Mr. BROWN. Yes, they have. I believe recently there has been an

effort on the part of some of the hosiery houses to raise their prices
a little bit because they were paying a little higher price than they did
for labor, but business fell off, so they may have to go back partially
to the former prices.

Senator FLANDERS. Another point. About a third of the way on
page 3 you say that about 160 agricultural products are enjoying some
manner of Government price control, and in the next to the last para-
graph on that page you state, what is of course true, that food and
clothing are the greatest single percentage of our cost of living index,
and prices of these cannot be materially reduced unless control and
support prices are removed; that a controlled economy is a static
economy.

I question whether Government support has affected prices of food
in any important case except as t6the price of potatoes, and I think
one other that I do not remember at the moment, but the general
impression is that-well, the fact is, I think, that the free market
prices of all these things are well above the Government-controlled
prices, potatoes being the most important exception. I wonder if you
feel that we could remove the support from those prices, and thereby
get the price dowiA, so long as the free market prices are so far above
the support prices?

Mr. BROWN. I think we probably could not overnight do anything
of that kind. I think we could over a period of a year.

Another raw material which is controlled, in fact, bought by the
Government, is wool, which is our raw material commodity, and we
are above the world price on that, even including the duty.

Senator FIANDERS. I was speaking of food more particularly than
wool.



212 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

Mr. BROWN. I am not so familiar with the controls on the various
fo6d items. A friend of mine gave me an idea on that the other day,
a man who is in the commission business, but I didn't make any notes
except he feels that a lot of the food prices are held up by those
Government controls or nonrecourse loans and things like that.

Senator FLANDERS. So far as food is concerned, it would seem that
the disconcerting fact is that the free market prices have gone up far
more than the so-called administrative price group in manufactur-
ing. .Farm prices in general, except where they are held up by Gov-
ernment support, are perfectly free to follow the market, and they
are the ones that have gone up to the greatest extent. So I would be
inclined to believe that Government interference, so far as prices are
concerned, cannot be blamed for the largest single element in the cost
of living, which is food.

There is one other point I was going to bring up. Along in the
middle of page 4 you say:

The questionnaire accompanying your invitation seems to suggest that your
committee is contemplating controls in anticipation of a serious depression. I
do not contemplate such a happening if we restore a free economy in our country.

Now I would like to ask you Mr. Brown, if you feel that we had a
free economy in this country leading up to 1929?

Mr. BROWN. We had.
Senator FLANI)wls. And yet we had a very bad depression.
Mr. BROWN. Yes. I am talking about the immediate future here.

I think we are going to get a depression in another 7 or 8 years, but
hot now.

Senator FLANDERS. Would you be favorable to the idea of doing
something about it if we knew what to do when that time approaches
in17 or 8 years?

Mr. BROWN. If it can be done without stymieing our economy en-
tirely. One of the controls that I think might operate unfortunately
in that way would be the control on wages, the attempt to keep wages
too high when that time comes. I had a little experience on that in
he last depression, whiQh makes me feel that what I found out at that
time would be true again.

In 1929 we all went along and held our wages up to the level of
that time, hoping that it would be over in a year or so, but it began
getting worse all the time and with less employment. In 1932 I called
all of our employees together. Our business was low and we were
losing money very materially, and I told them that we could do busi-
ness, I felt sure fromt my survey of the market, if we could cut our
wages 40 percent, and that would go from the top to the bottom.
They agreed with me that it was worth trying, and we reduced our
prices accDrdinglv and we started on the upward trend from that timhe
on in 1932, while most people didn't come around- to that until 1933.
In other words, we were, able to get on a level that the people could
afford to pay for the merchanidise they needed.

Senator FLANDERS. You feel that that action produced a larger net
weekly income to your employees than they would have had otherwise?

Mr. BROWN. Yes, sir; it did, because they were only working 2 or
3 days a week. They had more to live on.

Senator FLANDERS. Do you see any practical possibility of applying
that same formula outside voluntarily, as you suggested?
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Mr. BROWN. Well, no; I wouldn't think of that; but I would like
to see all these prices and wages free from controls and minimums and
maximums, so that when the time comes the proper adjustment can
be made mutually between employer and employee.

Senator FLANDERS. You are not making any argument that the
Government should undertake that process?

Mr. BROWN. Absolutely not. That has got to be done by voluntary
action, in lily opinion.

Senator FLANDERS. Do you feel that there is anything the Govern-
ment should have -been doing in the period leading up to the 1929
crash which might have decreased its seriousness?

Mr. BROWN. Well, of course, that was brought about by speculation
mostly, and the only way that I think you can .cure speculation is by
increasing margins. People were pushing the stock market up and
everybody thought they were rich, and in a few months they found
they iere all poor.

Senator FLANDERS. You would not be opposed, then, to the early
imposition of a requirement for larger margins on stock-market
operations?

Mr. BROWN. I am very much in favor of that, because it is a gam-
bling game anyway.

Senator FLANDERS. That gets the Government. into the picture.
Mr. BROWN. It does; but that is a different thing. It is not an

ordinary business transaction, to my mind. It is a will-o'-the-wisp
proposition, and for everyone's benefit. I think larger margins than
10 percent, which existed at. that time, would be much better for the
country.

The CHIAIRMIAN. What would you say about the control on install-
ment buying, that Mr. Williams mentioned this morning?

Mr. BROWN. I don't think we can control that too much. I think
there again we ought to have satisfactory margins, but I don't think
we ought to let them go wild, or anything of that kind. I think that
should be more of a State proposition than a United States proposition.

The CF-TAIRMAN. On page 8 of your statement you say that your own
business productivity is up nearly 5 percent above prewar. The best
figures we have gotten indicate that industry as a whole has not yet,
reached prewar standards. How do you account for this difference
between your own business and business in general?

Mr. BROWN. We have a very peculiar set-up in our plant, Senator.
We have not had a strike since World War I, have had no labor diffi-
culty. Some years ago we put our people, all of them, on a single
piecework plan, or on a group piecework plan. We many years ago
gave them all the social advantages that they are kicking for today
in some of these other industries. For 20 years or more, when we
have made profits, which is all of those years but three and possibly
this year, we have given them a percentage of the profits we made.
Besides that, our labor turn-over is very small, probably the smallest in
the textile industry of anywhere in the country, and the majority of
our employees have been with us more than 15 years, many of them
25 and 30 years. So we have no suspicion of each othei trying to get
the: advantage- and we Work together. We call it the '.'Contiinental
family," all of us do, and we realize that we have got to serve the
customer together or we don't get along. That is all.
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The CHAIRMAN. Are you organized ?
Mr. BROWN. No, sir; we never have been.
The CHAIRMAN. Have any attempts been made to organize your

plant2
Mr. BROWN. Several of them, but our people are not interested.

We are paying the highest wages in the textile industry today. Our
people average $1.46 an hour.

The CHAIRMAN. Senator Myers, would you like to question the
witness ?

Senator MYERS. I am very happy, Mr. Chairman, to have a citizen
of my native Philadelphia here to testify before this committee, and
I am sure, too, that Mr. Brown's concern has contributed much to the
economic development of Philadelphia and Pennsylvania. We are
happy to have you here, Mr. Brown.

Mr. BROWN. Thank you, Senator.
Senator MYERS. Of course, you know that in the report which this

committee filed earlier in the session this statement appeared:

The basic problem which this committee has to consider is the method of
preventing depressions so that substantially full employment may be continu-
ously maintained.

That is the objective of this committee, and although you do have a
pretty full statement here, it would seem to me that the only recom-
mendation you have to make to this committee is that the Government
do nothing and you believe the Government should leave business and
agriculture entirely alone. It seems to me that is the recommendation
you make to this committee as the best method of preventing a depres-
sion and of maintaining full employment.

Mr. BROWN. That is correct.
The CHAIRMAN. While you were out I suggested to the gentleman

that we had that condition prior to 1929, and I believe Mr. Brown
did agree that there should be control of margins in stock-market
speculations, so I think Mr. Brown is committed to that one point
of governmental control. Is that right, Mr. Brown?

Mr. BROWN. Yes, sir.
The CHAIRMAN. I do not think he has made any other recommenda-

tion yet. I am wondering whether that would have been enough to
have kept us out of the depression in 1929?

Mr. BROWN. I don't know. Our business started to slide off a little
bit in 1929, and I think that was due to the fact-and we made careful
market surveys in our business-that the people were taking their
money and not buying clothes and things of that kind, but were
gradually getting inito this stock-market speculation, so it seemed to
me that everybody was speculating in something and it didn't require
very much of a stake to go in and take a chance.

Senator MYERS. I note, Mr. Brown, that on page 3 of your state-
mient you mention the President's statement that responsibility for
lower prices rests squarely on industry. You then cite some statistics
and indicate that these statistics. reported by the National Industrial
Conference Board about the same time as the President's statement,
seemed to place most of the responsibility on Government controls.
The last of that statistical information you provided indicates that
the hourly earnings of workers are up about 84 percent from 1939
to 1941, and weekly earnings are up about 97 percent.

Mr. BROWN. Yes, sir.
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Senator MYERS. I don't understand your statement that these
figures prove that most of the responsibility rests on Government con-
trols. I wonder if you will elaborate a little?

Mr. BROWN. Well, I have been informed-I know as to some comn-
modities-but I have been informed that there are about 160 different
agricultural products that are either supported by nonrecourse loans
or direct Government buying or other methods of one kind or another
to keep the prices up, and I feel that all of those ideas or supports
of that kind keep our economy static. We cannot shift with the
times.
. Senator MYERS. Which comes first, the checken or the egg? Do
high prices come before increases in salaries or do increased salariel-
and wages come before high prices?

Mr. BROWN. No; I think when we are in a normal demand situa-
tion

Senator MYERS (interposing). No; I want my question answered,
please. Are we in a normal demand situation today?

Mr. BROWN. No, sir.
Senator MYERS. That is what we are dealing with, then, the situ-

ation today. Different rules may apply in a period of normal demand
or of abnormal demand. But again, which comes first, the wage in-
crease or the increase in prices?

Mr. BROWN. Well, now, that is something I. don't believe anybody
can tell you, because conditions alter situations. I think that when
you are on theupward trend and there is a great demand for certain
products, the prices come first and the wages follow; when you are.
.on the downward trend, commodities will generally go off first and
wages will follow.

Senator MYERS. In view of that statement, would you say then
that prices come first and then the demand for higher wages?

Mr. BROWN. Yes.
Senator MYERS. Isn't that exactly what is happening today?
Mr. BROWN., What is happening today?
Senator MYERS. The Bureau of Labor Statistics issued a statement

today to the effect that workers in manufacturing plants received an
all-time high average of $48.36 a week during May, and this was
more than 96 above the wartime peak and $1.36 above April 1947. But
the crux of the situation is that in terms of real earnings-in other
words, in terms of purchasing power-the BIureau said that the 15-
percent increase in average weekly earnings since May 1946 had been
offset by an increase of more than 18 percent in consumer prices during
that same, period. That is the situation which confronts us, Mr.
Brown, constantly spiraling and increasing prices, that quite naturally
lead to a demand for increased wages to meet the increased prices. e

I don't think it is quite fair for witnesses to come before this com-
mittee, or come before Congress, and make the statement that wages.
increased wages, are the sole cause

Mr. BROWN (interposing). I have not made that statement, Senator.
Senator MYERS. Or the primary cause, the only cause for increased

prices.
Mr. BROWN. I have not made that statement, Senator.
The CHAIRAIAN. He said that prices came first and wages followed.
Senator MYEiS. He did that in response to my question. I am not

referring to you, Mr. Brown, but I say we have had so many witnesses
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who have so testified. This committee is charged with the. responsi-
bility of doing something, if we can do something, to stabilize prices
and to reduce prices. So I think the increase in wages during the
last yearihave not met the increase in the cost of living. They have
been more than offset by consumer prices. Now, where does that
leave us and what do you suggest we do?

Mr. BROWN. I made the suggestion that you take off your controls
and get back to a demand economy, where prices are set by supply
and demand rather than by fiat of the Government.

Senator MYERS. Didn't we do that when we abolished OPA?.
Mr. BROWN. I want to suggest further, they are not all off yet.

Agricultural prices are still supported by the Government.
Senator MYERS. What price controls are still on?
Mr. BROWN. Don't some of these support measures of the Govern-.

ment for these commodities increase the price?
Senator MYERS. On the contrary, practically all of those agricul-

tural products, with one exception, are selling far above the support
price. If they came dowvn to the support price, prices would be lower,
so we cannot say these supports for agricultural products are the cause
of the present high level of consumer prices.

Mr. BROWN. Well, the only thing I can point to is what the chair-
man pointed to a little while ago, the question of potatoes, but I am
not a farmer and I don't know a great deal about those things, and I
imagine there are others besides that. .1 do know something about
my own commodity, which is wool. We buy a lot of wool, and I know
domestic wool is higher than the world price, plus the duty, today
in the United States of America; the selling price is fixed by the C. G. C.

Senator MYERS. Coming back to page 1 of your statement, Mr.
Brown, I should infer from this that you are advocating the repeal
of the sixteenth amendment.

Mr. BROWN. I certainly am, or a limitation put on .it, one or the
other.

Senator MYERS. If we repealed it, what would you suggest in its
place?

Mr. BROWN. Just what we had before.
Senator MYERS. Do you think that America is the same as it was

in those days? I mean, don't you think it has grown? It costs more
*to run the Government. Don't you think we must have today a much
-larger military and naval establishment than we had in those days?

Mr. BROWN. Surely, but we don't need all of the authority that you
have here to raise the money, because you can now take anywhere up
to 100 percent of some people's wages or income, and you can take
50 percent of somebody else's, and none of somebody else's. That
isn't the American way of doing business.
- Senator MyRS. You are not-let me put it this way-you are advo-
cating the complete repeal of the sixteenth amendment?

Mr. BROWN. Yes; apportion it among the States, as provided by the
original control of that proposition.

Senator MYERS. What do you suggest in its place?
Mr. BROWN. I suggest either a limit on the amount the Federal Gov-

ernment can take from anybody, or that we go back to the original
authority in the Constitution, with certain taxes according to appor-
tionment to the States.
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Senator MYERS. If we didn't have a tax on income today, a grad-
uated income tax based on ability to pay, how would we raise $30,000,-
000,000 to run this Government?

Mr. BROWN. By taxing everybody the same.
Senator MYERs. Regardless of their ability to pay?
Mr. BROWN. Absolutely.
Senator MYERS. You mean that the laborer making $2,000 or $2,500,

should pay the same rate of taxation as the man making $100,000,
$200,000, or $300,000?

Mr. BROWN. Yes. That is the American way of doing it.
Senator MYERS. Well, it may be your idea of the American way,

but it is not my idea.
Mr. BROWN. I know we differ on that.
Senator MYERS. I know you are a very useful citizen and I have

high regard and respect for you, but of course, we can have differences
of opinion on these matters.

Mr. BROWN. Yes, sir.
Senator MYERS. Do you know that Congress has made every effort

to economize?
Mr. BROWN. I think they have.
Senator MYERS. They have made a great cut in expenditures, 3

billion dollars, maybe more, maybe less, which means that we are still
going to have a Government that costs us in the neighborhood of 33
or 34 billion dollars or more.

Mr. BROWN. That is an awful lot of money.
Senator MYERS. Of course, it is a lot of money, and yet this Con-

gress, which is an economy Congress, has scrutinized every item and
yet is not able to reduce it more than 2 or 3 billion dollars. Now,
certainly, this Congress is not a spendthrift Congress. It is not a
New Deal Congress. Congress is endeavoring to save money and to
cut down on every item and to cut out every function of government
which they believe is not necessary, and yet it is going to cost $33,000,-
000,000 or more, probably much more, to rin this Government for the
next fiscal. year. Where are we going to get the money?

Mr. Bi1OWN. That will take 20 to 25 percent out of the incomes of
the people of this country, which is too much for this Government of
ours, besides our State and local taxes.

Senator MYERS. Well, Mr. Brown, it seems to me we are doing
pretty well now. We have the highest national income that we have
ever had.

Mr. BROWN. And the largest debt.
Senator MYERS. And we find business enjoying higher profits than

they have enjoyed in a long period of time. We found that 1946 was
a fineyear, and I think America is rather healthy today. I see many
inequalities and many inequities that I would like to correct, but over-
all, generally, I think we are doing pretty well. Now, what is it that
.is so Wrong with our Government's way of doing things? And the
word "democracy"-I find no fault with the word "democracy."

Mr. BROWN. What kind of a democracy do we want?
Senator MYERs. There may be a lot of organizations that misuse

the name-and there are some-but to get back to our situation, what
is it that is so wrong today? One thing is prices are too high. Gen-
erally speaking, I think there are some other things that need correct-
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ing too. We hope to 'maintain this high level of employment-and
there are close to 60 million employed today, and that is fine, that is
splendid. And our national income is high. I want to bring prices
down so that we can continue this high level of employment, and I
think that unless we do, we may run into trouble. Now, what is it
that is so wrong?

Mr. BROWN. I can tell you very easily what is wrong. To begin
with, we have a very serious situation in the amount of debt that
we owe. It could not be helped. There it is. Handling that debt
is a very serious problem.

Senator MYERS.' What do you think we should do with that debt?
Mr. BROWN. That debt has to be retired, but we can't do it too fast.

That is one thing-because then you are going to upset your economy
and cause deflation if you do that.

Senator MYERS. I agree with you it will take time.
Mr. BROWN. The next thing is to reduce the running expenses of

Government. You made a good start on that this year.
Senator MYERS. Before we leave the debt, do you believe that we

should have debt reduction or tax reduction, or both?.
Mr. BROWN. Both.
Senator MYERS. You do believe that some of these savings should

be applied to debt reduction?
Mr. BROWN. Absolutely. And not too much at one time.
Senator MYERS. Well, with 260 billion dollars debt we can't retire

much at one time. Do you have any idea as to the amount that we
should reduce the debt this year?

Mr. BROWN. Every time you reduce the public debt and take these
bonds back you are reducing that much currency in circulation, and
that action is deflationary. But it has got to be done. I wouldn't
want to say whether it ought to be 5 billion or 10 billion, but it has
got to be something every year. Probably it could be 5 billion without
causing serious deflation. But I don't know. I don't pretend to
know. I am just a plain businessman.

Senator MYERS. You are a good businessman, too, and we are not
economists. We hope to reduce the public debt; in fact, there is a
bill now pending in the Senate providing that wherever savings wevere
made we should reduce the public debt by a minimum of $2,600,000,000.
But that is snarled in conference; nothing ever happened to it. I
think we should reduce the public debt too.

Mr. BROWN. I think we should reduce Government expenses as fast
as we can. I don't think this idea is very deflationary, because we
are paying too high income taxes now for peacetime operation. And
all those taxes are reflected in cost of products we are buying. It
doesn't come out of the profits, as you think. It comes out of the
income of the people of this country.

Senator MYERS. Do you think we should reduce taxes now?
Mr. BROWN. I think it is g6i ng to help offset any deflationary effects

of the reduction of the income-within limits.
Senator MYERS. You mean the added purchasing power in the hands

of the people by reason of reduction of taxes?
Mr. BiROWN. Yes. When you are reducing the debt, I think at

the same time you ought to reduce the taxes, so one offsets the other.
Senator MYERS. How much -do you think the mass of the American

people would save-how much additional purchasing power do you
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think they would have under the tax bill that was vetoed, the same
tax bill which it is now indicated may be again passed by this
Congress?

Mr. BROWN. It depends on what you do. If the lower brackets are
reduced 30 percent, they have 30 percent more to spend.

Senator MYERS. How much is that in dollars and cents?
Mr. BROWN. How do I know? How do you know?
Senator MYERS. We do know. It was in the Finance Committee's

report.
Mr. BlRowN. Well; I didn't read it. You did.
Senator MYERS. Well, I will tell you what it was. The Ifactory

worker, the average man earning $2,500 a year and supporting a wife
and two children on an income of $50 a week, would be benefited by
this bill to the total amount of 54 cents a week. That is what he would
save. Now, in Pennsylvania-

Mr. BROWN (interposing). There are quite a few, aren't there, who
would be exempt from taxation?

Senator MYERS. The average man making $2,500 a year would save
through tax reduction afforded him in this bill, 54 cents a, week. He
could not buy many automobiles and refrigerators and radios for 54
cents a week. And may I point out to you too that in Pennsylvania-

Mr. BROWN (interposing). You don't mean that employees earning
under $2,500 a year would have to pay taxes too?

Senator MYERS. Certainly they would. They would pay probably
20 percent less in taxes than they are presently paying.

Mr. BROWN. They then would save 20 percent?
Senator MYERS. Twenty percent. That is just the percentage.
I am interested in dollars and cents, because the idea is and has been

advocated, that if we reduce taxes then there would be more money
to spend. Now, whether it be inflationary or not, aside from that, it
has been said this would help the average workingman. He would
have more money in his pocket with which to buy the products of
industry.

Mr. BROWN. Wouldn't a man making $2,000 a year be paying under
the present taxes 20 percent of his income in taxes, and that is $400
a year? Isn't he relieved under this l aw?

Senator MYERS. No one is relieved of taxes by this bill.
W1r. BROWN. $400 a year is an awful lot to a man earning $2,000.
Senator MYERS. No one earning $2,000 pays that much in taxes now.

If he hits no dependents he pays. $285; and this bill would save him
only $57 per year. Depending upon the number of his dependents
he now pays comparatively less than $285,or nothing at all.

Mr. BROWN. That is in the low brackets?
Senator MYERS. I do not say there should not be some tax reduction,

but when we are in a period of our highest national income, I have
grave doubts that this is the time to reduce taxes. This would not
give the average taxpayer much more purchasing power. Take
Pennsylvaiia-

Mr. BROwN. You are just talking about the $2,500 bracket. You
are forgetting the fellows below that, that are relieved of taxes.

Senator MYERS. They will be little better off.
Mr. BROWN. Twenty percent on $2,000 is an awful lot for a man

making $2,000. If a man making $2,000 does not pay any tax because
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of his family relations this year or next year he is saving $400 of his
income.

Senator MYERS. On that subject, Pennsylvania just imposed $140,-
000,000 of new taxation on its citizens, so after this saving of 54 cents
a week on income tax, the average taxpayer in Pennsylvania might
lose half that much in our State in new State taxes.

You know in the State of Pennsylvania they have increased taxes.
Mr. BROWN. Yes, sir.
Senator MYERS. And they increased taxes on cigarettes and soft

drinks?
Mr. Biowi. Yes sir.
Senator MYERs. if a fellow smokes a pack of cigarettes a day and

drinks a bottle of pop, he would be giving the State almost half of
his 54-cent weekly saving in income taxes under the tax bill, the aver-
age taxpayer that is.

I doubt very much if the tax bill is going to put much purchasing
powver in the hands of the consumer.

You also advocate repeal of the seventeenth amendment?
Mr. BROWN. Yes; I would like to see Senators elected by the

legislatures.
Senator MYERS. In that case I do not know whether I would be here

or not.
Mr. BROWN. I think you would, Senator.
Senator FlANDERS. I would like to make an observation. I have

been very much impressed with the high caliber of men in the Senate.
I did not have the opportunity of being here 25 years ago when they
were elected by the legislatures. I have talked to some who knew
about conditions at that time, and vhether the thing is right or wrong
in principle, I have had judgment given to me by several people that
the caliber of the Senate is as good now as then.

Mr. BROWN. I am not reflecting on the personnel of the Senate. I
am reflecting on the method of doing it.

Senator FLANI)ERS. Yes.
Mr. BROWN. If you will remember in our Constitutional Convention

in Philadelphia that thing was argued for some time. The idea was
to put Senators above direct responsibility to the people and make
them represent the States, so if there were any crazy ideas going
around they would not feel influenced by that thing when they were
coming up for election. They were responsible to the State itself
rather than the voter direct.

That is what I would like to do.
Senator FLANDERS. I have seen, however, a most intensive barrage

on the part of people who elected the Senators, particularly in con-
nection with the labor bill, and it seems to me that the record for
independence in the face of that powerful drive was pretty good.

Mr. BROWN. I think it was excellent. We may not always have that
type of Senator.

Senator MYERS. I wonder if they got as many letters as we get now?
You have referred to subsidies, grants, and loans. Will you be more

specific?
Mr. BROWN. I think the Federal Government has no right, and I

think it is poor policy for it to put through a housing bill such as my
dear friend Senator Taft, is. endorsing, and I have great respect for
him, too; or a medical bill and things of that kind.
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I think they are entirely local matters and should be left to the
communities or the States.

It is only saddling more and more expense on our citizens.
Senator MYERS. What about the aid-to-education bill?
Mr. BROWN. I think that ought to be out, too.
Senator MYERS. What about flood control and rivers and harbors

work?
Mr. BROWN. That is the Government's job under the Constitution.
Senator MYERS. What about flood control?
Mr. BROWN. If it is under Government control, as most navigable

waters are, yes.
Senator MYERS. We only started that 10 or 11 years ago, generally.

Is that a move in the right direction? Do you think we should spend
hundreds of millions in flood control?

Mr. BROWN. Whatever is done it should be connected up with your
responsibilities under the Constitution.

Senator MYERS. And what about social security?
Mr. BROWN. I do not believe in it. conducted by the Government but

by the States.
Senator MYERS. What about unemployment compensation?
Mr. BROWN. I agree with it.
Senator MYERS. Do you think it should be extended?
Mr. BROWN. No.
Senator MYERS. I notice Mr. Hoffman, who is president of the Stude-

baker Corp., stated the CED advocated the extension of unemployment
compensation as far as practical to all workers. He says unemploy-
nent compensation "gives people the confidence in continuity of in-
come which is so essential to the achievement of greater stability in
our economy."

Do you think we should stop where we are?
Mr. BROWN. I think we should stop where we are. I believe in it,

but I believe we have had about enough of that sort of thing.
Senator MYERS. What about the Federal Government's airport pro-

grain wherein States and municipalities have such a large share?
Mr. BROWN. I have not discussed that or thought about it. I think

we can go too far.
Senator MYERS. What about the school-lunch program?
Mr. BROWN. I think that ought to be out, that is the local govern-

ment's responsibility.
Senator MYERS. I am asking about these matters because I think

they are basic here. You think the Government might well be in
some and you think it would be well out of others.

You spoke of the shrinkage of domestic demand. Do you object
to price control?

Mr. BROWN. Yes, sir.
Senator MYERS. Price controls are all off with the exception of rent

control.
* I questioned a witness this morning on rent control. He frankly.

said that in the city of Chicago there is a decrease in the building of
lower-priced homes, and there is an increase in the construction of
more expensive homes.

He also indicated there was a decrease in construction of apart-
ment houses except where the Government is participating in the

65210-47-pt. 1-15
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low-rent housing. That is a very dark picture to me because, as you
know, in Philadelphia we have a shortage of homes. I was wonder-
ing, if we should continue with rent control beyond February, if we
would find ourselves still short?

Mr. BROWN. I feel if you took rent controls off, youri housing prob-
lem will be solved in a couple of years.

Senator MYERS. By what?
Mr. BROWN. Your housing problem will be solved. Take off your

rent controls. They will be solved in a couple of years if you do that.
Senator MYERS. What happens to the tenants in that couple of

years?
Mr. BROWN. Some of them will suffer, but all of these houseowners

and property owners are not heartless, as you know.
Senator MYERS. Of course not. They are human.
Mr. BROWN. They are human, but they are not heartless. A lot

of them are not going to gouge other people any more than they would
with rent control.

Senator MYERS. You saw what happened to rents last year when
rent control was off for about a month.

I saw instances where rents were increased not 15 but 100 percent.
We know the law of supply and demand usually gages prices.
Mr. BROWN. Yes.
Senator MYERs. There is a tremendous shortage in houses and

apartments. That is true?
Mr. BROWN. Yes, sir.
Senator MYERS. And prices rise, then, if the law of supply and

demand governs.
Mr. BROWN. That is right.
Senator MYERS. Do you not believe that in that 2-year period you

just mentioned there is going to be a lot of hardship?
Mr. BROWN. Some, but we cannot get away from some people hav-

ing hardships.
Senator MYERS. You do not believe the Government has any respon-

sibility in that field at all?
Mr. BROWN. Not the United States Government.
Senator MYERS. What about the State government ?
Mr. BROWN. That is up to the local people.
Senator MYERS. Would you advocate the city of Philadelphia doing

it?
Mr. BROWN. If the city wants to do it, but not the State.
Senator MYERS. What is the difference?
Mr. BROWN. A lot of difference.
Senator MYERS. Well, what is the difference?
Mr. BROWN. You have too big an overhead. The people do not get

the benefit of the money you are spending. It goes into the big
bureaucracy.

Senator MYERS. You are not opposed to rent control in principle?
Mr. BROWN. Yes; I am, in principle. Not during the war:
Senator MYERS. I think you said it should be in the nature of a.

rent-control board.
Mr. BROWN. I said the city should build houses if they want to. I

do not think the National Government should.
Senator MYERS. Well, it seems to me, Mr. Brown, you recognize~

only two alternatives, either a socialistic controlled. ec~mQmy,. as you.
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call it, or a completely fluid economy, one that allows the law of sup-ply and demand to govern regardless of the resulting inflation re-gardless of short supply and great demand.
Mr. BROWN. Right.
Senator MYERS. Do you think that we are going to be able to main-

tain this system of free economy and free enterprise?
Mr. BROWN. I have enough faith in the common sense of the great

majority of our business people that they are not going to work and
kill the goose that lays the golden egg.

Senator MYERS. You referred to the 1929 depression. You blame
it on the stock market.

Mr. BROWN. It was the stock market. It was not the price situa-
tion, or commodities or food.

Senator MYERs. Whatever it was we had no controls then. I am
not advocating new controls at the present time. I do advocate the
continuation of rent control and such other controls that are necessary
to safeguard our economy, but at that time, before 1929, we had no
controls; Government did not touch the life of the average individual
except through the postman when he delivered a letter, and yet we
had a complete "bust."

In your statement on page 6, in answer to question 6:
As about 90 percent of the cost of any manufactured article is made up ofwages and taxes, the present method of wage setting will some day bring anotherdepression.

You indicate that was not the case in 1929, that was not the cause
of the last depression.

Mr. BROWN. No; but we can have a depression similar to that.
Senator MYERS. What is this percentage method of wage setting?
Mr. BROWN. What page are you referring to? Maybe I can find it

quicker.
Senator MYERS. Page 6, Mr. Brown, question No. 6.
Mr. BROWN. I am referring more to taxes than wages, because I

probably-.
Senator MYERS (interposing). I misunderstood you.
Mr. BROWN. I want wages to be fluid and I do not want them to

be set by law.
Senator MYERS. They are not today.
Mr. BROWN. They are not. You have a 40-cent minimum today

and there is a bill being considered at the present time raising it in
the House by a subcommittee.

Senator MYERS. I was coming to that.
Mr. BROWN. That is what I mean by wage setting. I do not believe

]n a minimum or maximum.
Senator MYERis. You are opposed, and you condemn the Federal

Government fixing a minimum wage at 40 cents an hour?
Mr. BROWN. I do not think 40 cents means anything, but when

they go to 60 or 70 or 80 cents it means a lot. It is going to set
our economy in a vise.

Senator MYERS. Were you in favor of the 40-cent minimum?
Mr. BROWN. I was not at that time, but it is a different time, and

40 cents then and now is different.
Senator MYERS.. You say you were not opposed to it then.
Mr. BROWN. I was.
Senator MYERS. Oh, you were?
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Mr. BROWN. Yes; 60 or 65 cents-
Senator MYERS (interposing). Your 65 cents today does not have

the purchasing power of 40 cents in those days.
Mr. BROWN. Probably not, but some day it is going to have a lot

more, but you propose setting a higher minimum. We may have to
cut our wages very severely in the future in order to do business, if
we are to keep people employed.

Senator MYERS. Have you experienced, as I have, Mr. Brown, the
fact that some industry is moving away from Pennsylvania to other
areas of the country?

Mr. BROWN. There has been some moving away-not very much,
but there are none coming in.

Senator MYERS. Why do you think industries, particularly in your
field of textiles, are moving away from New England and Pennsyl-
vania to other areas of the country?

Mr. BROWN. For several reasons. One is State taxes. Another is
climate and another is the fact they feel they will get a better labor
market.

Senator MYERS. Meaning at lower wages?
Mr. BROWN. A lower labor market-that is what I meant to say.
Senator MYERS. There are some chiselers, but few industries pay

less than 60 or 65 cents in Pennsylvania.
Mr. BROWN. Very few.
Senator MYERS. Very few. Do you not think we in Pennsylvania

mav be losing industry because some other area of the country is paying
much lower than 60 cents an hour?

Mr. BROWN. No; I do not think it is 60 cents or 40 cents. That has
nothing to do with that. When I say high wages, I am thinking of
high cost.

S§enator MYERS. Wages are a large part of the cost?
Mr. BROWN. There are some areas in this country where you get

more cooperation from your employees than you do in Pennsylvania
and that means cheaper cost of maintenance.

Senator MYERS. I think we h~ave had a very good record in Penn-
sylvania.

Mr. BROWN. We have an excellent record.
Senator MYERS. In Philadelphia we have a record of less man-hours

lost than any city in the United States.
Mr. BROWN. Particularly in New York, Chicago, and Philadelphia

there is a tremendous let-down in the efficiency of labor. No matter
what you pay them, you are still too high in cost figures and you cannot
reduce your cost out of something else.

Senator MYERS. Then you do not believe that industry has left the
northeastern section of the country because of the low wage rate they
might enjoy in some other section of the country.

Mr. BROWN. I do not think that is the one factor.
Senator MYERS. You think it is a contributing factor?
Mr. BRowN. I think it is a contributing factor, but not the one

factor.
Senator MYERS. In your own plant?
Mr. BROWN. We are not moving away from Pennsylvania.
Senator MYERS. You indicated in your own plant the efficiency has

been rather high.
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Mr. BROWN. That is right.
Senator MYERS. And yet you tell us the efficiency in other segments

of your own industry, or in all the industry, has not been improved.
Mr. BROWN. That is correct.
I do not have a friend, that I know of, in any industry-and I have

quite a few in Philadelphia, and around the country-who is not com-
plaining about the efficiency of his labor. When employees are working
they are not produciig what they did before. Many of them do not care
whether they come.to work or not. They take days off whenever they
want to. This is a continual complaint from many of my friends.

Senator MYERS. Mlany of the witnesses from whom we have heard,
and many of the people to whom I have talked, have indicated there
has been a general improvement in the productivity and efficiency of
labor.

Mr. BROWN. I hope there is. I have not heard it anywhere among
my friends.

Senator MYERS. Why is it that your plant should be running 5
percent above prewar level and no other plant is in the United States?

Mr. BROWN. I do not know that no other plant is, but I hear an
awful lot of complaint. We have a very good labor situation in
our plant. We have confidence and work together.

Senator MYERs. What concerns me is the fact that when we sent
out a questionnaire to secure a cross-section picture from industry,
agriculture, and labor, each individual reporting was quite bullish
as to his own business.

Mr. BROWN. Is that so?
Senator MYERS. Profits were going to be fine, but he was not quite

as bullish as to his own industry or as to business in general. It
was a dark picture.

Mr. BROWN. I am just the reverse of that.
Senator MYERS. In your plant efficiency is very fine and in all other

plants it is bad. Is that your view?
Mr. BROWN. So I hear.
Senator MYERS. We have heard from some witnesses that efficiency

and productivity have improved since 1946.
I did not mean to take so long, Mr. Brown, but I do want to ask if

you are here on behalf of the Pennsylvania Association of Manu-
facturers.

Mr. BROWN. I am not.
Senator MYERS. In your own capacity?
Mr. BROWN. In my own capacity and for my own firm.
Senator MYERS. Thank you.
Senator FLANDERS. Mr. Huber, have you any questions?
Mr. HuBER. The Senators have asked my questions of Mr. Brown,

almost.
I wanted to ask you this: If a community has a slum district that

has existed over the years and it is a festering sore in the community
leading to juvenile deliquency and other things associated with such
conditions-poverty and so on-and private industry cannot or will
not take steps to remove that condition, do you not think the Federal
Government has an obligation to move in?

Mr. BROWN. No; I think it is the city's obligation or the State's.
Mr. HORER. The city or the State?
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Mr. BROWN. It should be the city first, or the State. I do not
think the National Government ought to interfere in municipal affairs.

Mr. HUBER. Would you advocate the elimination of Federal insur-
ance on bank deposits?

Mr. BROWN. The Federal Deposit Insurance Corporation?
Mr. HUBER. That is right.
Mr. BROWN. I think you could eliminate thkt very easily today be-

cause of the control of the Federal Reserve on these banks and the
close watch they put on them.

Mr. HUBER. Do you think that was a factor-the absence of that in
the days of the last depression, of the bank failure?

Mr. BROWN. I think it helped at that time. I do not see why it
should be continued.

Mr. HUBER. Now on expenditures, I agree with you that every pos-
sible saving should be made in Federal, State, and local expenses.

How do you feel we can at this time reduce Government expenses
when, for instance, your own State of Pennsylvania, I am informed,
and I know it is true of my State of Ohio, have submitted the highest
budget estimate in the history of those two States?

Mr. BROWN. I think they are doing that because of a great many
things that were neglected during the war, particularly roads and
bridges.

Mr. HUTBER. I think testimony has been given here that material and
labor costs of industry are up about 80 percent. Is that not also true
in the case of the Government having to buy a truck or hiring a stenog-
rapher?

Mr. BROWN. Yes. We have too many stenographers; too many em-
ployees. I think there is a lot of duplication of effort in our National
Government also.

I was looking over something here the other day. It is put out by
our chamber of commerce. There are no less than 39 Federal agencies
lending Government funds:

Three Government agencies engaged in deposit insurance; 34 en-
gaged in acquisition of land; 16 in materials and construction; 28 in
welfare; 14 in forestry matters; 4 in bank examining; and 65 in
gathering, statistics. It causes an awful lot of expense.

Senator FLANDERS. Would you solve that problem by consolidation?
Mr. BROWN. By consolidation-and abolishment.
Senator FLANDERS. Which would you do?
Mr. BROWN. Both.
Mr. HUllER. How about our foreign commitments and the size of the

Army and Navy, Mr. Brown?
Mr. BROWN. Well, that is something I have not gone into and I

would not like to make any expression on that.
I feel that we have got to have a proper defense corps in our midst

where we need them.
Although I am a member of the Society of Friends, I believe in

universal military training, not to the limit that the Army is trying
to get it, because I am afraid they will set up too big a military
oligarchy. It should be more simple. I served in the First World
War and my son served in the Second World War, although we are
members of the Society of Friends.
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Mr. HUBER. Inasmuch as the Society of Friends has rendered great
service in the rehabilitation and relief service in Europe, your people
advocate some relief in Europe.

Mr. BROWN. Absolutely. Our firm just has given to the Society
of Friends some $9,000 worth of wool fabrics to send over there.

Mr. HUBER. That again is going to take a lot of money.
Mr. BROWN. Yes, but I would not advocate increasing Government

contributions to the same relief. I think it ought to come from
individuals.

Mr. HUBER. You do not mean the Greece-Turkey loan?
Mr. BROWN. I am not talking about that. I am talking about the

United States Government contributing large sums of money to the
Society of Friends Relief Service to help those people out. I think
that is something for individuals and business to do.

Mr. HUBER. No'w the amount of money appropriated for Veterans'
Administration is second onlv to that for the armed forces.

I recall it is between $7,000,000,000 and $8,000,000,000. Do you see
anyway of making a cut there?

Mr. BROWN. Not under the laws and promises you have made so
far to the veterans. You have got to play in good faith with them.

Mr. HUBER. Do you feel a grateful Nation could do any less than
live up to the contracts and promises that we have made?

Mr. BROWN. We must do that.
Senator FLANDERS. Well, Mr. Brown, thank you for your answers

to all of the questions that have been asked.
We congratulate you on running a business well.
Mr. BROWN. I do not know whether we are running it well or not.

We are losing money this year trying to keep our prices in' line.
Senator FLANDERS. Your human relations are working well anyway.
(Whereupon, at 3: 35 p. in., the committee adjourned until 10 a. m.

Tuesday, July 8, 1947.)
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CONGRESS OF THE UNITED STATES,
JOINT COMMITrEE ON THE ECONOMIC REPORT,

Washington, D. C.
The committee met, pursuant to call, in room 357, Senate Office

Building, at 10 a. in., Senator.Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), O'Mahoney, Myers, and

Sparkman, Representative. Huber.
Also present: Staff members, Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.'
The CHAIRMAN. The committee will come to order. Our first wit-

ness this morning is'Mr. Matthew Woll, representing the American
Federation of Labor. You may proceed with your statement, Mr.
Woll.

STATEMENT OF MATTHEW WOLL, WASHINGTON, D. C., REPRESENT-
ING THE AMERICAN FEDERATION OF LABOR

Mr. WOLL. Mr. Chairman, free enterprise together with all other
democratic institutions now faces the challenge of totalitarian institu-
tions with a centrally controlled economy. The American Federation
of Labor in supporting the enactment of the Employment Act of 1946
had as our purpose the conservation and development of free enter-
prise as an expression of American democracy.

In the economic field free enterprise conforms to the basic principle
of democracy, the inherent dignity of each human being which entitles
him to his personal rights so that he can make decisions determining
his life. From the beginning employers have benefited through free
enterprise but workers as individuals rarely shared in these benefits
until they organized in unions and collectively demanded their right
to negotiate a contract specifying terms and conditions under which
they worked.

We hold that whenever persons cannot promote their welfare and
seek their happiness as individuals they have a right to form an
organization to achieve these purposes. - Such voluntary organiza-
tions seeking legitimate ends are free to carry on their work in such
ways as they deem most effective. We have al ways felt that voluntary
organizations were best adapted to deal with economic situations and
problems which require immediate decisions based on economic and
production data. Political procedures with final reference to votes is
quite foreign to the precision, timeliness, and the final 'reference to
economic experience required for economic procedures.
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Our present-day economy is so interdependent in all its production
relationships, decisions in production and trade so dependent upon
credit and money controls, and conditioned by tax policies and the
interaction of legislation and governmental administration upon our.
free enterprise, we obviously have to develop a way of cooperation
between the private organizations governing our economy and the
political agencies determining our laws and political strategy or the
jurisdiction of Government will increase. That, we believe, is the
road back to the loss of personal rights and to political absolutism.

Take from the employer the right to go into a business of his own
choosing and into which he can put all of his creative ability to operate
at profits that will keep the business going, and assure him and his
family good living with opportunities to develop, then initiative and
self-dependence are curbed. To be sure, the man must take a risk,
but risk is the price of self-dependence.

Take from the wage earner the right to seek a job of his own choos-
ing and to make a contract with his employer through his union, to
which he delegates responsibilities for promoting his welfare, and that
worker's initiative and self-reliance are curbed. This worker also
takes risks in insisting on his rights and his gains, but in taking respon-
sibility he develops as a worker and as a citizen.

In planning for economic stability with maximum production and
national income we must preserve those institutions adapted to the
development of free citizens, our most important national asset. Fed-
eral planning must not degenerate into Federal dictation. We ask for
coordination of existing and similar agencies to make cooperation
between public and private agencies possible, with joint sharing in
discussions, joint agreement on policies and procedures, and joint
concern for administration.

Practically everybody agrees upon the need for balance in our econ-
omy and the need for maintaining balance in adjustment to higher
level. I hope that all functional groups-farmers, workers, employers,
and consumers-as they organize, can agree that the way forward is to
provide key information that will measure the results of joint work,..
and serve as the basis for determining shares in the returns on joint
work.

I hope that all can agree to include in our ethical standards for busi-
ness the right to informed accounting for all who carry on a business
enterprise, whether they be stockholders, executives, management, or
the production force.

Honest distribution necessitates supplying to each group informa-
tion on purchasing; overhead; depreciation; reserves; costs of pro-
duction; salaries of executives; taxes; compensation for office staff,.
production staff, and stockholders; returns from sales and other
sources; gross and net profits. At the present time, in the majority
of business enterprise, unions have to resort to all kinds of methods:
to find out their employers' ability to. pay. One large information
company has refused to serve the American Federation of Labor with
financial information of this nature. This customary information
any business enterprise can secure through its banker, who wants to be
be reasonably sure accounts will be paid. Why should it be refused
unions who, want to know if it is good business for them to ask for a
wage increase?
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In asking for access to information as a basis for collective bargain-
ing, we are not asking for trade secrets or similar material that is
clearly private property. We ask for information on the productive
use of the investments of functional groups cooperating in an enter-
prise.

Developments along these lines would prevent the situation we now
have in which wage earners are the only functional group that has not
had its share of national income raised in proportion to others; on the
contrary it has dropped in proportion to others; on the contrary it has
dropped, and is a threat to stability.

The American Federation of Labor has long held that wages are
payment for work and services and that they should be raised in pro-
portion to employers' capacity to pay increases and never lowered
to the point where workers cannot maintain at least prevailing stand-
ards of living. We have increased wages by reducing the work hours
per week without reducing earnings. Back in 1924 we added to our
wage principle the following:

Social inequality, idustrial instability, and injustice must increase unless the
workers' real wages, the purchasing power of their wages, coupled with a con-
tinuing reduction in the number of hours making up the working day are pro-
gressed in proportion to man's increasing power of production.

During the war wage rates were frozen while Government agents
devised formulas and fringes to increase earnings to compensate for
price inflation. Support for farm prices on a number of commodities
and parity based on years when farm productivity was lower than now
raised farmers' incomes and increased prices of food workers must buy.

Workers now have to spend an increased proportion of their earn-
ings just for food. We remember the misfortunes of farmers after the
First World War and realize that they want better homes and more
opportunities. So do wage earners, and they constitute a large part
of the consumers that must buy the products offered on the markets.

Wage rates need corrective readjustment upward and we hope that
some prices can be correctively readjusted downward. We think bal-
ance in the economy also needs corrective adjustment downward of
some profits.

These suggestions are based on national figures or national averages
which show trends. However, such figures give no clue on how to go
about changing the conditions that brought these results. Formulas
to redistribute national income by taxation or borrowing for national
spending is not the way to maximum production, with maximum em-
ployment at maximum rates of pay. To tackle that problem there
must be action by the self-starters in each business enterprise.

We have submitted to this committee in written form detailed and
specific answers to the questionnaire addressed to President William
Green on June 12. I would like to comment briefly on the problems
outlined in this questionnaire.

It is my understanding that this committee is charged with the duty
of developing governmental policy to prevent or alleviate economic
depressions. As indicated by your questionnaire it is obvious that you
are deeply concerned with the present relationship between wages,
prices, and profits and their effects on continuing full production and
employment.



232 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

The American Federation of Labor is convinced that the feast-and-
famine policy of American industry which in general has allowed
prices and profits to climb to such unprecedented heights that con-
sumer buying power is dangerously lagging will inevitably lead to
economic recession unless corrective action is taken immediately.

We do not mean that in the case of each individual firm, prices, and
profits are exorbitant while wages are depressed. However, when the
actions of each segment of our economy are added up, the aggregate
figures have startling implications. Let me illustrate:

1944 was the wartime high point in income payments to wage and
salaried workers. Since that time wage rates have sharply risen, but
wage rates are illusory things. Because of down grading, shortened
hours, and shifts to lower-wage industries, average weekly earnings and
total income payments in the form of wages and salaries dropped
appreciably since that time.

Average weekly earning for factory workers were $47.50 in Janu-
ary 1945, the wartime peak.

The CHAIRMAN. Is that 1945 or 1946?
Mr. WOLL. It is 1945.
The CHAIRMAN. It is 1946 in your prepared statement.
Mr. WOLL. It should be 1945.
After a severe drop from this level it was not until April of this

year that average weekly earnings again reached this amount.
Department of Commerce figures indicate that income payments in

the form of wages and salaries dropped from $116,000,000,000 in 1944
to $105,200,000,000 in 1946-a decline of 9.3 percent.

But during this same period between 1944 and 1946, net income to
proprietors jumped 25.3 percent, from 24.1 billion to 30.2 billion dol-
lars; interest and net rent jumped 22.6 percent, from 10.6 to 13 billion;
and net corporate profits jumped 21.2 percent, from 9.9 to 12 billion
dollars.

These figures give some indication as to who was responsible for the
increase in the consumers' price index of 23.9 percent between 1944
and May 1947.

Obviously we do not contend that business could operate without
making a profit, but we do contend that many segments of industry are
following a price-profit policy that is rapidly pricing their products
out of the market and must inevitably lead to production cut-backs,
uneniployment, and eventual recession.

If business as a whole could realize such .large profits in a year
characterized by vexing reconversion problems and price controls dur-
ing the better part of the year, either profits must boom to unprece-
dented heights in 1947 with a consequent bust or a new lower price
policy must be instituted with more reasonable profits but a continuing
strong, stable, mass market.

We may well ask ourselves what keeps eniployment and production
at current high levels if prices are completely out of line in propor-
tion to consumer purchasing power. There are two powerful but
highly artificial and temporary forces that have served to bolster pro-
duction. First, private gross capital formation has reached heights
unparalleled in our history as industry builds new plants, expands
facilities, and replenishes inventories.

Second, we are exporting and giving away abroad, billions in ex-
cess of our imports. In the last quarter of 1946 private gross capital
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formation, including net exports, was running at the rate of 37.9 billion
dollars a year as contrasted with 3.6 billion in the first quarter of 1945.
Such a condition cannot exist indefinitely. Once reconversion de-
inands are met new capital formation will level off at much lower
figures and a balance of trade must be established eventually. If in-
dustry is to continue operating at its present high capacity, domesticpurchasing power must be built up and maintained in the hands of the
American consuming public sufficient to support full production at
home and an expanded, but balanced foreign trade.

The CHAIRMAN. Do you mind an interruption there, Mr. Woll?
Mr. WOLL. Not at all.
The CHAIRMIAN. You include in the so-called "gross capital forma-

tion," also net exports.
Mr. WoLL. Yes.
The CHAIRMAN. Of course, most of the exports are paid for out of

taxes.
Mr. WOLL. That is true.
The CHAIRMAN. We are paying four billion or so this year for ex-

ports, consequently if we did not have exports we would have four
billion more purchasing power at home.

Mr. WoLL. Yes, Mr. Chairman, there is no question about that.
The CI0AIRMAN. So that condition reduces the purchasing power

at home by that much. We will have that much less to sell people at
home.

Mr. WoLL. But whatever foreign trade we have, today is an un-
balanced situation.

The CHAIRTMAN. Oh, yes.
Mr. WOLL. And eventually it must be balanced. Of course, it is

true that a great deal of what we are exporting today is paid for by
the Government.

The CHAIRMIAN. What you are saying, though, is that the present
rate of production is abnormal for several reasons. One is excessive
capital formation; the other excessive export trade that cannot
normally be maintained at that rate.

Mr. WOLL. Yes. There will be, however, a depression in that export
market eventually.

The CHAIRMAN. Perhaps not as large. Billions are prett big fig-
ures we are dealing with here. You may proceed, Mr. Woll.

Mr. WoLL. As indicated wage and salaried workers are not even
holding their own in sharing the national income, yet they have in
the past constituted 75 percent of the purchasing power for consumers'
goods and services.

The answer does not lie solely in higher wages, but in industry
returning to the almost forgotten American tradition of mass produc-
tion at lower unit costs and lower prices for an ever-increasing market.

I would like to dwell for a moment on this question of whether
prices should be brought down or wages brought up as the solution to
our present economic instability.

It is possible that with the release of price controls, prices would
have skyrocketed even if there had been no wage increases in 1946,
because of the scarcity of consumers' goods in comparison to the pent-
up demand created by 4 years of production for war uses.

The first round of wage increases after VJ-day were more than
wiped out by the sharp rise in consumers' prices. Between VJ-day
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and December 1946, prices rose 18.5 percent while gross hourly earn-
ings in manufacturing industries rose only 11.8 percent. Thus was
created a situation in which purchasing power could not be sufficient
to maintain full production and employment in the long run. How-
ever, the second-round wage increases this spring have not been accom-
panied by price increases. These wage increases have served to take
up the slack and offset the danger of a sharp collapse of economic
activity. The result has been healthy for the economy as a whole.

However, it is unrealistic to assume that all prices should be main-
tained at their present levels and that the slack should be taken up
entirely by wage increases. In the first place prices and profits in
some segments of industry are not excessive, and wage movements
in one part of industry are to a certain extent reflected later in a gen-
eral wage movement across the board in all industries. Thus, ex-
tremnely sharp upward general wage movements not only take the slack
out of high price-profit industries, but squeeze the low price-profit
industries so that their prices must be raised.

For that reason it is the feeling of the American Federation of
Labor that moderate increases in wages in 1947 accompanied by a price-
reduction policy industry by industry according to their ability to
lower prices will assure continuing prosperity with high levels of pro-
duction and employment. It is obvious that a wage policy that would
attempt to keep wages up with the soaring price of food is not sound.
Food prices must come down. Further, a wage policy that made
price reductions impossible would militate against the workers' own
interests by devaluing workers' insurance policies, fixed social-security
benefits, and fixed pensions for their older members.

The unbalance in the present price, profit, wage relationship should
be adjusted through a combination of wage increases and price
decreases.

There is an aspect of present industrial practice that I feel should
be considered by this committee. Labor has been the popular scape-
goat for all our economic ills. Yet in many cases high prices appear
to be the result of deliberate high-cost practices of industry.

For example, labor is blamed for keeping the cost of building mate-
rials high. However, lumber workers in the mills and woods are only
partially organized. In the South, where organization of lumber
workers is slight, the average mill rate in the fall of 1946 was only 64
cents per hour and the average rate throughout the country was less
than a dollar an hour. In spite of this lumber prices are exorbitant.

Deliberate high-cost methods are largely responsible. In the Ar-
kansas area our people reported last fall that lumber producers were
cutting small and high-unit-cost timber at a time when they.could sell
at high prices. They are deliberately allowing the mature, large
timber to stand until competitive conditions return so that they can
then cut this good low-unit-cost timber to sell at lower prices.

Next, I would like to point out a few of the effects that increasing
food prices may have upon labor relations and the economy generally.
During a period of inflation labor is hard pressed even to obtain wage
increase commensurate with the increase in consumers' prices.

Wage demands since VJ-day are not as some would believe, the ne-
farious inventions of unscrupulous antisocial labor leaders; they are
a reflection of rank-and-file demands for the wherewithal to pay 98
cents a pound for meat and $5 apiece for shirts.
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The American Federation of Labor is very much concerned about
the .direction of food prices in the next few months. We had hoped
that optimistic forecasts of food price declines of 10 percent or more by
the end of the year would prove true. Not only is food the first essen-
tial to life itself, but it constitutes more than a third of the wage-earn-
er's budget. If food prices continue upward rank-and-file worker
pressure for wage increases will be inevitable.

Because of the effect of the adverse weather conditions on crop yield
for 1947, this country's extensive foreign commitments coupled with
high domestic demand might conceivably force prices for foods to even
new heights. Even at present food prices the farmer and grocer are
depriving the producers and sellers of nonfarm commodities of a large
share of the buying power in the hands of consumers. Such a diversion
of purchasing power may have serious implications for the mainte-
nance of "full" production and employment in all segments of industry.

As pointed out earlier, income to wage and salary workers did not
increase between 1944 and 1946, yet food prices lhave jumped from an
index of 136.1 in 1944 to 188.0 in April 1947. By deflating to 1944
prices and applying the food standard advocated by the. Heller com-
mittee of the University of California to the actual expenditure pat-
terns discovered, by the Bureau of Labor Statistics in 1944, it is
observed that all the four-person urban families in the United States
with more than $2,350, or more than 80 percent of these families, were
spending enough to maintain the Heller standard. However, by con-
verting the Heller standard to present prices we see the picture exactly
reversed. If four-person families continued to spend the same amount
on food as in 1944, only those with incomes in excess of $5,750 would.
maintain the Heller standard.

More than 80 percent of the four-person families would have inade-
quate diets. *We have observed that family incomes have not risen.
When income remains constant and the price of an essential goes up,
one of two things must happen. People buy less or discontinue other
alternate expenditures. People must eat to live, so you may be sure
it is the producers of nonagricultural commodities whose sales must
suffer.

Producers and distributors of food have it within their power to
show self-restraint in price policy for the good of the economy as a
whole. It is to these parties that Congress must look for effective
action.

As specific recommendations to achieve the purposes of the Em-
ployment Act of 1946, the American Federation of Labor suggests
that this committee, together with the President's economic advisers,
proceed along these lines:

Supply organized functional groups with the national data avail-
able, with industry break-downs where possible. Request these groups
to convey information to their appropriate subdivisions, with requests
for suggestions and plans for improvements, along with reports of
what has been done.

Conferences between Government fact-finding groups, statisticians,
and similar persons from industry and worker groups, to agree upon
key information and record keeping. Also to recommend what data
the Government should gather, what data private organizations
should provide, and methods of coordination of the work.
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The Government should secure the cooperation of economists now
working in the field of business cycles and coordinate information by
grants for additional data, and then make useful data available for
guidance of business.

You will note, of course, the recommendations of the American
Federation of Labor are based within our concept of maintenance
of our free-enterprise system. They do not call for legislative enact-
ment, but rather for a more centralized, fact-finding system, cooperat-
ing with industry, labor, farmers, and so on.

The CIHAIRMAN. Mr. Woll, you have referred to the difficulty of
getting information, and you emphasize the needs for it. I have had
the impression that so far as large companies are concerned, you
could get that information from statistical services or reports of the
Stock Exchange. Of course, there was a dispute last year about
General Motors giving advance information, which I think was per-
haps a little different question, but is there difficulty today in getting
reports of corporations?

Mr. WOLL. There is difficulty encountered; yes. Of course, there
are instances where we have no difficulty, but in general there is an
adverse attitude on the part of management to the giving out of
information.

The CHAIRMIAN. I think the City Bank report, which comes out
every month, gives practically the profits up to date of many corpo-
rations.

Mr. WoLL. Those reports are disputed when we go into collective
bargaining with the industry. They are not accepted at all as accurate.

The CHAIRMAN. Can you get their reports filed with the New York
Stock Exchange? Aren't they open to inspection?

Mr. WOLL. I don't think so. Of course, I don't know what this
new labor law, the Taft-Hartley law, provides in that connection, be-
cause that provides also for information as to that phase.

The CHAIRMAN. Of course, there is corporate information given to
the New York.Stock Exchange and the Securities and Exchange Com-
mission, and if you wanit more information, we ought to have a way to
get it.

Mr. WoLL. How can we determine what should be done?
The CHAIRMAN. I am speaking now as a practical matter. It seems

to me that I, as an investor, say, could get that information. I don't
quite see why, if I can get it, the labor unions cannot get it, so far as
the past quarterly reports on what has actually happened. Of course,
what is going to happen, that, I think, is conjecture.

Mr. WOLL. That is a different thing. They are not asking for con-
jecture; they are asking for an actual report. We find great difficulty
in getting reports from some of these private fact-finding organiza-
tions that at one time did furnish us reports, upon the plea that the
corporate enterprise has denied them those reports.

The CHAIRMAN. Well, I think you ought to get them, because I had
the impression that anybody that wanted to get reports of what has
happened in any corporation could pretty well get those reports
through stockholders if not otherwise.

Senator O'MAsioNEY. Will you be a little more specific, Mr. Woll,
with respect to the denial of information to the Ajuerican Federation
of Labor? Who was it?

Mr. WOLL. Dun & Bradstreet.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 237'

* Senator O'MAIHONEY. At one time were you able to get this infor--
matio1n?

Mr. WOLL. We were able to get information at one time,, but that in--
formation has been denied since.

Senator O'MAHONEY. Did you pay for it?
Mr. WOLL. Yes.
'Senator O'MAHONEY. And your application for information to Dun

& Bradstreet was made as a client seeking to pay for the information?.
Mr. WOLL. Well, I could not answer specifically on that point, but

the information was available through Dun & Bradstreet but it is not,
available today.
*Senator O'MAHoUEY. Well, before we form a judgment like that, let.

us know whether the American Federation of Labor was willing to:
pay for the information or not.

Mr. WOLL. I presume that as president of the Union Labor Life In-
surance Co., if I wrote for information to Dun & Bradstreet I would
get it that way as a client. We- believe, however, that the informa-
tion ought'to be made available to the Government.

The C11AIRMAN. There are a good many closely held corporations.
where I suppose the information is not available. I will agree to
that. There are some very closely held family corporations that sellf
no stock and have no occasion to make reports to SEC or otherwise,.
and I have thought that there was a gap there on the information.
necessary.

Mr. WOLL. I had occasion to attend a meeting of the investors group.
in New York City within the past 2 months, and the tenor of that-
meeting, as representing investors in corporate enterprises, was that
they were unable to get the necessary information, and that corporate.
management was even holding necessary information from stock--
holders.

The CHAIImDAN. But not legally, because stockholders have the right:
to get it. They can go to court to get it.

Mr. WOLL. I know. Of course, that is another thing, going to court,
to get it. But I am speaking now of this meeting held in New York'
City, attended. by over 200 people-fully 500 people-the tenor of that-
whole meeting was-mind you, they represented stockholders-their-
complaint was against management not giving them the iniformation.
that they ought to be given.

Senator 0MAHONEY. What information could be supplied by the.
Bureau of Labor Statistics, by the Department of Commerce, by the
Federal Trade Commission, and by the Securities and' Exchange Comi-
mission that is not being supplied now? My impression is that those.
four agencies do gather an immense amount of material; in fact, so}
much that it is a problem of analysis more than anything: else.,

Mr. WOLL. Well, -our difficulty, however, is in getting' the break-
down on those analyses. They are generalized statements that we get,,.
but we do not get the break-down of industries as to their profit and'
their prices and sales. Then we feel, too, that industry- labor, finance,.
and agriculture should be brought more closely' in. contact with each-
other and the Government itself.

The CHAIRMAN. Of course, under this act, there is no doubt that the.
present economic advisers on this committee ought to have full data
and information on the corporate facts to which you. refer, and we cer-
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tainly will look into the question and see that we get it. You think
that the public ought to get it?

Mr. WOLL. I certainly do. We feel that then you have the power of
public opinion upon industry and not legislative dictum.

Senator O'MAHONEY. Mr. Woll, I notice in one of your statements
at the beginning of your testimony-I will read from page 2:

Take from the eniployer the right to go into a business of his own choosing,
and into which he can put all of his creative ability to operate at profits thatwill keep the business going and assure him and his family good living with
opportunities to develop-then initiative and self-dependence are curbed.

What are the obstacles that you see now to an employer going into
business who desires to?'

Mi. WOLL. That statement is not intended to state that there are
obstacles to anybody entering into business today. As a matter of
fact, we want to affirm the right that exists, but in affirming the right
on the part of management or capital, we want to affirm alike the
right on the part of the worker. That paragraph is not at all to be
interpreted that there are obstacles, excepting, of course, the usual
obstacles that a man has in getting the necessary finances to go into
business.

The CHAIRMAN. Mr. Woll, what is your view on the proposal for
an increased minimum wage as the background of the general econ-
omvy? What is your thought on that?

Mr. WOLL. I think the minimum wage today is too low. I think it
ought to be increased, because I think the cost of living, the cost of
everything, has gone up considerably. What was a fair minimum
standard several years ago is today no longer fair but is an unfair
minininum standard, and as long as we have adopted the policy of a
lninimrim standard it ought to conform to developments that have
taken place in our economic life since that time.

The CHAIRMAN. What is your view as to how far we can go in
increasing the minimum wage? How far can we push wages up
without creating unemployment? I think we can do it some, but
I am wondering how far we might go.

Mr. WOLL. Well, certainly, the present minimum wage standard is
extremely low, and it is difficult to see how anybody could possibly
live under such a standard.

The CIIAIRMAN. Well, general wages, average wages, outside of the
minimum wage, have increased, we will say, 50 percent at any rate-
in fact, probably more-would you say the minimum wage should
be raised more or less in the same proportion as the wages of other
workers?

Mr. W LL. I did not come prepared to argue the question of the
minimum wage, because I understand that is before another committee.

The CHAIRMAN. I have a question here that Mr. Patman sent word
that he wanted someone to ask, so I will ask it for him:

Ask this question of 1Ir. Woll: "Are you informed of the rule of the New
York and San Francisco unions that only sons of a photoengraver are eligible to
become apprentices in the trade?"

Mr. WOLL. What was that question, Senator?
The CHAIRMAN. Are you infornmed of the rule of the New York and

San Francisco unions that only sons of a photoengraver are eligible to
become apprentices in the trade?
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Mr. WoLL. In connection with the rule adopted by our New York
local union, we had the ratio of 1 to 7 apprentices. Because of the
war situation there was created a considerable shortage of manpower
in the industry. Our local union constantly liberalized its apprentice
ratio, so that today the ratio, I think, is about 1 to 4 instead of 1 to 7-
practically doubled it. The last change made was the adoption of a
rule that the apprentices that could then come in should be confined
first to the sons of those in the industry, to give them the first chance,
but that was only for those additional apprentices to come in for the
enlarged ratio. There is no such permanent rule. That was just for
the immediate situation. And, of course, bear in mind too that even
under that rule we have what we call "floor boys," that are waiting
for their time to come in as apprentices, and all those floor boys have
prior consideration after being indentured to the trade.

I dare say that the ratio in our industry as a whole, prior to the war,
was something like 1 apprentice to 10 journeymen; today, because we
have liberalized our rules, the ratio is about 1 to 6 throughout the in-
dustry. In other words, our industry, contrary to the implications
that we are placing restriction on apprentices, has gone the other way
round, because we realized that if we starved industry, ultimately we
would end our opportunity for employment.

Does that answer your question, Senator?
The CHARMAN. It is not my question. I only asked it for Mr.

Patman.
Mr. WoLL. But for San Francisco I cannot answer, because I don't

know. I don't think they follow any such rule, because it is not in
keeping with our international laws.

Senator O'MAHONEY. Can you say as much for the general run of
labor unions?

Mr. WoIL. I would rather have them speak for themselves on that
question. I think some organizations have been equally liberal, and
I imagine others have not.

Senator O'MAHONEY. There has been testimony before this com-
mittee in succeeding sessions to the effect that the average age in the
building trades in Chicago was something over 50. My recollection
now is the figure given was about 54. I recall that when the Public
Lands Committee was investigating the coal-mine disaster at Centralia,
testimony was presented that the average age of the coal miners in that
mine was 56 or 57, and the average over-all age in that mining country
was about 51. Do you know whether or not that is reasonably true of
other trades?

Mr. WOLL. I could not answer that definitely, but judging from my
own trade, the average age has also increased in recent years in that
connection-that is, until we brought in the new blood which has re-
duced, of course, the average age of our membership. But you must
bear in mind that the war came on and took all the young fellows out
of the industry, and naturally brought the average age higher than it
had been before, by reason of that. A number of those men have
never returned. Others have returned but they cannot follow the
vocation they followed previously, and some are not inclined to follow
that vocation. As a matter of fact, I think today the tendency is for
every father to have his son not follow a trade, but to enter the pro-
fessions, which I think is an extremely dangerous situation developing.
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All of these factors, I think, account for it, but I imagine the implica-
tion is there that you feel some rule of the union is responsible for it.
I cannot see that at all.

Senator O'MAIoNEY. That is precisely the point I wanted to bring
out. Your testimony is that the union rules are not responsible for
the raising of the average age?

Mr. WOLL. Take it again in my own organization. We used to
have an apprentice indentured after he had reached the age of 16;
today we have no apprentice applicants coming in the first year at the
age of 16. He will be about 20 or 22, because school attendance and
other factors enter into that phase, but not the union rules.

Senator O'MAHoNEY. It raises a question whether or not we are
to depend for workers upon new emigrants into the United States, or
whether we are going to have to raise the standards of employment
and wages and work, so as to make the trades more attractive.

Mr. WOLL. I think, of course, we ought to make the trades more.
attractive. I think that is one weakness in our whole economy. But'
in the matter of training you will find the youth entering industry
today is better qualified and equipped mentally to grasp the trade or
calling than the boy was in former times.

Again reverting to my own industry, we find the boys coming into
the trade today are better and more proficient than the boy in other
days, and so it is with management. The boys receive more intensive
training and a number of trades require the boy to go to school.

I do not think we. are lacking in that regard, but I do think we are
lacking in the respect that our trades are not more attractive.

Senator O'MAIIONEY. You refer in your paper, I think indirectly,
to the need for expanding production?

Mr. WoLI,. Yes, sir.
Senator O'MAIhONEY. Do you care to make any comment from the

point of view of organized labor upon the frequent assertion that
organized labor keeps the rate of production down?

M4r. WOLL. I think that is entirely fallacious. You may find some
examples, I agree, to give validity to that report, but I say, in general,
that is not true.

You hear a great deal about bricklayers. I had occasion to ask
Mr. Gray, the then secretary and treasurer of the bricklayers' organiza-
tion. He advised, yes; the bricklayers are not laying as many bricks
as previous to the war, but that is not due to any trade-union restric-
tions, really, or rule or regulation.

First of all, you must consider the kind of brick being laid. Then
again the question arises, is the brick to be laid for supporting steel,
or facing wall? Then again the question comes up whether there is a
straight wall or windows or doors, all of which affects the number of
bricks to be laid in a given situation:

Then he said a contractor in Denver, Colo., who had been furnished
150 bricklayers a little later came and requested 150 more bricklayers.
He wondered why. He sent a man to investigate. This man was
doing Government work. He did not care how many men he worked.
He wanted a large manpower supply. The 150 men were not kept
busy and when the other men were engaged they took it easy. They
have not yet come out of that situation fully and that, I think, is true
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of many other industries, but there is no union rule or regulation on
the point.

Senator O'MAIIONEY. May I ask you another question, Mr. Woll,
about the functions and the program of the Workers Educational
Bureaurof which you are the president?

Mr. WoLL. Yes, sir.
Senator O'MAHIONEY. What are its purposes, and what are they

seeking to do?
Mr. WOLL. To organize workers' classes and enlighten them. First

as to those who have not received any grammar school education, to
teach them history, economics, to teach them the fundamentals of
collective bargaining, and so on.

That is the purpose of the Workers Educational Bureau. Inci-
.dentally, to maintain our free-enterprise system.

Senator O'MAI-bONEY. *How many enrollees are there in that bureau?
Mr. WOLL. There are no particular number of enrollees in the bureau

%because these classes are enrolled by localities and communities, and
the bureau itself does not undertake to enroll anyone.

Senator O'MAI-IONEY. What I was driving at, have you any idea
'how many workers are taking advantage of the educational oppqr-
tunity?

Mr. WOLL. Quite many and different classes. We urge theinto take
advantage of the technical schools, and they are taking full advantage
of that. Then, too, we have the voluntary classes.

The International Ladies' Garment Workers carry on extensive
classes in workers' education.

I have never attempted to ascertain approximately the number of
enrollees in all these classes.

Senator O'MAHONEY. It seems to be a very laudable enterprise and
it could be utilized to the great advantage of the country as a whole.

Mr. WOLL. Of course, we are attempting to do the best we can
under the limited resources that we have at our command for the
purpose.

The CHAIRMAN. Any other questions?
Mr. HUBER. Going back to the question of an inecreased minimum

wage, do any members of the American Federation of Labor receive
less than 65 cents an hour?

Mr. WOLL. You mean do we have any collective-bargaining agree-
ments that call for less than that?

Mr. HUBER. That is right.
Mr. WOLL. I would not be in position to answer that because I do

.not know all scales involved.
Mr. HUBER. Would you think most of them receive more than that?
Mr. WOLL. I cannot conceive of their receiving less than the mini-

mumn wage standard.
The ClfAIRMIAN. The protests that I have received come very largely

from the laundry industry.
Mr. WOLL. Yes, sir.
The CHAIRMAN. Is that industry organized?
Mir. WOLL. It is partially organized but not thoroughly organized.
I presume in the laundry industry there are a good many. Do you

kiiow of any?
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Mr. SLAUGHTER (research staff, American Federation of Labor).
It depends on the part of the country in which they are located.

In the South, in Atlanta, Ga., a number of years ago they had an
extensive strike and managed to bring the price up 100 percent, from
18 cents an hour to 36 cents. That is true in southern laundries.

Mr. HUBER. Can you tell anything about Ohio?
Mr. SLAUGHTER. I think the difference would be somewhat greater.,
Mr. HUBER. You say in your paper prices can be decreased.
I would like to know what your comment would be in the case of

increasing the coal miners' wages. What effect would that have on
the price of steel and steel products?

Mr. WOLL. You mean the effect of the recent increase in miners'
wages?

Mr. HUBER. Yes, sir.
Mr. WOLL. I imagine it will increase the pr-ice of coal. I do not

know why it should increase the price of steel.
The CHAIRMAN. I am told it would increase the cost 70 cents a

ton for coal and the cost of steel about $1.10, or something of that
sort.

That does not say it cannot be absorbed. It at least provides for a
decrease and competition might bring that about in time.

Mr. WOLL. W1Tell, as I said, I presume there will be an increase in
the price of coal, but I do not see that there should be any in steel,
and I do not say that coal should absorb that.

Labor is the great item of expense. Still, it is not so high there.
The CHAIRMAN. Thank you, Mr. Woll.
Mr. Goss. I see that you have a statement of some 45 minutes and

Mr. Sanders has one of about the same length.
Do you intend to cover your whole statement or summarize it?

STATEMENT OF ALBERT S. GOSS, MASTER, THE NATIONAL
GRANGE, WASHINGTON, D. C.

Mr. Goss. I suggest we might save time if we were permitted to go
through with it.

We have had to ask Mr. Sanders to cover one feature of it.
The CHAIRMIAN. Very well.
Mr. Goss. We believe Congress acted wisely in creating the Council

of Economic Advisers and the joint committee to study their report,
for our economy is so complex that it must be viewed broadly. Piece-
meal legislation designed to cure some particular inequity is likely to
create some new inequity unless we build a well-coordinated economic
structure under which each segment of our economy can freely func-
tion to the best advantage with equitable compensation for the service
rendered. Even if such an ideal situation were actually attained,
constantly changing economic forces would soon throw it out of
balance, so we need continual study in as complex an economy as we
have developed to maintain it on a sound or even a safe basis.

The war has left us a greatly changed world. Shifts in produc-
tion, shifts in population, shifts in domestic and foreign trade, new
methods, and changed demands all contribute to outmoding practices
and laws designed to meet depressions or other conditions of the past.
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Foreseeing great change, 5 years ago the National Grange sought to
develop some basic principles that would serve as a guide to meeting
the vastly changed conditions we might expect in the future, and
set up three guideposts by which we measure any proposals for action
to determine whether or not they are sound.

Thesexguideposts are:
(1) All prosperity springs from the production of wealth, or any-

thing which retards the production of -wealth is unsound.
(20 The compensation of each should be based on what he con-

tributes to the general welfare.
(3) rThe prime purpose of government is to protect its citizens

from aggression-both physical and economic.
Guidepost No. 3 is very, general, and no doubt needs clarification

covering such sound public activities as education, support of roads,
and similar activities in which government can render essential serv-
ices to better advantage than is possible through individual effort, but
for our present discussion the simpler form will suffice.

Following this simple logic -we arrive at two conclusions as to basic'
objectives:

First, we favor an economy of abundance. Every step of progress
civilization has made has been, marked by a greater consumption of
goods and services. We have learned the technical processes of pro-
ducing an abundance in almost every field. We have not yet developed
a practical and equitable way of assuring that the abundance which
we create is maintained or distributed where needed, when needed,
and in such a wvay that the producers may receive adequate compensa-
tion to keep our whole economy in balance.

Second, we -want as little Government interferences as possible,
largely limited to preventing economic pressures or aggression which
might make it impossible to obtain the objectives just cited.

Senator O'MAHoNEY. Before you proceed, are we to understand that
you believe the Government should not adopt any positive program
about regulated production?

Mr. Goss. No; we do not mean that, Senator. We mean that the
Government should not take part in action agencies, or anv action
where that can be done outside the Government with equal efficiency.

Senator O'MAHONEY. In other words, you think the Government
should not invade the fields -where the citizens can operate to better
advantage than Government?

Mr. Goss. Where we can and will; yes.
Senator O'MAHONEY. But you feel there are fields in which Govern-

ment activity to promote possibilities of production must step?
Mr. Goss; I think that is fairly well covered as we continue on

through, Senator.
Senator O'MAIIONEY. -Very well.
Mr. Goss. Before proceeding further with the discussion we call

attention to two common errors which should be avoided.
First, in most statistical studies designed to measure equities between

groups, prewar comparisons are made and those are usually based upon
the last year of comparative peace-1939. From the standpoint of
agriculture this is grossly inequitable because farm prices were badly
out of equitable relationship with other prices in 1939 and were so
very low that agriculture could not maintain itself. The parity
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ratio stood at 77 percent in 1939. A few comparisons will illustrate
what we mean.

Senator O'MAHONEY. I want to interject there another comparison.
It is quite common in many fields to refer to 1939 as sort of a base
-year.

We should remember, however, that the receipts of the Federal Gov-
'ernment back in 1939 were scarcely as much as the interest on the na-
tional debt in the last fiscal year, showing that there has been a
tremendous change.

Mr. Goss. That is a very interesting point, and what we object to,
as I am trying to bring out, is that they compare agricultural prices
to 1939 when these prices were so very low that it took a good big
boost to get us up even to the cost of production.

In 1939 prices received by farmers were 5 percent below what they
Jhad received before World War I in 1909-14. On the other hand,
prices paid by farmers for commodities used in production and family
maintenance were 21 percent above 1909-14. With interest and taxes
included in items bought, prices paid were 24 percent above 1909-14.
'These figures show that farmers were receiving only -77 percent of
parity in 1939.

Contrast this with other industries which had largely recovered from
the depression by then, and it is easy to see why the comparison is
-grossly unfair to agriculture.

Senator O'AIHONEY. What is the source of those figures?
Mr. Goss. The Bureau of Agricultural Economics and the Depart-

ment of Labor.
While farm prices had gone down 5 percent, average hourly earnings

in'manufacturing industries had gone up from 21.2 cents to 66.3 cents,
-or over 200 percent increase.

Dividends of manufacturing corporations had increased 235 per-
'cent over the same period.

The annual per capita income for farmers was $150, excluding $23'in
Government payments, as compared with $663 for people not on farms.

Had almost any other period been used as a base the figures would
show that most other items have advanced as much or more than food.
For example, as of January 1 this year, using 1926-28. as a base, we
find the following increases:

Percent
Food ---------------------------------------------------------- _- 18.98
C lothing ---- ---- ---- ----- ---- ---- ----- ---- ---- ---- __ -_ -__ 35.638
Household furnishings…---------…-…-…-------- ------- --- ---------- …S. 09
Miscellaneous items…----------------------------------_______________-49. 68
Hourly wages…95--7------------------------------- ----- 95.7

The discrepancy is even more startling when the increase in income
-is measured in dollars.

The unfairness of the comparisons in the report of the Council of
Economic Advisers was called to the attention of the Council, which
readily admitted the prejudice created by using such figures, and prom-
ised to study the posssibility either of developing some other basis of
comparison or the use of some equalizing factor which would prevent
such distortion.

Second, the error generally prevails of feeling that we can secure,
and maintain equitable relationships by law. This is only partially
true. About the most the law can do is to afford protection against
unfair practices or aggression of various kinds.
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In a free economy, the desires of millions of men and women freely
exercised in their daily pursuits, determine what our economic rela-
tionships will be. We lay emphasis on the words "free economy" and
"freely exercised," for in a totalitarian state, or in a state where mo-
nopoly exists, in industry, labor, agriculture, transportation, or finance,
people cannot satisfy their desires freely.

In a truly free economy if conditions in one industry or one occupa-
tion becomes less attractive than another, people will shift to the more
attractive opportunity, and conditions will keep in balance, although
in agriculture the shift constmntly lags, and may bring real distress
before it is accomplished, due largely to heavy investments which
make shifts difficult.

It is not necessary to give any group any special advantage; in fact,
it is futile unless that advantage is maintained by continually increas-
ing props of one kind and. another leading directly to a controlled
economy. Usually all that is necessary is to prevent aggression or
unfair advantages which might be maintained by more or less monopo-
listic controls. If freedom from aggression, freedom to exercise choice,
and freedom to develop and use our own talents in our own way can be
asuled, -we need have little worry about the result.

With this background, we will turn to the questions as they appear
in the committee questionnaire and will attempt to answer them briefly,
then comment on the whole economic problem more fully, for we find
that the questions do not lead to a full discussion of the problem as we
see it.

Part 1, question 1:
Do you observe any indication that prices are at a level which endangers the

market, either because buyers do not have the means to maintain their former
volume of buying at this price level, or because buyers may deliberately withdraw
from the market? (If you would answer differently with respect to industrial
raw materials, or manufactured goods, or food, please indicate.)

Answer: We believe the market is spotted, with some prices too high
and others too low. On the whole we think our prices are too high
because we believe an economy of abundance will depend upon freedom.
to trade with the rest of the world, and we believe that our general
price level is getting out of proportion with prices which will prevail
in the rest of the world as conditions get back to normal. That portion
of the Nation's purchasing power represented by savings will probably
resist purchasing at levels substantially higher than those prevailing
when the savings were accumulated.

Part 1, question 2:
Do you regard the present level of wages and salaries in general as too high,

too low, or in proper proportion to other factors in the economy ?
Answer: Our answer to question 1 applies equally to question 2.
Part. 1, question 3:
What facts do you consider most important in judging the outlook for prices

and business activity in the country as a whole?

Answer: Among the factors most important to consider are: (a)
Equitable or parity relationships between prices of raw materials,.
labor, salaries, and income from industrial and service operations;
(b) foreign policy, particularly with relation to credits extended for
purchase of American products; (c) level of employment; (d) fiscal
policy particularly as relates to balancing the budget and other infla-
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*tionary controls; (e) individual savings; (f) volume of credit avail-
-able; (g) industrial earnings; (h) adequate transportation facilities
including changing regulations to step up use of freight cars.

One phase of our fiscal policy which should be carefully scrutinized
is the tendency to increase installment buying. Installment purchase

-obligations are sound so long as they increase the purchaser's earning
position or living conditions, and are within his capacity to pay with-
-out curtailment of other necessary expenditures. Installment con-
tracts which ignore these sound principles cause heavy loss to the
purchaser with proportionate loss to the total economy. Means should
'be developed for proper analysis and control of unsound installment
contracts through both voluntary controls by sellers and bank-credit
-controls.

Part 1, question 4:
What ratio of profits to investment do you consider adequate to provide industry

-with:
(a) A reasonable rate of return on invested capital?
(b) Adequate funds for new investment from earned surplus for productive

-facilities and working capital?

Answer: A reasonable rate of return on invested capital or on funds
for new investment would depend entirely upon the extent of risk
involved. Many factors enter into this risk, prominently among them
-being markets and labor relations. In paragraphs 51 to 58 we shall
-discuss a program under which losses from these two factors could be
substantially reduced.

Part 1, question 5:.
If a producer's profit margins are too high, would it be more favorable to stable

.high employment to adjust by lowering prices or by raising wages?
Answer: Ordinarily excessive profit margins should be reduced to

-maintain stable high employment. We believe such a condition pre-
vails at the present time. This will be discussed further in para-
graphs 51 to 58.

Senator O'MAHONEY. You mean by that it is your opinion profits
are too high?

Mr. Goss. Yes; in many lines, not all lines, but in many instances
they are.

Senator O'MAHONEY. Are you referring only to industrial profits?
Do you include service industries and profits of agriculture?

Mr. Goss. I would-say largely the industrial profits.
Senator MYERs. Would you include any food processes in that

answer?
Mr. Goss. I think there may be some in food processes; yes. I do

not know that I would be able to name them, Senator.
Senator O'MAHONEY. Have you any comment to make on the

proportion'of the consumer's dollar which goes to the farmer now?
Mr. Goss. When prices-are as high as they are now, the percentage

which goes for transporting the product from the farm to the con-
sumer out to go down. That varies so greatly that I have not
made an analysis of it such that I believe I would want to comment
on it, Senator.

Senator O'MAIIONEY. Very well.
Mr. Goss. Except to say that we have always felt the margin of

profit between the farmer and the consumer is too large. There are
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many ways in which it could be reduced with reasonable profit, wve
believe, for the handler.

You tempt me to mention an item or two, such as milk, where we
have such a tremendous production expense and receive less for hand-
ling, raising the milk, and putting it into the bottle than the actual
marketing of the milk from the dealer to the consumer.

Part 1, question 6:
Do you believe that wage agreements, following the pattern of those recently

made are desirable for industry generally, either on account of their effect on
consumer purchasing power, or because they maintain industrial peace at a
price not too high?

Answer: We believe that some of the recent wage adjustments are
out of proportion to the general wage level; that they represent ad-
justments to the highest-paid workers rather than those most needing
adjustment; that they have been inspired in considerable degree by a
desire to share in excessive profits which should have been reflected
in lower prices; and that they bear evidence of monopolistic control
rather than equitable bargaining based upon a well-balanced total
economy.

Part 1, question 7:
If such wage agreements are not generally made, do you anticipate serious

work stoppages in 1947? Can you suggest other ways to avoid or minimize them?

Answer: We anticipate serious work stoppages in 1947 unless both
labor and industry can be brought to the realization that their best
interests lie in a well-balanced total economy. The suggestion we
have to make will be made later in paragraphs 51 to 58.

Part 1, question 8:
If a sharp curtailment of food consumption in this country should become

necessary, because of a decline in crop yield or an increase in imperative de-
mands for relief abroad, should the readjustment be effected by letting prices
go high enough to curtail effective demand, by establishment of food rationing,
or in some other way?

Answer: If we have a decided food shortage such that food cannot
be bought at prices which will promote reasonably maximum produc-
tion without being exorbitant, rationing may have to be reinstituted.

,We believe, however, that if the Government, in connection with its
purchases for its military forces and world needs, would pursue a
sound policy in selecting foods in greatest abundance and avoiding
excessive use of foods in short supply, rationing could probably be
avoided. Certainly every effort should be made to avoid it, for we
could expect either tremendous evasion, or an enormously costly ad-
ministrative expenditure requiring many thousand enforcement
officers who might better be used in production. Price ceilings should
be resorted to only as a last resort to prevent profiteering. Price ceil-
ings without rationing are highly inflationary in character. We refer
the committee to the Grange policy on control of inflation adopted
in November 1941 which will appear as appendix No. 1.

Senator OWMAioNEY. Now all of those answers depend upon the
qualifying pharse with which you began "if we have a decided food
shortage."

Now what is your view as to whether or not there is in prospect
such a "decided food shortage"?
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Mr. Goss. America can raise ample food for our own needs and a
tremendous amount for export. Whether we have a shortage or not
depends on how much we export. That will depend upon what our
policy will be in our foreign relations. The world needs more food
than we have. I spent a few days in Germany last month and was
appalled at the need for food. We cannot supply that in total, Senator.

I think if the Government follows the policy of using those foods
which are largely in excess supply and avoiding those foods which
tend toward scarcity, that we can supply enough food so that there
will not be real suffering in the rest of the world and still have enough
so that we can avoid rationing.

It may be necessary to call for voluntary help, meatless days, and
"spare the wheat," or something of that sort, but I do not think we
are approaching the time when we need rationing.

Senator O'MAHONEY. Production of food in the United States is at
a very high level, is it not?

Mr. Goss. The highest level we have ever had.
The one sore spot is corn. We do not know what the corn crop will

be because that is one of our major crops-
Senator O'MAHONEY (interposing). The cause of that shortage is

the flood?
Mr. Goss. Floods, weather.
Senator O'MAHoNEY. But that does not depend upon the Govern-.

ment's policy?
Mr. Goss. No; but the Government's policy in the distribution of

wheat will be modified to some extent, no doubt, by the size of our
corn crop.

Senator O'MAHONEY. No doubt about it.
What I am driving at, the present outlook with respect to the food

supply in the United States is good.
Mr. Goss. It is very good.
Senator O'MAHONEY. Is there anything except weather that you

see ahead which is likely to reduce production of agricultural
products?

Mr. Goss. No; I do not see anything else ahead, Senator.
The farmers, of course, have had some reservations about extending

their capital investment, knowing that when the war was over they
might have surpluses in a number of lines, but I think they have
expanded just about up to their ability in spite of those fears. They
felt it was their patriotic duty, and Congress has given them assurance
through the Steagall amendment that they will have a certain amount
of protection, and I feel, if the time comes, Congress will take proper
steps to see that the protection is kept effective.

Senator O'MAHoNEY. Do you agree that the per capita consumption
of food in the United States is now generally higher than it ever has
been?

Mr. Goss. There is no question about that.
Senator O'MAHONEY. What is the reason for that?
Mr. Goss. I think people have got more money and are filling their

desires.
Senator O'MAHONEY. In other words, we have more employment

than we ever had before?
Mr. Goss. That is correct.
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Senator O'MAHONEY. And so, consequently, it would follow, would
it not, that full employment and well-paid labor constitutes the best
market for the farm?

Mr. Goss. That is correct, Senator; but I hope there is going to be
time for Dr. Sanders to give his testimony in full, because he has made
an extensive study of that problem, and I think you will find his
testimony most interesting aibd convincing.

Senator O'MA1.1ONEY. ROW, let me ask another question and I will
let you go back to your paper.

If the Government should follow a policy indicated by the Marshall
plan of trying to stimulate the war-ravaged countries to increase pro-
duction, what would be the effect of that upon our production?

Mr. Goss. The ravaged countries can increase their production very
materially and still take all the food we have to spare and can afford
to send them. Personally, I came back from my three trips to Europe
within a year completely convinced that we must stimulate production
of food and industrial production, and get those countries back on their
feet if we are to be assured of peace.

Senator OMAI-IONEY. Do you make any recommendations with re-
spect to that later in your paper?

Mr. Goss. Yes; I believe there are some.
Senator O'MAIHONEY. All right.
Mr. Goss. I would like to call attention to the appendix on page 34

of this little pamphlet.
Senator O'MAHIONEY. Have you copies of that?
Mr. Goss. Yes; and I hope the committee reads it.
(The appendix referred to is as follows:)

APPENDIX No. 1-REPORT ON INFLATION ADOPTED BY THE NATIONAL GRANGE
NOVEMBER 13, 1941

The right to store up the-results of skill and labor in the form of property
is fundamental to the preservation of the American way of life. One of the
greatest dangers this country faces is from inflation, which, unless controlled,
may destroy the foundations of our democracy. There are two methods of
control. First is the use of economic devices designed to lessen the pressure of
surplus income on inadequate supplies. Second is the arbitrary control of prices,
labor, rents, commissions, etc.

Among the economic devices are:
1. Encouraging savings and building individual reserves, to meet the shock

of postwar adjustments.
2. Increase in income taxation, coupled With efficient and economical admin-

istration of government, which will serve to retard inflation and prevent the
passing of an unnecessary debt burden to future generations.

3. Encouraging investment (by individuals in preference to banks) in govern-
ment securities which finance the borrowing from which employment and excess
income are derived.

4. Maximum production of all consumer goods, which can be produced without
hampering production of needed defense materials.

5. Restricting credit to productive purposes and sound investments in order.
to discourage speculation.

6. Voluntary reduction of selling prices, when increased volume results in
lower costs and increased profits. This will promote the benefits of a cycle of
plenty by reducing living costs, reversing the trend of the evils leading to infla-
tion, and laying a firm foundation for postwar adjustment.

If these measures do not serve to prevent prices advancing unreasonably, it
may be necessary to resort to measures of arbitrary price control. In that event
certain definite principles should be borne in mind:

First, some advance in price is a natural accompaniment of the great destruction
of wealth as a result of war. This advance is not inflation. It is an unavoid-
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able cost which all must bear. Any adjustments of prices, wages. rents, or com-
missions which relieve any group of bearing its share of the cost will result in
increasing the burden of others, and are unsound.

Second, any effort to increase profits because of the increased demand is
inflationary. If arbitrary-control is necessary, it should be limited to profiteering.

Third, if control is necessary, further than well-defined cases of profiteering
all should be subject to control, so that equity among all groups will be assured.
The administration of any price-control legislation should be vested in a board
with a chairman appointed by the President and any authority so granted should
be terminated as of a specified date.

Fourth, Congress should not allow the authority to fix prices to be vested in
any agency which is not constantly subject to congressional control. Congress
should require prompt reports on all actions of any price-control body and
should return to itself (1) the right to review and revoke by joint resolution any
order issued by such agency, and (2) the right to revoke by joint resolution any
powers thus granted to such agency. The unlimited right to control prices is
tantamount to the right to legislate.

Fifth, Congress should establish standards for the guidance of any priPe-control
agency and provide a court of appeals. The purpose should be to attain equitable
income and equitable relationships between groups. No group should receive
more or less than an equitable and just share of the national income. In the
consideration of farm prices, farmers should not ask more nor agree to accept
less than actual parity, but it is essential that a just rule be provided- for
determining parity. Some flexibility 'in administration will be necessary to
assure actual parity.

Three facts bearing upon agriculture's place in this problem should be kept in
mind.

First, Not once in 20 years has agriculture's income reached parity. On the
contrary, the farmers' proportionate share of the national income has declined
alarmingly, and substantial increases in prices are necessary to bring farm
purchasing power back to normal.

Second, With farmers receiving substantially less than half of the consumer's
dollar, there is no justification for passing on to the consumer any increase
further than the increase received by the farmer, unless justified by some other
valid cause.

Third, Agriculture, with its 6V2 million individual producing units, is the least
likely of all industries to exact monopolistic prices from consumers.

If farmers can get equitable prices for their products, they can and will produce
in abundance. If they cannot get adequate prices, exhortation to raise food to
win the war and write the peace will not suffice, not because of lack of will to
serve, but because of financial inability to carry on. The Grange, therefore-

1. Favors application of economic devices as the best means for holding down
inflationary tendencies.

2. Opposes arbitrary price fixing unless necessary.
3. If arbitrary price fixing becomes necessary, demands-
(a) That all groups be Included to assure equity,
(b) That the activities be devoted to preventing profiteering,
(c) That standards be provided, as far as possible, to assure equity for all,
(d) That Congress retain control.
The Grange will oppose arbitrary price fixing if these principles are not

complied with.

The CHAIRMAN. You may proceed.
Mr. Goss. Had the policies therein advocated been followed, we

would have had greater abundance and would have avoided much of
our inflationary trends.

Part 2, question 1:

Do you believe that the presentlevel of prices of agricultural staples is too high,
too low, or about right, to induce production of an adequate supply, but not an
oversupply of farm products? (If you prefer, limit answer to specific products.)

Answer: The prices of some commodities are too high and some too
low. Some are supported at unreasonably high levels by law and some
have inadequate protection. There is a great need for a sound modern-
ized parity formula which would help correct such maladjustments.
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Part 2, question 2:
What phases of the current agricultural situation, if any, do you consider un--

favorable to the maintenance of a high level of productive activity (either inx
agriculture or in industry) ? What should be done about them?

'Answer: Among many factors, we believe the following should be
mentioned as having a distinct bearing upon maintaining agricultural:
production:

(a) Foreign policy: There is great uncertainty as to what America.
will do toward furnishing food for needy nations.

(b) Uncertainty as to Government supports: We need a definite
policy with relation to Government supports and we particularly need
a new sound modernized parity formula.

Senator MYERS. Do you believe the Government should extend its
price-support program-beyond next year?

Mr. Goss. Senator, we have a very definite program with relation to
price supports which we call a stop loss floor program. That is a
support which would prevent the complete collapse of the market, but
not so high as to stimulate surplus production. That is a matter of
testimony of several pages before the Agricultural Committee last
April, and we would be very glad to furnish a copy. It would take
quite a little time to go into detail.

Senator MYERS. On stimulation of overproduction, I surmise there
is one item on which overproduction has been stimulated by the pro-
gram.

Mr. Goss. You refer to potatoes?
Senator MYERS. Yes.
Mr. Goss. I think potatoes is. an outstanding item.
(c) Labor unrest: Agriculture needs a dependable supply, of labor

which will not fail it through strikes or desertion at critical production
periods. It needs a price level which will enable farmers to pay bet-
ter wages and provide working conditions truly'competitive with those
of industry.

(d) Transportation shortages: We need adequate transportation fa-
cilities to move our crops where needed. Low freight-car-rental
values, faster movement of freight trains, and more stringent load-
ing and unloading regulations would temporarily help, -but basically
we need more cars.

(e) Fertilizer shortage could be relieved by more economic use of
Government-owned plants until normal expansion of manufacturing
facilities catches up with demand.

(f) Above all agriculture needs a nonagricultural labor policy that
will avoid getting industry and labor into a vicious cycle of raises
of first wages and then of prices, a policy that will promote maximum
output and result in the reduced prices that come from adequate sup-
plies.

Part 2, question 3:
If farm prices were to fall by, say, 20 percent, how much 'effect would you

anticipate: (a) On farmers' purchases of goods for consumption; (b) on their
purchases of equipment and investment in farm improvement; (c) on the amount
they would spend for hiring labor?

Answer:
We do not believe the question can he answered. Some prices are too high

and 20 percent reduction would have little bearing upon the amount of labor
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to be hired or the amount of goods which could be purchased. Other prices are
too low and a 20-percent reduction would mean bankruptcy for the producers. We
fear the question was framed under the assumption that the price level on all
farm commodities is now in equitable balance, which is not the case.

Basically, we believe we can achieve stable widespread prosperity
only through an economy of abundance. This implies the necessity of
developing a practical system of distribution which will enable such
an economy to function.

The problem both ,as to agriculture, and as to industry and labor,
naturally divides itself into two phases: What can we do for ourselves,
and what will require Government action? We believe that it is best
to do as much as we can for ourselves, even though Government action
may be necessary to provide aid and possibly incentives. Let us first
discuss agriculture.

Six million farmers, faced with many uncontrollable conditions,
cannot produce exactly the right amount of food and fiber the Nation
needs. If consumers are to be assured of an adequate supply at all
times, there will inevitably be many surpluses. Under our existing
marketing structure, these surpluses are used to drive down the prices
and thus to penalize the producers: of the abundance the Nation needs.
There are three major schools of thought as to the remedy.

The first would curtail production, so there would be no surplus to
drive the price down. This is contrary to our Guide Post No. 1, for
we cannot have prosperity without ample production of wealth and
if the producer of every commodity would follow such a course, we
would soon be well on the road to an economy of scarcity with high
prices and low consumption.

The second school would rely solely on the law of supply and demand
and when the supply is in surplus, would let the price go down in order
to discourage further production. This is the policy which led to
economic collapse in the twenties and early thirties. It may work in
theory, but in practice too many farmers are forced into bankruptcy
through such cruel and dilatory means.

The third believes that the market for staple farm products should
be supported at a price high enough to prevent the destruction of the
producer, but not so high as to prove incentive in character and en-
courage excessive production. It recognizes that there will be sur-
pluses and it develops means for taking these surpluses off the market
either by diverting them to other uses or finding wider markets for
them.

In this last field there is ample room for voluntary action. We re-
call one instance which illustrates the point. A surplus in sweet-
potatoes developed and the Government drew up plans for buying the
surplus and taking it off the market. An administrator was called in
to make the plan effective. His .first move was to get in contact with
usual channels of outlet and urge them to take as many as they could.
The result was that the surplus disappeared and no governmental re-
lief was necessary. Other surpluses have been moved in similar ways
by voluntary efforts of merchandising groups. Obviously we should
try to expand such operations.

We believe the Government could aid materially if a voluntary
organization were set up to which producers and distributors could
belong and join in pooling all the information available as to the
supply and demand of farm commodities.
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The facilities of the Deparr'ment of Agriculture should be made
available for assembling the data in proper form. A board of direc-
tors made up of producers, distributors, and Department officials
should then make recommendations to its members and to others as
to what items to push and what items to spare:

The CHAIRMAN. You still would have to use price to some extent as
a regulator of production?

Mr. Goss. Yes, indeed. Our flexible floor program recognizes that
price is a most important factor.

The CHAIRMAN. If you maintain prices you perhaps encourage a
production in excess of what you need. Maybe the public taste has
shifted from one thing to another and there is no longer demand for
one thing and production should be substantially reduced, yet, if you
maintain the original price you are likely to go on with your produc-
tion.

You are trying to alleviate the'effect of very low prices but not
entirely remove it.

Mr. Goss. I said just before you came in, Senator, in answer to
a question by Senator Myers, we believe in what we call a stop loss
floor, a floor which would not let the price be so high as to be an
incentive to overproduction. Then we believe in a flexible floor
which would help maintain prices, but if the supply became exces-
sive the floor itself would go down. We recognize price is a most
important factor. What we want to eliminate is a speculative market
which uses a surplus to ruin the producer of the surplus.

We have testified at considerable length before the Department
of Agriculture on that point and I would be glad to discuss it or
furnish a copy of the testimony.
- The CHAIRMAN. Probably the most important job before the Con-

gress next session is first to develop an agricultural policy and pro-
ceed with the 1948 policy.

I presume it will not be the province of this committee to do that,
but certainly the committee will be interested in it to the extent we
approach the problem.

Mr. Goss. I hope the committee will make it one of its primary
functions to push to a conclusion such a policy because we do not
believe we can have stable prosperity until the problem of agricul-
ture is actually solved.

However, it was not our purpose to go into details before this com-
mittee, but we will be very glad to do so if desired.

The CHAIRMAN. Where is your system spelled out?
Mr. Goss. I testified on that point before the House Committee on

Agriculture last April and they asked for further testimony partic-
ularly on our parity program, and we are now preparing testimony
on that.

I will be very glad to furnish the committee members copies of the
testimony, or comment on any phase of it at any time.

Senator O'MAHONEY. You feel, however, as I understand your testi-
mony. that the removal of an avoidable surplus from the market should
be by voluntary action and not by Government action ?

Mr. Goss. It may require Government action in spots. I am confi-
dent cotton and wheat will need it in certain instances. We feel there
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is room for great improvement in 'present practices in certain
commodities.

I cited sweetpotatoes. A few years ago we had a surplus of sweet-
potatoes, so a program was developed of supporting the market by
buying up surplus supplies. They called in an administrator, and
before actually starting to buy he got to nosing around and found
there were places where more sweetpotatoes could be sold through the
regular channels of trade and the first thing we knew the surplus
vanished.

We have found like situations in other lines. I have in mind in one
case a chain store was asked to take up a surplus of peaches. A. very
serious situation arose just before the new crop came on. There was
a tremendous surplus of canned peaches. The chain store had every
one of the clerks at the cash registers to suggest "Won't you have a
can of peaches?" Almost overnight the surplus developed into almost
a deficit.

I wish you would let me read this paragraph 45 of my prepared
statement and comment on it.

The public has no way of knowing whether the farmers or the trade
are long on peaches and short on pears, and takes no responsibility
for adjusting its buying to available supplies. It is influenced almost
solely by price and frequently price levels are too slow to reflect the
true situation. A concerted effort to move those items in long supply
and to protect those items in short supply would probably solve the
problem of surpluses in 75 percent of our commodities and possibly
as much as 90 percent.

Senator O'MAHONEY. What is the experience in the field where
farmers' cooperatives are operating?

Mr. Goss. They lhave done a great deal, but the actual, push at the
retail level has never been properly organized to push the things in
maximum supply and spare those things which are in short supply,
and what we are proposing is in addition to what we are doing, that
an organization in which the Government, the producers, and distrib-
utors are represented be set up to make a survey.
- Senator O'MAHONEY. How would such an organization be

supported?
Mr. Goss. I do not know. I assume it would be supported partially

by the Government and partially by membership fees,.but anyway it
seems quite apparent to us that, if such an organization could 'point
out to the retail trade that these items should be pushed, and those-
items should be spared, we think there would be greater stability
interjected.

Senator O'MAHONEY. Would not the reports of the Bureau of-Agri-
cultural Economics with respect to supplies if properly distributed,
be sufficient to afford at least the information upon which they could
voluntarily act?

Mr. Goss. I think the reports contain the information, but I think
they would have to have a pretty big staff of clerks in most of the in-
staances to read those reports and work out the program. It seems to
me that a group such as I mentioned would be in a position to make
definite recommendations of those items which are in the greatest
distress, and if it were made up of distributors and producers with
the Government sitting in in an advisory capacity, and furnishing
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the information, I believe most distributors would pay attention to it,
and would take proper steps to help equalize those difterences.

The CHAIRMAN. Would you not have a pretty constant opposition,
becaUse I remember in the World War Food Administration when
meatless days were suggested, if it brought about any meatless days
every stock grower rose up and said the price was not too high and
objected to the Government or any volunteer organization interfering.
Unless you have a pretty well prescribed set of prices I do not see how
you are going to work this without violent opposition.

Mr. Goss. I'do not think you need to tamper with the prices at all.
The CHADIMAN. Who is going to decide it?
Mr. Goss. This board of directors which is made up of Government

officials,. of distributors and of 'producers can determine quite easily
when there is a shortage or an oversupply of most c6mmodities, and'
all they have to do is to say we believe that this commodity is in a.
dangerous position of surplus. We wish you would push it. This com-
modity is scarce. The price is apt to go too high. Hold back on it.

I believe voluntary action can do a tremendous amount.
Returning to this case of the sweetpotatoes, the attempt was made

to correct it by price. They got in an administrator who believed a
little good salesmanship would help and it did, but the very next time
they had a surplus of potatoes, they did not let that fellow handle it
and the Government bought up the sweetpotatoes.

The CHAIRMAN. My difficulty is-who is going to decide if the price
is too low and there is a surplus or the price is too high and there is a
deficit?

* . Mr. Goss. I would not attempt to handle the -price at all. I would
point out there is a surplus.

The CHAIRMAN. The surplus would provide the price drop. S
obviously price is the element you are interested in.

Mr. Goss. It is to prevent a surplus which will destroy prices.
The CHAIRMAN. Yes.
Mr. Goss. But you take the canned peaches. There was not a word

said about price. They only said we have a tremendous surplus of
peaches. It is greater than we ever had. - They asked one of the
chain stores to push them, and they pushed them at the regular price
and the surplus disappeared.

The CHAIRMAN. Peaches are not such a necessity, but even in that.
case the fear was the price of the new peach crop would be too low.

Mr. Goss. Maybe that is it. w
The CHFAIRMAN. Perhaps a lot of consumer organizations would say-

it ought to be low.
It would seem to me you would have to have some fiogure which.

is more or less accepted as the low and high return. :ou have a,
flexible floor.

Mr. Goss. There might be some instructions to such a board that.
they should stay within certain ranges of support before they took
action. That would be quite possible, but the thing we are trying.
to do is to bring into play the proper use of salesmanship instead
of running to the Government all the time. We believe we can spare-
a lot of running to the Government if we can develop the mechanism
for maximum salesmanship and say, "this group is accumulating too.
many potatoes," or "this group is in short supply of oil seed" and,
then push one and spare the other. I did not use a very good example..
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The CHAIRMAN. All right, very well.
Mr. Goss. To make such a voluntary clearinghouse effective, a Fed-

eral charter would be needed not only to prevent duplication and
to assure widespread participation, but also to provide a legal back-
ground with fair and equitable rules for operation.

For those items which could not find an open market at remunera-
tive prices through the means suggested above, or otherwise, price
supports should be provided. If supports are contemplated, there
must be some way of measuring the level at which they should be
applied. The immediate need is a revised parity formula which would
provide an accurate measuring stick of agricultural, price levels.

In considering parity we must take care that we do not confuse
the measuring stick with the remedy to be used after the measurement
is applied. The parity formula is nothing but a thermometer to de-
termine whether farm prices are too low or too high in relation to
each other and to the rest of our economy. If the thermometer'shows
that agriculture has a fever, steps may be necessary to control ex-
cessive prices. If on the other hand the thermometer shows that
agriculture's temperature is below normal, other steps may be applied
to bring the price level up to a compensatory basis. Our present
formula is little better than none at all and because of its many in-
adequacies is resulting in supporting prices of some crops at far above
an equitable level without affording any protection at all to other
crops. We assume that your committee does not desire to go into
the details of the steps necessary to establish a new and sound parity
formula.

faving,.provided a sound measuring stock in the way of a parity.
formula-

Senator Q'MAHONEY (interposing). The main question that sug-
gests itself to me in connection with the recommendations you have
already made in this paper; namely, that the prices for agricultural
products should be sufficient to enable farmers to pay wages which
are competitive with industry-

Mr. Goss. That is correct.
Senator O'MAHONEY. That would, of course, necessarily greatly

increase the wage l4vel on the farm; would it not?
Mr. Goss. That is correct.
Senator O'MAHONEY. And if the 'wage level on the farm is in-

creased then, of course, the whole basis of the present parity formula
is knocked out the window?

Mr. Goss. That is right.
Senator O'MAHONEY. Therefore the new parity formula will neces-

sarily have to be based upon this new wage concept, or at least we
would have to take that into consideration; would we not?

Mr. Goss. Yes; I do not know just how to answer that question
without going into more or less detail.

We have proposed two types of revision. One is inclusion of farm
wages plus modernization of our present formula. Another is a
completely new formula based on parity income in which we believe
we can get a more accurate measure without the consideration of
wages or any base period whatever.

It is a little complicated. It would take perhaps 15 minutes to
explain it. 3
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The CHAIRMAiN. Does it have a tendency to make agridultur al
prices have some relation to industrial prices, or some relation to the
cost of production?

Mr. Goss. I would say it has some relation to both, and the theory
is just this:

As I explained in the paragraph I have read, you cannot change
a mani's desire by law. All you can do is to provide for a free
medium of exercising those desires, ahd if a man can do better by
wVorking for Wages in the city than on the farm, all things considered,
living conditions, everything that satisfies his desires, he is going
tb the city. We want freedom so people can move back and forth.
Over a period of years in our free economy, because it is a pretty
free economy, you would have movement from industry tb agricuil-
ture and agricultur e to industry, backward and forward. The
.measurement of that movement is the. measurement. of /the 'exercise
of their desires, and establishes a pretty good -relationship between
the value of the price level between industry and the price level be-
tWeen akiiulture.

No*, ~we have Woreked out a formula Which takes those measure-
ments of the past and applies themi to the future. It is all a bit cbm-
plicated. I have given it soineivhat in detail ih my testimony before
the Committee on Agriculture and they have asked I, go into greater
detail. I have in preparation quite a detailed brief upon it.

Personally I think it is better than modifying our preseit f6imula.
I think it is really simpler, but if the Congress does not agree With
it, we certainly urge that our present formula be modified- by includ-
ing farm wages and keeping it continuously modernized.

Senator MYERS. You mentioned there has been a flow firom the
farm to the city and the city back to the farm.

More of them are leaving the farms for the industrial sections, are
they not-,than those leaving the industrial sections toa retturn t6 -the
farm?

Mr. Goss. Yes; and they always will. Our birthrate is greater on
the farms than in the cities; that is one reason.

Senator MYERS. It seems there are some gentlemien farmers leaving
the cities.

Mr. Goss. That is true, but once in a while the trend goes the other
wityj as it did in 1933. We are not anxious to have the trend come
the other way.

Senator MYERS. This program which you outlined for us; you say it
should be a flexible program and a voluntary organization, but as you
go in and develop it, it seems to me that you are not only suggesting
that the Government participate in the organization but that the Gov-
ernment assist and help find the required answer which will necessitate
some legislation.

Mr. Goss; I think it will require legislation. It may require legis-
lationto permit Government action without being subject to the Sher-
man Antitrust law.,

Senator MYERS. The Government is going to do something more
than merely participate on a voluntary basis?

Mr. Goss. Yes; I think that criticism of my testimony is correct.
Senator MYERs. I am not criticizing, but commenting. It takes us

back to your thesis that we want as little Government interference as
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possible. All of us are sick of it, but when we get down to the specific
plans or suggestions that is where the Government comes in. We may
object-to the Government interfering in our own.plans and formulas,
but we.immediately suggest Government assistance or help or-inter-
ference, or whatever term you use.

Mr. Goss. In this particular plan which we have suggested I do not
think there would be much interference. The Government does have
the knowledge; it does have the statistical information. It would act
as sort of a clearinghouse between the producers and consumers, and
as Senator Taft has suggested, it might be well to say that this Board
(which recommends whether a crop should be moved, pushed, or
held back) should stay within a certain price range relating to parity.
In other words the Board would act only if prices were very high or
very low, not if they held within a medium range. The activities of
the board might be regulated in that way, but it would be more or less
statistical information and the means of bringing the various interests
together, the people that have the supplies and the. people that use
them, and say, "Here is what we have. Let us put them together."

Senator MYERS. -I trust yotV do not mind these interruptions as you 1
go along. It clears up the testimony.

You have just read a sentence on page 11:
Our present formula is little better than none at all and because of its many

inadequacies is resulting in supporting prices of some crops at far above an equi-
table levei without. affording any protection at all- to other crops.

I wonder what those crops may be.
- Mr. Goss. Well, I think potatoes is an outstanding example.

Senator MYERS. I was wondering if there were others.
'Mr. Goss. The price might be too high on corn.
Senator MYERS. I was referring to your sentence-
Our present formula is little better than none at all and because of its many

inadequacies is resulting in supporting prices of some crops at far above an equi-
table level without affording any protection at all to other crops.

I was wondering if there were some other crops included in that
other than potatoes.
: . Mr. Goss. I think that corn is too high, although the market is above
the support level.

Senator MYERs. I was going to follow with that.
Do vou believe the price-support program is responsible for the

present high prices of foodstuff other than potatoes?
Mr. Goss. There might be one or two items but not outstanding.
Senator MYERS. The prices are so far in excess of supporting prices

I fail to understand why there is so much propaganda and why so
many people believe higher prices for food are due to the support
program.

Mr. Goss. Market prices are above support prices on most items
and that is due to the high demand from Europe because we-have
more than we need if we do not export.

Senator MYERS. Potatoes is one single item, or at least the one out-
standing item.

Mr. Goss. I think so. You know the problem of shipping potatoes.
That is different.

The Grange believes in price supports at levels which will protect
the producer from ruinous prices.' The level of support with.relation
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to parity would probably vary with different commodities, but the level
should be established at a figure which will give such protection'with-
.out.proving incentive in character to the point of encouraging un-
marketable. production. We call this support a "stop loss floor."
In 'addition to this, in certain commodities we would recommend
floors of a flexible nature which would be adjusted annually,: based
upon the amount of surplus or deficit in prospect. We assume the
committee is not interested in the details. I suspect that is the wrong
assumption.

The CHAIRM31AN. We will go into that later.
Mr. Goss. Any system of marketing involving the use of floors must

have an outlet for commodities when the price falls below the floor.
Such an outlet involves the necessity of selling some of the commodity
-at less than the floor price.

1 In order to do this, a two-price method must be devised. For ex-
Afiple, if a floor, price of '$1 a bushel were established for wheat and
the price fell to below $1, a method must be devised for diverting part
of the wheat to feed or the manufacture of glucose, or some inferior
use, and distributing the loss by reason of such inferior sale among all

'the. producers of wheat. We call this a multiple-price system. We
-assume your committee is not interested in the details which would
'ordinarily be considered by' the Committee on Agriculture.

Those commodities of which we produce an exportable surplus fre-
quently find adequate markets in the free. markets of the world.
Where such a condition does not prevail, trade agreements may be
justified. Also steps may be justified for marketing foodstuffs in
cases of need at least than world figur'es. In either case the prin-
ciples of the multiple-price system may be soundly applied.

Turning to the problems of industry and labor, we find the condi-
tions quite different from those which prevail in agriculture as will
be'pointed out in the testimony of Dr. Sanders.

Theoretically, the law of supply and demand should control both
the prices and the supply of commodities and the wages and supply of
labor. In practice this is seldom fully the case. Since the war we
have 'witnessed a battle between labor and industry in which the forces
of competition have been' negligible, and in which the principles
have had little concern for the public welfare.

Labor saw industry taking advantage of short supplies and main-
.taining' price levels which yielded a tremendous increase in profits.
Instead of attempting to secure reduction in price levels, labor took
'up the battle' for' increased wages so that it might share in 'those
profits. There was no sign of competition in the decisions which
gave labor a tremendous'wage boost early last year and which touched
'off the whole inflationa'ry spiral. It was a known-down, drag-out
fight between a certain measure'of monopoly cpntrol by labor and a
certain measure of monopoly control by industry. The interests of
the public were never given serious consideration.

We hear much about collective bargaining as being the solution
for our economic ills. 'The fact remains that as long as labor and
industry engage in collective bargaining without consideration for
the welfare of the public, it is no solution. In fact, in some cases
where labor and industry have gotten together and deliberately raised
the price to the public, collective bargaining is a seriou's detriment
to the public welfare. It seems to us that some method must be worked
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out under which this constant spiral of driving up wages and prices
at the expense of the public must be brought under control.

In reading that I think I may have left the impression we are op-
posed to collective bargaining. We believe in collective bargaining
as the means of establishing the relationship between labor and in-
dustry, but as we have pointed out, collective bargaining fhat is against
the public is not solving our general economic problem.

One of the problems in connection with our labor-industry relations,
arises from deliberate restriction of pr6duction. During the war slow-
downs in production were openly advocated by certain unions, and
are still practiced partly as a means of spreading. the work and partly
.as a phase of a vicious campaign to create distrust between labor and
management. Industry has generally adjusted its price levels with due
recognition for the increased costs brought about by reduced pro-
duction.

On the other hand it .is ridiculous to maintain that prices are Aefi-
nitely controlled by free competition because in too many,-cases this
is not true. We have tried to assure effective competition through
the Sherman Antitrust Act but it has been only moderately successful.
We still have to maintain laws against usury although there is free,
competition. We still have to regulate railroad rates, insurance rates,
and a lot of other things, although there is free competition. If there
were actually free competition we would not see cases of corporations
making net profits of 30 percent, 40 percent, 50 percent, and sometimes
.100 percent in a year. A large part 'of industry is, still. charging as
much as it can get by with when it gets an opportunity to put 'the
general public in a "squeeze.'

We are well aware of the fact that industry cannot vary its selling
-prices month by month. Its profits depend largely upon the volume of
business, the rate of labor output, wages, and other items which are
not completely within its control. If prices are dropped because: a
heavy volume of business had made such reduction possible, it is not
easy to restore them when the volume falls off. We realize that the
price level must be geared more or less to normal conditions.

Senator O'MAHONEY. May I ask for a little amplification of the
concluding sentence of paragraph 55 which states-

A large part of industry is still charging as much as it can get by with when it
gets an opportunity to put the general public in a squeeze.

I ask that question because we feel from the testimony before this
committee and from other sources of information, that price is one
of the critical factors now. Therefore, if it be true, this committee
could bring out the important fact that a substantial part of business
is still charging all that the traffic will bear. For this reason, I ask
your amplification of that statement.

Mr. Goss. This statement is made, Senator, as a general statement,
because profits for industry in general have been very good for several
years. until this last year, and all the information I can gather is. that
profits during this last year have been far better than they have ever
been before.

Senator O'MATIONEY. There is not any question that profits in 1946
were very much greater than ever before.

Mr. Goss. Very much greater and the margins were much larger.
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I do not come prepared to cite industry by industry by margins, but
I think we have all seen statements of 30, 40, or 50 percent on capital
before.1946x,,and that is due very largely to the great volume of busi-
.negs.

When volume falls off those profits go down. and what-we are about
to propose is a method-

The CHAIRMAN (interposing). My recollection as to profits is that
the high rate goes to 12-or 13 percent. It may be an exceptional in-
dustry with 30, 40, or 50 percent.

Mr. Goss. An exceptional industry, Senator is what I am referring
to. There are large industries that have very much less than 12
percent.

What we are about to propose is a method which would result in
some type of automatic control of such a situation on a voluntary
basis.

Senator Mymis. Do you think over a period of a year there has
been the same increase in profits on agricultural products that there
has 'been in industry? Do you 'think, the same is true generally of all
agricultural products, that is, there has been a tremendous increase
out of line to some extent, as there has been in industrial prices a
. Mr.' Goss:d.6 think that is unquestionably true. I do think when
we can keep up high industrial production and high employment and
high agricultural production we will all have far greater profits than
the average profit, but I do think agriculture generally has had some
very veryp'profitable years.

Senator MYERs. According to BLS-taking the year 1926 as the
base, the wholesale annual price for all commodities other than farm
products was 91 in the year 1929. in March of '1947 it had increased
to 131. Farm products increased during that same period from 104
in 1929 to 182 in March of 1947, indicating that the over-all wholesale
price increase has -been greater in farm products than it has -been in
all other commodities.

Mr. Goss. That 'may be true. I am not in -position to dispute that
or affirm it.

Senator MARs. The source of these figures is the Bureau of Labor
Statistics.

Mr. Goss. I would like to have the committee feel that our sug-
gestion is not, to try to put agriculture in a parity position and say
everybody else-is a sinner, but we must all find means of equalizing
these situations and in this coming paragraph is a -proposal which I
think-can'be put into effect on a voluntary basis and have a real effect.

What we propose is a voluntary arrangement between labor and
industry which would meet these various conditions. If labor and
industry in a number of America's largest industrial concerns wvould
agree upon a program i-n which a ceiling would be placed on wages, and
u ceiling on industrial profits, with all -margins above such ceilings
divided between labor, industrial ownership, and the public in the
form of lower prices, with the major part of the saving going toward
reduction in price, our inflationary spiral would soon be put in reverse.

Labor, industry, and the public would benefit through lower prices.
Labor would benefit both in lower prices and in increased income
if it increased production, and management would share in such
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beinefits. '- Instead 'of'adjustin" . the priice structure, the savings mnight
well b&p'assed -on t6 the 'public in the form of patronage fef unds in
the case'`of' io'e in'duitries which, cannot adjust prices speedily. :

It seems to us that the interests of the public would be servefi'f
s'6me method jof 'econonic' regulation'such as this should be ado''ed
rather than expending so much effort to regulate mion6poly and:profit-
eering hii'dugh. punitive, m'easures. It seenis' to lus- that some' such
system"wduld largely eliminate the risks involved in capital'invest-
ment, the risks of unemployment, and the risks of inflation. It seems
to us that' it' would increase the purchasing powet of labor, the pur-
chasing power of the -general public, and would help to maintain
industry at maximum production levels with employment for all. It
sems tWi us that some such' sofft of economiic adjustment would remove
the ihce'ntive toward'iM-inopoly'and would put automhatic controls on
those phases of -our capitalistic system which are ,subject to the most
criticism: 'If all fhis'is'triue it 'eems'to us that'Congt'ess might Well
give consideration to' providing some incentive in the way 'of tax
adjustments, or in some other manner, to those ihdustries which
employ such a system operating in the interest of the public welfare.
The point might be raised that such a system, especially if 'a, tax
incentive were provided, would materially lessen the- recelpts of the
Federal Treasury from corporate income taxes. There is more truth
than merit in the suggestion.' Most corporations are mechanisms
engaged in the production of wealth. They add their taxes'to the
selling price and pass them on to the general public. 'The ,general
public would find it cheaper to pay a direct income tax'than the
indirect income tax paid by corporations after it has been compounded
through the processes of trade.

Senator O'MAHONEY. How would you propose that labor arnd in-
dustry should effect such a system?

Mr. Goss. Well, there -are a number of industrial-labor profit-shar-
ing agreements 'in effect now, Senator.

This 'would' merely bring the general public in by the recognition
of the fact that the lower the prices the more would be the consump-
tion, and the 'general effect upon the public would be beneficial.

Senator O'MAHONEY. Mr. McCormick, in announcing his formula
that any price is too high which can be reduced, stated that he thought
that the .program of management should be based on a recognition
of its social responsibilities to keep prices down.

Mr. Goss. To what?
Senator O'MAHONEY. To keep prices down, while increasing wages

and of course maintaining profits for industry.
Those three items are'the same three items you mentioned, but I

am wondering whether you propose an over-all system of this kind
for all industries or whether you mean rather a recommendation that
each industry itself follow the McCormick pattern.

Mr. Goss. It is the latter. The difficulty with the McCormick pat-
tern is that in some industries the volume is erratic. It is not possible
to adjust prices to the public as rapidly as might be desired, and we
suggest the patronage refund method as a flexible means of maintain-
ing fair prices, to be used only industry by industry on a Voluintary
basis.
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I have had the opportunity to' tallkit over with a number' of meu
in rather substantial industries, some of -our largest, and a number
have agreed if we would -all voluntarily do.- it, it would meet the
situation. 'a .

I do not know thaf Congress could do anything about it unless it
might be to encourage it through some tax incentive.

Senator O'MAHONEY. Wheln you talk about a ceiling on wages, a
ceiling on profits, you-speak in terms of a rigid formula which would
deny to industry the right to make more than a certain profit' and
would deny, to labor the right to get niore than 'a certain wage, but as
I understand your point of view, the division, of excess receipts or
excess profits should be made between the consumer, the worker, and
the owner by a'lowering of prices and a division of piofits somewhere.
How could you divide ex~cess profits with the-worker without' increas.-

in swages?' 'Would you give him a share in the profits'?
Mi~r. Goss.It wouIidbe a share in the profits under the proposal we

have made. -If the word "ceiling"spelled out-to you leaves the' impres-
sion that we mean compulsion, it is the wrong word to use.

Senator O'MAHONEY. That would be inevitable fr6m the use lof that
word.-

Mr. Goss. What we have in mind is a voluntary: arrangement', be-
tween management and labor under which management says we will
limit our profits to a certain amount and labor says we will not.ask
for'any increase in w-ages, and all earnings, above those.'limitations
would be divided three ways, part to labor, part' to mahf agement :or
ownership anid part in reduction of prices.

Senator. O'MAHONEY. What that amounts to is a profit-slia'ring plan:
for labor.

Mr. Goss. With the public cut in. That is the important part of it.
Senator O'MAHONEY. That is keeping prices down?
Mr. Goss. That is the important part of it.
The CHATiniAN. You sdemn to assume every company produces the

same. Suppose the -Republic Steel Co. says, "No; we are not going
to limit our profits the same as another steel company.. We are much
more efficient."

You have an industry where one cannot make any money and another
makes 50 percent. They have the right to the benefit of their efforts.
That is the-very basis of free economy.

How can'you devise a formula that will apply equally?
Mr. Goss. What we have suggested is a voluntary arrangement,

company by company. If the Inland Steel Co. were more efficient
than the United States Steel Co. and put on such a profit-sharing
campaign, it would certainly seem the purchasers of steel would find
it advantageous to buy from the company that was the more efficient,
and made refunds to purchasers on a patronage basis.

The CHAIRMAN. It seems the trouble is you are assuming an abnor-'
mal condition is a normal situation. Your proposal is a combina-'
tion. profit.-sharing plan' with a vohlutarily inposed' policy on the part
of management to use any excess profits in reducing prices'?

'Mr. Goss. That is correct. That is exactly what we are proposing.
The CHAIRMAN. There was a big concern last week who did criticize

this. Some people said they were pursuing what they called a 10-per-
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Vent policy, that i§, their cost plus 19 percent. That is the position
mpst automobile companies say they are in today. They are volunn
tarily imposing a low price on autqomobiles.

I.do not quite see-what we-can do a~bout At. We. can- promote the
idea, and I am eager to promote it, that a comrpAny should use its
profits to l-ower prices. There is no question about that.

Mr. Go, That is all we are pr"posing with this one exception
Sen~ator, that your committee give consideration to the possihility of
encouraging it through some tax incentive. We believe that type of
prqfit sharing, with reduction' pf'prices to the public as it can be
done, is:&he soliuition that we must eventually come to. Whether that
V'4n be done eptirely through competition we do not know.

The CHAIRMAN. The tax system, I believe, would be a restoration
of texcess-profts t,,apx. You wuld have to figsure up a higher tax

on profits over a certain something, whatever that something is.
Mr. Qoss. That is the only place we are suggesting the Congress

sJhoild t~lke action, and we do think it is worth your consideration.
Senator O'MATIONEY. You are recommending the restoration of the

excess-,profits tax?
Mr. Goss. I would not say thatlis the only way it could beodone. I

would not want to answer that without further study.
8enator O'MAioNEY. It is perfectly obvious that is the way of

tanli~ng profits.
Mr. Qoss. It is on~e way; yes. I would not want to pass judgment.
S~en~ator O'MAzoNEY. Your other suggestion is that there should be

a reduced rate of taxation for those industries which 'install profit-
sharijg systems with their worSkers and with the public?

Mr. Goss. Yes. I think Congress' greaitest concern is the public,
because the tendency is now to increase wages and increase prices and
we are in an inflationary spiral. We acre suggesting one means which
we think will solve it.

TheCHAPR3MAN. If you could restore a free competition that would
lower prices?

Mr. Qss. If wye can nma,1e free competition truly effective; yes.
The CHAiIRMAN. You are discouraged. I hope we can get back to

it some day.
Mr. Gos9s. I hope we can, but I do not think w-ve have.
SenatorPO'MAHoIEY. -Some timewmaybe the.FinanceCo,,mmittee. and

the Ways and Means Committee will undertake to study a fr ula-for
the establishment of an incentive for the investment of private capital
in risk enterprises for the purpose of stimulating competition.

Senator MYERS. I take it this program you suggest is fo~r the reduc-
4ion of industrial prices-the prices on all nonagricultural products?

Mr. Goss. That is where it would apply most.
Senator MYE~RS. It seems to me that m~ost of the earnings of the

average workers and white-collar workers are spent on food, clothing,
a~nd housing, and f~ro~m the statistis I have seen there has been a greater
increase in the price of food than in the other two items.

Have you any suggestions for this committee as to how we might
driye the prices of foodstuffs down ?

Mr. Goss. F'irst, I would like to say I think most obf the statistical'
information upon the increase of food is based on the 1939 index
which gives an erroneous approach.
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Sela'toit MsE-Rs. I mieght say y6u have taken the best yeair ini aperiod of 15 years as a normal year. We can do a lot with statistkids.
Yonwtake 1928:.

'Mr. Goss. 1926.
Senator MYERs. That is the best Agiicuftural year in 16 years.
Mr. Goss. Oh, no. If we take the period 1909-14 it 6t ild'have been

far better than that.
Senat'or MEiPs. Well, aceuptinig the period 1910-'14 as the base, the

year 1928 was the best in 15 or 16 years for agriculture.
Mr. Goss&. It was one of the best, but it Was still beloW Pafiiy.
Senator MYERs. There has been a 33 percent increase in the price

of food''betw'een'July 1945 afid April 19.47, ahd there ha8.jbeen a 27
percent increase in the price of clothing. Ther'e was a 101'fpercent in-
c'rease on food prices between August 1939 and April 1947 while the
increase has been 87 percent on clothing; 93 percent increase in food
from January 1941 to April 1947; 11'percent less on clothing.

'So fiom 1929 on down throuigh 1947 there has been a greater in-
crease to the consumer in the price of foodstuffs than in clothing or
shelter.

There has been a tremendous increase in the price of nianufactured
articles, too.

Every housewife who goes to miarket will return with less money
than she did 4 years, 2 years, or 6 years ago. She is payihg higher
prides today than ever for the food foor her table.

Mr. Goss. I would not attempt to say.
Senator MYERS. I was wondering what you might have to suggest.
You have made a suggestion as to the way in which we might re-

duce the prices oh all items other thani agricultural itenis.
I wohder what you have to suggest to the committee or CohLgres§ as

to how we might reduce the price of food to the consumer 2
ME. Goss. I would say this, in figuring whether the prices f oir food

are too high or not-and some of them are undoubtedly too high-.
that the increased cbst of production which is made up of' labor and
of these items we are discussing should be taken ihto consideration
to determine whether or not the farmer's income is out of proportion
with others. I would also call to-the attention of the committee the
fact that the average housewife is spending a smaller percehtage of
her total income for food even today than almost at any other time,:
and the least of any nation of the world.

However, that dbes not answer your question. We know some
prices for food are outrageously high. We know Wheat is way out of
sight, which means that bread has got to go up. We know some other
things are high. The reason they are high in view of all the produc-
tion we have is that the Government is buying sb much food to send
t6 Europe.

Now the only suggestion-
Senator MYERS. You mean the supply is not meeting the demand.
Mr. Goss. The supply is not meeting the demand, and we did make:

the suiggestion earlier in this statement that if the buying could be ad-
justed so it would apply more to the products in surplus and not con-
centrate it so much on the scarce articles, we believe that the effect
toward lowering prices would be very appreciable.
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Senator MYERS. Is not the Government endeavoring to buy in that
manner?

Mr. Goss. Well, maybe they do, but I do not think they do too good
a job. In wheat, for example, they estimated the amount and sud-
denly came out with 100,000,000 bushels more.

Senator MYERS. Would you suggest they decrease their buying of
wheat and buy something else?

Mr. Goss. I think there are some improvements which can be made
in buying.

Senator MYERS. What should they buy if they did not buy wheat for
export?

*Mr. Goss. Well, I think, .for example, among other things it is
possible to buy and ship potatoes far more than we have.

I think itis possible to meet some of the European food needs with
some of our fruits which may be a little bit more expensive, but which
may in the long run prove better.

Senator O'MAHONEY. Would you mean to ship potatoes to Europe?
Mr. Goss. Yes; I do think it is possible to ship some potatoes to

Europe.
Senator O'MAUIONEY. I might say while UNRRA was in active

operation the problem of the potato surplus was discussed with Gov-
ernor Lehman then head of UNRRA. Much to my surprise it was
revealed by the UNRRA experts that the people of many foreign
countries would not take potatoes. They were not accustomed to
them and would not have them.

The fact is that UNRRA tried to dispose of those potatoes.
Mr. Goss. I can state that is not the situation in a large part of

Europe which is hungry today. For instance, in Germany. I am
familiar with the situation in Germany. I have just come back from
there, and they want potatoes. There is a tremendous problem in the
shipment of potatoes. They can only be shipped when ripe. They
can only be shipped during certain seasons-a very short season in
the fall and spring. I do not think we have planned well enough
on it. I do think, Senator, that some modification in a high price
structure could be made by better buying for Government needs both
for our military forces and for relief.

Senator MYERS. I think if that could be done it should be done,
but my question is rather directed to agriculture itself.

Can agriculture do anything to reduce consumers' food prices?
Mr. Goss. I do not know how it can be done with 6,000,000 farmers.

With that number you cannot ask for voluntary reduction in price
when somebody is out there offering to pay the money.

Senator MYERS. How can you ask manufacturers for voluntary
action when you cannot ask agriculture?

Mr. Goss. The cooperative form of business-I believe the profit
sharing, such as Mr. McCormick laid before your group here, is a
sound basis and in the long run will render far greater profits and
greater stability.

I think farmers would find the same thing true if you could get
your 6,000,000 together. I do not know how you could do that.

Senator MYERS. You do not think it is possible for agriculture to
reduce consumers' food prices, but that the law of supply and demand
must run its course?
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Mr. Goss. I would not say -it is entirely impossible. I do .think
if we can get farmers' organized into cooperatives they can do a great
deal. Without some sort of organization J do not see how you can
get the far'mers to. do it.
. I think most of our wheat growers will say prices are too high, but
each individual wheat grower is not going to try to cut prices alone,
knowing the other fellow will make a proft.

Senator MYERS. That is our system of free enterprise.
Mr. Goss. Yes, but I would like to point out the cooperative egg

people very frequenitly draw eggs out of storage to hold the price
cown, knowing if they go too high it is going to throw the market off.

When we have. suffcieiit organization we can have some effect, but
with the rather limited organization farmers have in the market I do
not think there is any voluntary way they can reduce the prices on
wheat and meat and a lot of other commodities while people are
willing to pay for them. I wish there were, but I do not see it.

Senator OUMAHONEY. Have you any independent comparison of the
amount of foodstuffs we are exporting?

Mr. Goss. No. You mean in figures set up independent of the Gov-
ernment? No, we have none.

Senator O'MAHONEY. What proportion of our food is now going
abroad as compared with the war years, for instance?

Mr. Goss. I do not have those figures, Senator.
Senator O'MA.1ONEY. Do you know how much of our food is going

abroad now?
Mr. Goss. Well, only in a general way. I could not reduce it to'

figures. I know we are shipping between 500,000,000 and 600,000,000
bushels of wheat, which is a tremendous volume of wheat. - I

Senator O'MAHONEY. My recollection is that the Department of
Agriculture, through the Secretary, recently issued a statement which
would indicate the amount of American food which is being exported
is actually considerably less than has been generally understood,
although, of course, it is a large amount-181/2 million tons. -Mr.
Berquist, do you have any figures ?

Mr. BERQIJIST. The over-all, the total food exports runs this year
about 7 percent. That is a little high. This revision gives a little
bit less.

Senator O'MAHONEY. The amount of food exported is a' little less
than-7 percent of the total production:

iMr. BERQUIST. That is right; meat about 3- or 4 percent, and the
highest is wheat-better than 30, 31, or 32 percent.

The CIHAIR1igAN. All right, Mr. Goss, proceed.
Mr. Goss. We favor a system of taxation largely based on a gradu-

ated income tax. We feel the tax should be levied in approximate
proportion to ability to pay or benefits received, but we feel that it
'should be such' that all except those citizens in the very low-income
brackets should contribute something in the form of an income tax to
the support of the Federal Government. It is not a wholesome matter
to allow a large percent of our citizens to contribute nothing. Such a
system usually results in demands for more -and more Government
support.

Senator MYERS. I might say we had a witness the other day who
advocated the repeal of the sixteenth amendment as a solution of the
problem.,
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The CHAIRNIAN. That is a Pennsylvaniia solution.
Mr. Goss. Well, we could not agree to that.'
On the other hand we do not concur with those who desire to make

sharp cuts in the incomes of those in the higher brackets. If some
stabiltiy could be injected into the returns of industry such as we
have suggested, the high returns for so-called risk capital would
scarcely be necessary, and we are of the opinion that there will not be
a tremendous volume of capital lying around idle because the owners
do not like to pay an income on the profits they make through its
investment.

Minimum wages and unemployment insurance have a place in our-
economy just as surely as stop-loss price floors and crop insurance, but
we believe the need for them would be much lessened under some sys-
tem such as we have suggested in paragraphs 51 to 62. We do not
agree on, a uniform, minimum wage throughout the Nation. We feel
that the minimum wage should be adjusted to living costs. To pro-
vide a minimum wage which would be adequate in the centers of popu-
lation where living costs are the highest, and the same minimum wage
in those areas where living costs are lowest, would put the employer
in the latter locations in complete wage competition with the employer
in the former location, although he might be under other very serious
cost disadvantages. The result would be to drive out of competition
the employer located far away from our commercial centers, and to
concentrate our industries more and more in a few great commercial
centers. We feel this is an unhealthy development.

Unemployment insurance is still in its experimental stages. There
have been altogether too many forms of abuse to warrant any further
extension until ways have been devised to reduce the abusejto a
minimum.

No discussion of our economic problem would be complete without
touching upon foreign trade and tariffs. In answer to questions 2
and 3 of -part 1, we have indicated that we believe that the American
price level is too high to permit free trade with most foreign nations.
Either our price level must come down or there must be protection
for the producers, whether they be farmers, laborers, or i ndustrialists.

The Grange has a policy with reference to needed protection.
Briefly, that policy is that the producers should have protection equal
to any differences in cost of production between home and abroad,
with due recognition of the principle that when comm6dities- can be
produced more cheaply elsewhere by reason of natural advantages,
we should purchase such commodities rather than. to try to raise them.
ourselves at an enhanced cost to our own, people; but when the price
advantage is due to artificial conditions such as-subnormal and exploi-
tative standards of living, or subsidized imports to gain trade, Amer-
ican producers are entitled, to protection, so that we may maintain our.
living standards. We believe any blind policy of world free trade
without considering the economic consequences on the living standards
of producers is dangerous.

We believe in developing world trade where it can be developed on
a sound basis, and if reciprocal trade agreements can be entered into
as a means of developing such trade, we approve them; but we believe
that it is the responsibility of the Congress under our Constitution
to develop the principles underlying such agreements, and that the
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Department of State, in perfecting such agreements, should conform
strictly to the policies laid down by the Congress. We are attaching
a copy of our testimony before the Ways and Means Committee ofi
the House on this subject as appendix II.

(The document referred to follows:)

TESTIMONY ON RECIPROCAL TRADE AGREEMENTS BY ALBERT S. GosS, MAASTER OF TlE.
NATIONAL GkANG4 BEFORE HOUSE WAYS AND MIKANS COMMITTEE, AiRiL 28, 1947

1. The National Grange has a-tariff policy built on many years of-experience.
It is quite simple. It is expressed in the slogan, "Tariff for one, tariff for al."-
'We believe in the Ameiicari market for the American-farmer. We believe the
American farmer should be protected against the competition of the coolie and.
peon labor of-the most poverty-stricken nations on earth by a tariff-based on the
difference-in, the economically sound cost of production between home and abroad.

2. Let me explain what we mean by "economically sound cost of production."
3. We would not attempt to protect inefficient domestic production. Where-

by reason- of. climatic or soil conditions another nation enjoys natural advantages.
which would promote more efficient production than we can attain, we believe it
is -generally a sound policy to import such products as can be raised most effi-
ciently elsewhere. However, where such advantages are not natural, but where
lower production costs are due to the low standards of living of the producers,
or other artificial advantages we believe the farmer is entitled to such protection
as will enable him to maintain an American standard of living. In the case of
essential commodities which are not produced in foreign countries in sufficiently
dependable volume to supply our needs, we believe the American producer should
be protected from intermittent importations which merely serve to create such
instability in our markets that domestic producers cannot operate profitably. We
must protect the producers of essential commodities who are prepared to operate-
on an economically sound basis.

4. We believe the same principle should apply to labor.
5. Let us illustrate.
6. We can raise bananas in Florida, but it would be ridiculous to erect a tariff

against Gentral American -bananas to meet the difference in production costs
between Florida and Guatemala. On the -other hand, the American dairyman
is highly efficient, but cannot meet our high labor and other production costs in
competition with the low living standards of many countries whose occasional
or steady imports serve to drive the prices of dairy products to levels which our
dairymen cannot meet and maintain a decent standard of living.

7. We are well aware of the theories of the free traders who argue that if we
import farm.products in competition with domestically grown products, we will
create credit balances in foreign countries, thus enabling them to buy automobiles,
refrigerators, and radios, so that our industries would- operate at high speed and
create a domestic demand for more farm products. The theory is fine, except it
doesn't work. There are two chief reasons.

8. First, with- every dollar of competing produce we bring in we substitute a
dollar of foreign purchasing power for a dollar of American farmer purchasing
power. We get the worst of the swap; The American farmer spends his money
here in America. Unfortunately, a relatively small part of the dollar going to-
buy foreign produce actually reaches the farmer who produced it. A large part
of the produce exported from foreign lands is raised on enormous estdtes by peon
or similar labor under unspeakable living conditions, and mhuch of the credits thus.
created remain in the hands of the wealthy and serve to increase their invest-
meaits. It is a fact that the farmers in much of the rest of the world gets a
pitifully small share of the export sales values of what they produce.

9. Second, we may import less than 5 percent of our domestic consumption of a
commodity and by that means dIive the price down possibly 10 percent or 20>
percent. Thus in order to. gain $5 in foreign purchasing power of questionable
value, we have reduced the purchasing power of. our farmers $100 or $200 in the,
domestic market.

10. "But," the theorists argue, "the Nation gains because the people of our
cities have bought their food cheaper."

11. Let us look at that one.

65210-47-pt. 1-18
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12. The first question to be answered is, "How long would the people of. our,
cities have jobs if they undermine the purchasing power of those who create the
basic wealth of the Nation?" We believe it sounder to have full production at
prices which have a reasonably equitable relationship to the general price leve]
than to try to buy food or supplies at less than cost and thus destroy the producers.
If the price of the domestic product is too high so. that farmers engage in profiteer-
ing, foreign importations should come in to bring domestic prices down. The
question is to, what level should they be brought down. Somewhere there is an
economic price level which is reasonably compensatory without being of a
profiteering nature. I %

13. A tariff based on the economically sound difference in the cost of production
between home and abroad will leave the American farmer subject.to world com-
petition and thus prevent profiteering, but would protect him from having to
reduce his living standards to that of the rest of the world. That is the exact
measure of protection he should have. The destruction of the purchasing power
of the producers of the basic wealth upon which our whole economy-rests, can
bring nothing but disaster upon all of us.
I 14. Unfortunately there has sprung up a group of theorists who base their

whole thinking on the false premise that if we can have urban prosperity, farmers
will automatically prosper. This totally ignores the fact that during the twenties
when labor and industry enjoyed the greatest prosperity in history up to that
time, this prosperity was not shared by agriculture because foreign markets kept
domestic prices at a level too low to permit decent living standards for 40 percent
of our people either engaged in agriculture or directly dependent upon farm trade
for a livelihood.

15. These theorists blandly say, "If low food prices will contribute to urban
prosperity, let more farmers move to town to regain a balance. Let cheap food
come in and create better urban living conditions, and still more and more farmers
move to our cities." This is actually the theory being taught our young folks
in many of our colleges and universities by so-called farm economists.

16. Let us look at it.
17. Actually what these theorists, are advocating is building urban prosperity

by depressing food prices to less than the American economic cost of production,
and driving American farmers off the land by bankruptcy to enjoy new-found jobs
in the city, such jobs to be supported by foreign markets, such markets to be made
possible by buying foreign food produced by peon labor. Such wild theories of
America reforming the world, releasing the peons and coolies from the age-old
servitude of the masters of the land, and transforming them into purchasers of
automobiles and washing machines by transferring our farmers and those de-
pendent upon them into industrial occupations, would be too grotesque for con-
sideration were it not for the fact that some very influential and powerful groups
are trying to put them into effect. Therefore, let us consider for a moment what
the effect on America would be if their ideals could be carried out.

18. "Ill fares the land, to hastening ills a prey,
Where wealth accumulates, and men decay.
Princes and lords may flourish or may fade,
A breath can make them, as a breath has made;
But a bold peasantry, their country's pride,
When once destroyed, can never be supplied."

19. The very fact that our cities cannot even maintain themselves, that without
the support of a virile rural population their declining birth rate dooms them as
self-supporting economic institutions, should be indication enough of the super-
ficiality of the "urbanites" with which these theorists have become infected. The
social value of a strong, prosperous, virile rural population to any nation can
be measured by so many well-recognized standards, that a defense of a program
for strengthening rather than weakening rural life ought not be even a subject
for question.

20. By subjecting rural America to the unlimited competition of farmers exist-
ing under the lowest standards of Jiving on earth is surely striking a vital blow at
rural prosperity.

21. Thus. we reject the theory of free trade and demand protection for the
American farmers by tariffs sufficient to meet the, economically sound cost of
production between home and abroad.

22. It is constitutionally the responsibility of the Congress to establish the
policies under which our trade shall be carried on. We are fully aware of the
evils which have crept into tariff making by Congress, and of the impracticability
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of a deliberative..body of over 500 Members reaching sound conclusions on the
thousands of individual items comprising the ordinary tariff measure.. If Con-
gress establishes sound.principles, the application of these principles to individual
commodities should be the work of technicians. The.executive branch of Gov-
ernment. should administer the provisions of such a tariff law just as it ad-
ministers other laws. In order to assure itself that the law is administered in
accord with the intent and purpose of Congress, a report on afl changes in tariff
rates, with basic data justifying them, should be made long enough before the
change takes effect to be reviewed by the Congress. or by a joint committee
of each House, and Congress should reserve to itself the right to rejeect by a
two-thirds vote of each House, or the right to postpone by a two-thirds vote, of
such joint committees, any proposed change within 30 days after submission.
Such a safeguard would assure that the intent of Congress was being carried out.
- 23. Our reciprocal trade agreements are built on no such sound theory. The
theory behind them is that Congress cannot enact sound tariff legislation, because
of log-rolling tendencies; therefore, the constitutional responsibility should be
transferred to the Executive without any instructions as to policies, but with
the simple safeguard that the last tariff law, which is condemned as unsound,
be used as a guide and be modified up or down 75 percent. The fact that thou-
sands of schedules have been decreased and not a single item increased, to my
knowledge, would indicate either that the base is badly off balance, or that the
administrators have a free-trade outlook which ignores as far as possible the
act of Congress.
* 24. Reasonable stability of policy with reference to tariffs is essential to world
trade. If these policies are subject to being changed at will by any Secretary
of State or with each change in the Secretary of State, uncertainty and insta-
bility are the inevitable result. We call attention to the fact that we have had
four different Secretaries of State within less than 4 years, either of whom could
have made radical changes in our trade policies.
* 25. Wisely, Congress has been very cautious in the modification of tariff poli-
cies. Unfortunately for industry, labor, and agriculture, under our reciprocal
trade policies administered by the State Department. no one knows what to
count on now from month to month. No existing schedules can be relied upon,
for some new agreement may-be entered into containing a lowered rate on some
commodity, and immediately, under the most-favored-nation provision, the rates
are changed in every existing agreement. The net results of prevailing practices
are those of instability and uncertainty.

26. An attempt has been made to get public support for reciprocal trade agree-
ments through public hearings called in various parts of the Nation. Because of
the technical character of the problems involved, such hearings are meaningless.
We notified Grange leaders throughout the country of the proposed hearings, but,
so far as we know, none of them felt qualified to discuss the technicalities of
individual rates with the expert of the State Department who had a bill of goods
to sell. The claim that this is "democracy in operation" smacks more of propa-
ganda than of practical truth.

27. The argument is advanced that prosperity can come only through expanding
trade, or that foreign trade assures prosperity. This is most superficial. Certain
types of trade are beneficial. Others are meaningless, for no one gains merely
by swapping dollars. Still others are harmful. It should be the responsibility of
Congress to establish policies designed to promote beneficial trade, and to retard
commerce which would result in loss of jobs or the curtailment of domestic
production of wealth which could be produced domestically on an economically
sound basis. To allow decisions on policies to be made by some individual pos-
sessed of the obsession that all trade is beneficial, or that the welfare of the
Nation could be advanced by. sacrificing agriculture, or labor, or. any other
necessary segment of our society, is certainly not living up to the responsibilities
that the Constitution places on the Congress.

28. Section 8 of article I of the Constitution expressly provides that "The Con-
gress shall have power to lay and collect taxes, duties, imports, and excises,
* * * [and] to regulate commerce with foreign nations." There is nothing
equivocal about it. It is the duty of Congress. Hlad the framers of the Consti-
tution intended to grant such legislative powers to the Executive they would
have said so. This provision of the Constitution is in perfect keeping with our
basic theory of government, which provides a legislative branch to make the laws,
an executive branch to administer them, and a judicial branch to interpret them.
It is dangerous for one branch to encroach upon the prerogatives of another.
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29. The present situation, with Wholesale thriff slashes'pending, jiitifies prompt}
congressional action designed tb preserve the principle of reciprocal trade'agree;
ments but to assure that they be entered into in conformity with definite policies:
established by Congress We recommbiid: ;

3O.: (d) The prompt development by Congress of'principles designed to govern
tlfe adjustment' of traff schedules.

31. (b) Pending the development of suih principles; withholding' enactment:
of any further trade agreements. The latter suggestion is made in recognition
of the report that further wholesale reductions are in contemplation many of
which may prove very unwise, but' which, when once jnhide; will be hard- tbo
change. We see no reason for undue haste: At least Cbngresg should have full
knowledge 'of what is in cohteniplation.

32. In paragraphs 3 and'13 weihave set fbrthibasic 'prificiples which should be
enuieted intd "law. These fecommeindations raise the whole principle of protec-
tion. We return to the Grange slogan, "Tariff for one, tariff for all" or "Protec-
tidn for one, protection for all." We call attention to the fact- that labor Is.
protected by minimum-wage laws; maximumnlyour laws; unemployment-compen-
sation laws, and restricted' immigration laws; Industry too enjoys numerous
types of protection in rate makitg; certificates of necessity, and similar devices.:
It is not our purpose to condemn 'such forms of protection. The fact that our
general standard 'of living is the highest on, earth is probably due in considerable
degree to some. of these protective devices, The fact remains however that we
have seen fit to increase our costs by such devices, and agriculture is paying-.
part of the bill; and should share in the protection farm ruinous competition made
possible by lower living standards in competing countries; and from intermittent
raids on our markets at ruinous price' levels. Such protection is effective only.
in the field of price. The American farmer would willingly. take his chance in
competing with the farmers, of any nation on earth if he were producing in a
completely free and unprotected market where his labor and'other production,
costs were on a par With those in other lands. He can see no reason; however,
why the food producer should go unprotected in an otherwise protected economy.
We, therefore, believe that the protective principles developed by Congress should
apply to all alike.

33. Congress having established the principles to -be employed in the establish-
ment of tariffs; we recorimindl that' the Tariff Conmnission be made the fact-
finding body in applying the principles to individual commodities; that its find-
ings in detail be reported to Congress or a joint committee, for review; that a.
30-day period of review be provided during which Congress br a committee might
reject the findings by a two-thirds vote; that no reciprocal-trade agreement be
entered into on any commodity during such period of review; that the tariff
provision 'recommended by the Tariff Commission be the basis of tariff agree-,
ment in all Reciprocal Trade Agreements entered into subsequent to the expira-
tion of the 30-day review period, unless rejected by Congress; and that the basis'
thus indirectly approved remain the basis of all future Reciprocal Trade Agree-
ments until changed as provided herein.

34. The charge is made (a) that the Tariff Commission is too slow in reach-
ing its decisions; (b) that it is inefficient and is used as an instrument for pay-
ing political debts; and (c) that its findings are not practical.

35. If'too slow,:it should be provided with adequate force to assemble the facts
promptly. There can be no reason why; with the cooperation of the State'De-
partment, it could not act as promptly as the State Department itself, unless the
latter acts withouf full possession of the facts. That is where real danger lies,.
and iS what Congress should take steps to prevent.

36. We do not believe the criticism of inefficiency and political origin is sound.
However, accepting the criticism for the purpose of discussion, the question would
arise as to what the alternative might be. Even though appointed under po-.
litical motives, a bipartisan commission might reasonably be expected to hire
efficient technicians who would be responsible for developing the findings. This
is vastly better than no findings whatever, or findings based on the political con-
siderations of the moment. If the possible inefficiency of such a commission is
considered a serious threat, the danger might be effectively controlled by adding
a provision to the law incorporating the British system of a "vote of.no con-
fidence" requiring the resignation of its members.

37. As to the practicability of the findings, we feel sure that they would better
be based on fact than political expediency. If, however, Congress believes there
is enough merit in the charge that the Commission would not meet practical
consideration, the danger could be met by incorporating in the law a provision
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tbhat the State IDepartment could accompany any findings of the Commission
with.its own recommendations, and Congress would be free to adopt wVhichever
it felt were justified. After all, most other nations require ratification of all
trade agreements by the deliberative law-making body of the land, and it would
not.3eem an.unreasonable safeguiard toirequire the approval of the Congress .if
and when the State Dqpartment saw fit to depart from the policies laid .dowvn
by Fed'eral statute.

38. We realize.that the procedure we have outlined is new and untried. We
call attention to the fact that the policies of reciprocal trade agreements now
being entered into are also new and untried. They are the result of putting into
effect new theories in regard to internationalrelations, and are largely not under
congresqional cqntrql. We pelieve that the possibilities lying in reciprocal trade
agreements are too worth-while to abandon, and our suggestions are therefore
made with the idea of bringing them under congressional control.

Mr. Goss. We recog~nize the fact that we ca~nnot continue to export
mpore than we import indefinitely. It seems to us the Congress or
the Council of Economic Advisors should make a study of those itemjs
wyhich can be.imported into Ame~rica without upsetting our economy.
%b.v.iously, minerals, oil, and other exhaustible natural resources

ihouq4 be. among the, items considered. We believe that incentives
shou~ld be provided for importing commodities which will strengthen
rathe than weake4our economny,,,

W.e belieVe that c'onsideration should be given to the exportation of
,capital to help establish industry in lands where such industry is baidly
needed. We do not believe in a policy of discouraging the industrial
Oevelopmejnt of any nation. Industry, like agriculture, is a creator
of wealth. Prosperity can comne oinly froqm the production of wealth.
The 'more wealth other nations pioduce, tihe better is our opportunity
for sharing in the prosperity flowing from, it through natur~a ly bene-
ficial trade.

In closing, let us say that we still fear that our greatest domestic
p.roblegi centqrs aropiidinflation and the policies of labor, industry,
agriculture,, And finance which contribute. toward it. The general
program we have recommended is designed in every phase to reduce
the danger of inflation. For years-we have been pouripg new dollars
in the form of currency and 'credit into an already surfeited market.
We must reverse this process and the first step is a balanced budget
with substantial reductions in our national debt. We urge that the
Congress do not confuse reducing the debt with reducing taxation.
The former is essential. The latter will follow in due time, but if
urged too soon,'wili'ipset our W'hole economy.

Senator O'MAIoINEY. Mr. Goss, the Burea~u of Labor Statistics'
cost-of -living index indicates that in the period 193.5 to 1939 as a base,
tlhe index in April 1947 had increased 56 percent, of which 31 percent
is ascribed to food price increases.

Mr. Goss. I think the reason is this, that food-
Senator O'MAHONEY. What I have in mind, according to your

statement that the 1939 base is unjust to agriculture because agricul-
t,ure was in a depressed condition at tha~t time-

Mr. Goss (interposing). The same argument applies to the 1935-39
basis. We used.the 1939 basis because that was used in the report of
the Council of Economic Advisors. The figures are almost identical
for the 1935-39 base as for the 1939 base alone, if I remember correctly.

Senator O'MAHONEY. My purpose in calling attention to the index
is to ask you whether or not you think we must adjust ourselves to a
generally higher cost of food?

.
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Mr. Goss. Yes, I think we must. We are not going'to get back to
anywhere near the 193.5-39 ba4sis and there are several reasons for that"
Senator. Most of them are involved in the higher cost of production
of food which comes from increased wages. and further increases in
farm wages that I'think are in prospect and possibly justly so, and the
increase in cost of things we buy. ., . '

Senator O'MAHONEY. I have a table here from the Bureau of Agri,
cultural Economics dated March 17, 1947, which purports to compare
income for agriculture with the income for nonfarm products. There
is a table showing the per capita income for agriculture and for noun
agriculture.

I am going to ask the chairm an that it be inserted at this point,, but
I desire to call attention to the fact that during a long period of years
the ratio was about 4 to 1 against agriculture.. In 1946, however,
according to this table, the ratio was'reduced to 2 to 1.

Per capita farm income for 1,946.is put down at $626, whereas per
capita income for nonfarming of all sorts is put down at $1,300. That
would indicate that farm income, from the point of view of the farmer,
at least in 1946, has come more closely to a reasonable relationship
to the nonfarm income than at any previous time?

Mr. Goss. That is correct, and it might be thought it is too much.
I 'believe,, according to our antiquated parity formula it.would

look like it increased too much. I do not agree that the antiquated
parity formula is correct, but certainly the average farmer has no
complaint about the income which he received in the year 1946. Some
of them have gotten too much; some of them have a just complaint.
On the average, agriculture is faring very well-and it is a relief not
to have to come before committees of the Congress and say agriculture
is getting the short end of it.

I wish we might find some true basis of equity, and that is what
I am trying to make, some suggestion toward the. accomplishmrent
of that.

The CHAIRMAN. Thiank you, Mr. Goss.
Mr. Sanders, I think it will be impossible to go on now or continue

this afternoon. Are you available other days this week, Thursday,
perhaps?

Mr. SANDERS. Yes, any time this week.
The CHAIRMAN. Suppose you come back Thursday morning.
Mr. SANDERS. I will, Mr. chairman.
Mr. Goss. Mr. Chairman, I want to thank you for your courteous

attention and to urge that you do hear what Mr. Sanders has to
develop, because I fear that my testimony unrelated to his may indicate
that we have some prejudice between agriculture, and labor. His
testimony completes my testimony and will reveal the true situation.
Really they should go together.

The CHAIRMAN. And develop the magic formula to correct all illsf
Mr. Goss. No, we do not have any -magic formula but I believe we

have some ideas that are worthy of consideration.
The CHAIRMAN. We greatly appreciate your being-here, Mr. Goss.
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(The table referred to by Senator O'MAahoney follows:)

Farmn and nonfarm income, 1910-46

Per capita
income

Cash farm Net income mcome
Year income Gross farm Realized net from farm- Income of the

from income I income 2 ing to all nonfarmn Fr Non-
marketing Persons on population I Farm farm

farms 3 * fom fromfarm- al
ing sources

1910. $5, 793, 000, 000 $7. 352, 000, 000 $3, 753, 000, 000 $4, 450, 000, 000 $28, 614, 000, 000 $139 $482
1911.- 5, 596, 000, 000 7,081, 000, 000 3, 435, 000, 000 3, 915, 000, 000 28, 575, 000, 000 122 468
1912.. 6,017, 000,000 7, 561, 000, 000. 3,671, 000,000 4,335,000,000 30,121,000,000 135 483
1913 fi, 248, 000, 000 7,821,000,000 3, 786. 000, 000 4, 387, 000, 000 33, 375. 000,000 136 521
1914.- 6,050,000,000 7,638,000,000 3,518,000,000 4,516,000, 000 31, 851, 000, 000 140 484
1915-. 6,403, 000,000 7, 908, 000, 000 3, 745, 000, 000 4,395,000,000 33,859,000,000 135 502
1916.- 7, 750, 000, 000 9, 532, 000, 000 4, 687, 000,000 5, 055, 000, 000 39, 858, 000, 000 155 580
1917.. 10,746,000,000 13,147,000,000 7, 011,000,000 8, 320, 000, 000 45,031,000,000 258 6540
191897 13, 461, 000, 000 16, 232,000, 000 8,674, 000, 000 9,600,000000 48,461,000,000 304 671
1919-- 14,6002; 000, 000 17, 710,000, 000 9,249,000,000 8, 877, 000,000 56,250,000,000 310 762
1920-- 12, f08, 000, 000 15, 908,000,000 6, 778,000,000 8,368, 000,000 65, 025,000, 000 265 878

.1921.. 8,150, 000, 000 10,478, 000,000 3, G03, 000. 000 3,795,000,000 54,538,000.000 119 720
1922-. 8, 594, 000, 000 10, 88X, 000, 000 4,057,000,000 4, 850,000, 000 55, 667, 000,000 153 718
1923- 9,563,000,000 11, 967, 000, 000 4,842, 000, 000 5, 608, 000,000 65,067, 000,000 180 815
1924.. 10, 221, 000, 000 12, 623, 000, 000 5, 128, 000, 000 5, 560, 000, 000 65, 074,000, 000 180 792
1925.. 10, 995, 000, 000 13, 567, 000, 000 6,103, 000, 000 6,866,000,000 08, 321, 000, 000 223 812
1926.. 10, 564, 000, 000 13, 204, 000, 000 5, 099, 000, 000 6, 617, 000, 000 73, 779, 000, 000 216 858
1927.. 10, 750 000,000 13, 251 000,000 5 706, 000, 000 f6,314, 000, 000 72, 188, 000,000 209 820
1028.. 11,072, 000, 000 13. 550, 000. 000 5,685,000,000 6,687,000,000 74, 357, 000, 000 222 830
1828.. 11,296,003,000 13, 824,000, 000 6,044,000,000 6,741,000,000 79, 213, 000, 000 223 871
189360 9,021,000,000 11,388,000,000 4,3298;C00,000 5,114,000,000 70,250,000,000 170 761
1931.. 6, 371, (000, 000 8,378,000,000 2, 744,000, 000 3,482,000,000 56,371,000,000 114 605
1932.. 4,743,000,000 6,406,000,000 1,832,000, 000 2, 205, 000, 000 41,320,000,000 74 442
1933k 5,314,000, 000 7,055,000,000 2,681,000,000 2,993,000, 000 39,013,000,000 93 419
1934.. 6,334,000,000 8,486,000, 000 3,759,000,000 3,531,000,000 45,919,000,000 111 488
1935-- 7,086,000,000 9, 585, 000, o00 4, 566, 000,000 5,144, 000, 000 51, 254' 000, 000 162 539
1936.. 8,367,000,000 10,643,000,000 5,139,000,000 5,436,000,000 60, 271,000 000 173 626
1937.. 8,850,000,000 11, 265,000,000 5,225,000,000 6,171,0oo,000 65,385,000,000 200 670
1938.. 7,686,00o,000 10,071,000.000 4,416,GOO,000 5,127,000,000 61,285,000,000 167 621
1939.. 7,878,000,000 10, 548,000,000 4, 554,000, 000 5,357, 000, 000 66, 158,000,000 176 662
19404. 8,343,000,000 10,965,000,000 4,685,000, 000 5,477,000,000 72,095,000,000 181 721
1941.. 11,157,000,000 13,800,000,000 6, 454,000, 000 7,601,000,000 87, 232,000,000 253 850
1942.. 15, 316,000,000 18,399,000,000 9,354,000, 000 11,305,000,000 109,726,000,000 389 1,046
1943.. 19,342,000,000 22,785,00000 12.306,000, 000 13,930, 000,'000 136, 273,000,000 532 1,250
1944. 20, 238,000, 000 23,893, 000, 000 12, 975,000,000 14,039,000,000 147, 680,000,000 500 1,320
1945 5 20,781,000,000 24,584,000,000 13.229,000,000 14, 740, 000, 000 147,227,000,000 585 1,294
1946.5 23,933,000,000 28,182,000,000 15,144,000,000 16 278,000,000 147,722,000,000 626 1,300

I Includes cash income from marketings, Government payments, value of home consumption, and
rental value of dwellings.

2 Gross farm income minus total expenses of agricultural production.
9 Realized net income of farm operators plus adjustments for inventory changes and wages to hired

laborers living on farms.
4 Includes nonagricultural income of persons living 6n farms.
9 Preliminary.

(Whereupon, at 12: 55 p. m., the committee adjourned until 10 a. m.,
Wednesday, July 9, 1947.)



CURRENT PRICE DEVELOPMENTS AND THE PROBLEM
OF ECONOMIC STABILIZATION

WEDNESDAY, JULY 9, 1947

CONGRESS OF THE UNITED STATES,
JOINT COMMITrrEE ON THE ECONOMIC REPORT,

Washington, D. C.
The cdnim&t6 met, pursuait to call, in room; 357, Senate Office

Building, at 10 a. In., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, Watkins, Myers, and

Sparkman; Representatives Hart and Huber.
Also present: Staff members, Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.
The CHAIRMAN. The committee will come to order.
Mr. Francis, will you take-the stand?

STATEMENT OF CLARENCE FRANCIS, CHAIRMAN OF THE BOARD,
GENERAL FOODS CORP., NEW YORK, N. Y.

Mr. FRANCIS. Yes, Mr. Chairman.
The CHAIRMAN. I think one of the greatest and most important

complaints today is as to the cost of food by the ordinary citizen.
Perhaps you come n more ~olose to 'th6 6onsuner, in that'field than these
agriculturalists who deal with over-all farm prices.

-Do you wish to proceed with your statement?
Mr. FRANCIS. I do touch on that, Senator, and beyond that I will

go as far as I can as your question might indicate.
I think I will start with the statement.
My name is Clarence Francis. I am chairman of the board of the

General Foods Corp.
While I hope my testimony may prove helpful, I hesitated before

accepting your invitation. In all humility, I must say that I am not
an expert or authority of any sort. The food industry is too vast and
too complex for the detailed understanding of any one man.

Twenty-five percent of the Nation's manpower, in fact, is engaged
in the growing, processing, and distribution of food-a $30,000,000,000
business all told. There is agriculture. There are the meat, dairy,
fish, and green goods industries. There is a far-flung, national sys-
tem of warehouses and retail stores. And there is the packaged foods
processing industry of'which 'General Fo-bids is a part.

Even here I cannot speak with the authority which a so-called
dominant position in the industry might confer. General Foods does
only about 2 percent of the total gross business of the food-processing
industry which includes approximately 50,000 companies and which, in
turn, is just one part of the whole food picture.

277
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You will forgive me, therefore, if I refer rather frequently to my
own experience and to those facts about General Foods which seem
typical. I feel that I shall thus be on firmer ground than if I were
to attempt to speak for the industry as a whole.

In preparing for this meeting, I have tried to boil things down to
a few basic questions and answers which may suggest other questions
to you.

1. What is our view of the general economic outlook?
In 1946 General Foods spent nearly $13,000,000 for plant improve-

ment and equipment. We have authorized the expenditure of $20,-
000,000 more during 194T.,

In other words, we are putting our money back of the belief that
economic activity, will continue at generally high levels for the next
few years. There may be variations, but that's th ,over-all, immediate
outlook aswe see it.

Now, as to possible variations: Speaking of our own company we
have been trying to reduce inventories and minimize inventory risks-
and I- think that is true of most companies. It seems to me quite
possible that the most serious risks may already have been discounted.
'We expected- some. decline in the national income during the fourth
quarter of 1947. In view of recent developments, I am prepared to
believe that such income will' be less than 5 percent below the fourth
quarter of 1946. I might add I think that is avery conservative state-
ment. It might not go even that far. This could not be called a
depression or even a recession. I prefer to call it a corrective, and a
fairly .mild one at that. The national income would still be about
double that 'of 'the' best prewar year, and we have had a population
gain of about 10,000,000.
* It is inconceivable to me, therefore, that we will not continue at a
high level of business activity, certainly through' 19.48 and-possibly
beyond. 'Of course, w'e are not even attempting to look very much
further into the future-. as far, let us say, as 1951 or 1952.

2. What are the factors we consider in trying to gage the outlook?
For one thing, we pay close attention to estimates of the national

income. Please note the attached chart entitled "Food. Sales and
Nation-wide Income." It will show that there' is a very definite re-
lationship between food sales and Nation-wide incomes.' That is at-
tached to your report. The first chart in the back. '

Mr: FRANCIS. You will note that we use'individual incomes after
taxes, or disposable income, as our guide line. In -passing it should
be noted also that the food industry is not an economic trend maker-in
the sense that capital goods and durable goods are so described-but
rather a trend follower.
. Today two other factors especially influence the business outlook
for -the food industry. Nature and 'foreign demands are these "big
unknowns," -especially as they affect price trends. "They can work
,together to drive prices in the same dire6tion-up or down-or they
can tend to offset each other. Both are subject to change 'without
hotice and a' sudden change in either can upset the most carefully
considered predictions.

The CHAIRMAN. Does this chart tend to show that 'food sales have
increased more proportionately-than the amount of disposable income?

Mr.' FRANCIS. Quite definitely. If you will follow the' chart, you
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will see. I touch on it later. You will note until 1942 the parallel is
alm6st exact. From 1942 they break away, and I will repeat later
that that trend is about 20 percent above the historical margin. I say
food is getting a joy ride because there are less automobiles and refrig-
.erators to buy. We expect to return to the historical level.

The CHAIRMAN. I remember it used to be said the demand for flour
and bread was very inelastic, that even in good'times there was not
an increase in bread, but do you think it is peculiar to bread rather
than food as a whole?

Mr. FRANCIS. I think there is a change, quite a change, depending
on income. You might have the same tonnage of. fod, but it may be
of different variety.

The CHAIRMAN. May this disparity in the 1945 rise in food sales
in proportion' to disposable income be due to disproportionate prices
of food rather than volume?

Mr. FRANCIS. Quite true, but we are talking, about dollars all
through there.

The CHAIRMAN.. YOU are talking about dollars?
Mr. FRANCIS. I am talking about dollars; yes.
'The CHAIRMAN. SO it might be if you adjusted price to volume

these lines would be closer to 1942 than they are?
Mr. FRANCIS. Without question.
The CHAIRMAN. It would be more like pre-1942?
Mr. FRANCIS. Quite right. Without question. Certainly there is

another interpretation wihich. you might make. If you will notice,
the black lines which are'under sales on the chart go down from the
1929 mark, you will not our own business is less than the general
food trend, whereas as buying power increased we go ahead.
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I think on the average our prices are higher than the general
average.

The CHAIRMAN. Specialties?
Mr. FRANCIS. Yes; it is very 'surprising what half a cent will do.

The consumer is a very discriminating type of person.
In our price of coffee we test the process of competition in retail

stores. If we cut half a cent below average standard we will find the
reflection of that 2 or 3 months later in our own stuff. It is a very-

The CHAIRiMAN (interposing). So you think the difference of prices
between foods has a very marked effect on the purchase of foods ?

Mr. FRANCIS. It has been my very definite experience. It is a very
highly competitive industry.. I think it is generally the reasoni why
you see so many prices the same on similar articles of branded mer-
chandise. Shall I proceed?

The CHAIRMAN. Yes.
-Mr FViANcIs. 3. What do w-foresee as theprobable trend of food

prices?
As you know, food prices are important in two ways.. They both

reflect and affect general economic trends. Food constitutes about 40
percent of the worker's, cost of living as measured by Government
indices. Hence, food price trends enter into many other calculations.

At the annual meeting of General. Foods stockholders in April I
ventured the observation that food prices generally had reached or
passed their peak. At the time I believed I foresaw a moderate re-
cession in business activity which even then I chose to call a corrective.
I expressed belief that such'a corrective would have a generally health'y
effect on the economy.

That being understood, I will say that I still believe that a further
corrective in food prices is under way and that the.average prices paid
for food by domestic consumers may be as much as 15 percent lower by
'the time the, harvests -of 1948-aTe-gathered. By this I don't i'ean to
imply anything like a wide-open break in prices. Such a break would
probably occur only in a depression, not a recession, and we don't
foresee anything as drastic as that.

4. What are the reasons for supposing that food prices may decline
as much as 15 percent by the time of the 1948 harvest?

Let us consider the domestic economic outlook first. If you will
glance at the chart again you will note a significant fact, and this is
somewhat repetitious: Down to 1942, food sales continued fairly paral-
lel to disposable income. Then the joy ride began. While it is true
that, "People have only one stomach," we have learned that consumers
will spend more, for more foods of higher quality-when they have the
money. So food, in the wartime absence of competition, has lately
been getting more than its usual share of the consumer dollar.

We regard that as a warning signal. To us it means the food is' in
for stiff competition from new automobiles, appliances, and housing.
In fact the competition has.begun. And higher rents may have some
futhar-e'ffect.

That's one factor. But the probabilities must be judged not only
in terms of domestic business conditions but of world supply and
demand. This is a complex question and I shall touch only on the
high lights.

Domestically, most of the "pipe lines" are filled in food trade
channels today. We have a record wheat crop. There is some carry-
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over in corn, offsetting a prospective lower yield this year. In most
food items in fact, we would be f acing heavy surpluses if it were not
for the prospect of large export demands.

In the fiscal year just ended, as President Truman announced last
Saturday, the United States set new high records for the shipment
of food abroad. Yet Europe's "pipe lines" are still empty. The crop
outlook is poor in: many parts of Europe and even more doubtful in
Asia. There is every likelihood that our foreign food shipments will
exceed all previous records in the coming year.

However, it looks now as though our surpluses should be equal to
the heavier demand, more than equal, perhaps, in view of a possible
easing off in domestic consumption. Seed, fertilizer, and equipment
have been sent abroad in some quantity. Other nations want, natu-
rally, to grow their own food. Their aictivity is bound to increase sup-
ply, especially if more favorable weather prevails. Hence, balancing
all the factors, we expect a continuing corrective in prices.
* To what extent does the food processor control the prices paid by
consumers?

On the basis of our own experience, the factors which dictate the
price of food to the consumer are largely outside the control of the
food processor. Rather, the processor merely transmits the effects
of changes in supply and demand back and forth between the con-
sumer and the producers of commodities. To illustrate, let, me again
refer to General Foods because I-believe our experience to be typical
of the situation in which the food-processing industry finds itself.

Sixty percent of our sales dollar is paid out for war materials and
supplies, the price of which is established by others, not by ourselves
This is true not only of domestic commodities such as wheat and corn,
but of the many foreign crops which we buy in quantity-such as
coffee, cocoa, coconut, sugar, and so forth, some of which are under
Government control.

I think you will be interested in the following figures which show
the increases in the prices which we. paid for some of our most im-
portant raw materials and supplies between March 1946 and March
1947:

Percent Percent

Wheat __-___-__----------------_54 Starch_______--_-----__-_-_ - 23
Corn ____---- 50 Raisins ------ __------- --- --- 40
Sugar ____________ _ … 36 Cartons ……-------_---------------- 42
Coffee-------------------------- 113 Bag cloth ____-______---_ 50
Cocoa --- ___._______- - 220 Waxed paper _____------------- 33
Rice------------------ …--------- 40

Now what happened- to the prices which General Foods charged
its own clistomers -meanwhile? Our average prices were about 25
percent higher in. the first quarter of 1947 than. in the first quarter
6f 1946.

I hope you will agree that this suggests an earnest effort on our part
to hold prices down. This does not necessarily mean that we expect
you to pm any roses on us. We consider it simple good business at all
times to try to maintain our competitive position; and apparently, so
do our competitors. And you will not be surprised when I tell you
that today we are working to the smallest margins' in the history of
the company. If this is true with us, I believe it to be true of the
industry.
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We have remarked that 60 percent of our sales dollar goes for mate-
rials and supplies whose price is beyond our control. Another. 20
percent of the sales dollar goes into expenses of a more or less fixed
nature such as labor costs, heat, light, power, depreciation, freight,
warehousing, local taxes, and the like. Most of these have tended to
rise and our opportunity to make any substantial reduction in- any
of them is very slight. We can, and do, try to improve production
methods and equipment. We can, and do, hunt constantly for operat-
ing economies, of course.

The remaining 20 percent of our sales dollar goes into such things
as administration, selling costs, advertising, Federal taxes, and profits.
Here again we have- very, little real chance to make decisive reductions.
Naturally, I can't announce our selling and advertising costs but we
believe them to be as low per pound, per package, or per case as is con-
sistent with sound competitive operations in a free market where the
customer is supreme.

Federal taxes, of course, are set by the Congress. And our profits
in 1946 amounted, after taxes and contingencies, to 5.5 percent of
gross sales and are running at about the same level this year. Not
much chance here for price reductions while still maintaining a profit
and loss system.

The CHAIRMAN. Mr. Francis, going back a moment, take the in-
creases in coffee and cocoa. Is that a world price increase?

Mr. FRANCIS. Yes, sir.
The CHAIRMAN. Is coffee sold under a treaty agreement, or quota?
'Mr. FRANCIS. I do not think there is any treaty. The price is set

by the foreign countries. Recently it has been reported the Government
of Brazil bought a million bags, as Government property and they are
not coming to market.

We dropped our coffee prices some 3 cents a pound some 4 weeks ago
on the basis of a rather material drop of green coffee. It does not look
as if that price drop can be sustained. It has gone the other way.

The CHATRMAN; What about cocoa?
Mr. FRANCIS. That is controlled definitely by the British Govern-

ment and it is a treaty matter.
The CHATRMAN. Is there a quota on the import of cocoa?
Mr. FRANCIS. No; but you are dealing exclusively with the British

Government and you are accepting their price dictated by them. We
do not have any control over that at all.

T he CHAIRMAN. All right, Mr. Francis.
Mr. FRANCIS. Is a profit of 5.5 percent on sales excessive?
There is so much talk these days of excessive profits- that I would

like to comment on this point. The polls show that the public has a
tendency to suppose that a company like ours makes a high profit-
20 or 30 percent or even more. Frankly, I don't think most people
would regard our present profit ratio of 5!5 percent on gross sales,
after taxes and contingencies, as excessive.

Now let me refer you to a second chart entitled "Ratio of Net Profit
to Sales-GF, All Food Manufacturing, and All Manufacturing Cor-
porations." That is the very last one in your book.
' Mr. FRANCIS. You will note that today our profits are close to the

all-manufacturing average of about 5 percent, although still some-
what above the average for all food manufacturers, which is a little
more than 3 percent.
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(The chart referred to follows:).
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Admittedly we enjoyed at one time a high profit ratio. It has de-
clined heavily through the years. Meanwhile we have been able to
increase volume greatly. That, by and large, is as it should be.

The CHAIRMAN. You might state what kind of things your company
sells.

I do not think you have said that anywhere.
Mr. FRANOIS. I tried to confine this merely-
The CHAIRMAN (interposing). The types generally.
Mr. FRANCIS. We are dealing in coffee, cocoa, tapioca, corn products,

wheat products, fish, shrimp, oysters, dog food, coconuts, dessert prod-
ucts. I said corn and wheat?

The CHAIRMAN. You deal in specialties and basic commodities also?
Mr. FRANCIS. Yes, sir.
The CHAIRMAN. Are they mostly branded goods?
Mr. FRANCIS. Mostly. It is mostly specialty goods..
The CHAIRMAN. All right.
Mr. FRANCIS. By holding down prices, we contribute to purchasing

power. And we give employment on case sales, not on dollars.
Still speaking strictly from a management point of view, I don't

consider our present profit ratio adequate to insure the soundest pos-
sible over-all development of the company. Management has three
duties: to serve consumers by providing the best values possible;
to create jobs and opportunities for employees; and to reward stock-
holders with adequate returns.

To do these things we must constantly improve our plants and
equipment. We must invest in research and in the development of
new products. I know you have heard many business witnesses point
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this out and I'm not going to belabor it to the extent that there
won't be "a dry eye in the House"-or the Senate, for that matter.

But I do think we are right at the heart of the important question
which your committee has undertaken to study when we observe that
profits, reasonable profits, are the true spark plug of America's free-
dom and growth. They generate the wealth which has given our
people not only great material but spiritaual wealth. For profits also
make possible the schools, libraries, universities, publications, forums,
and institutions which we enjoy to a greater degree than any people
on earth in all of history.

What can a corporation do to contribute to economic stability and
continued -prosperity ? -

I think I may have indicated some of the-policies which I believe
to be in line with these objectives. But if I had to boil it down to
one thing, I believe I would say this:

It is the first duty of management to keep a company competitively
healthy and sound.

To me the true source of America's economic greatness lies in the
competitive nature of our system, regardless of shortcomings and
failures in practice. Competition stimulates production, demands
attention to more efficient methods, compels investment in better
equipment, and forces improvement in products and enlargement of
markets.

Hence, over the long run, competition creates jobs, goods, and
services in a measure that no other known system can provide. Com-
petition is the source of progressive management practices-whether
it be in technology, in marketing, or in human relations. For example,
there are sound competitive reasons for all of us in business to make
every effort to stabilize employment.

General Foods, for its part, will continue to throw its competitive
punches as hard as it can, not wildly but with the best judgment at
our- command.. We consider this the primary way to. attain -the
broader goals to which we, as. a management, are -pledged; namely,
"jobs, freedom, and the greater dignity of the individual."

What can government do to encourage economic stability and con-
tinued prosperity?

At this point, you may expect me, as a businessman, to dwell exten-
sively on problems of taxation, management incentives, industrial re-
lations, and the like. I shall bypass all this, if you don't mind, not
because I don't consider it important, but because some of the other
witnesses have done an excellent job of detailing the ways in which
Government can help to provide that all-important thing called a
favorable atmosphere for business.

Instead, still speaking as just one representative of one company in
a big industry, I should like to make a proposal with respect to food.-
I can't offer you a bagful of legislation. I'm not sure I can suggest
a specific solution. But I can point out what seems to me to be the
coming No. 1 problem.

Congress, I believe, is going to have to face up squarely to the prob-
lem of broad agricultural policy by the end of 1948, at which time war-
time supports are scheduled to end. Much will depend, I think, on how
well, or how badly, we handle this matter of surpluses when the picture
of world demand begins to change. The world won't absorb indefi-
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nitely everything we produce beyond our own needs. And I think
that the thought we. give now to preparation for new conditions will
have a lot to do with economic stability in the future.

Now Iam going to say this at the risk of being misunderstood:' I
don't think all fluctuations can be fully eliminated from any economy,
totalitarian or capitalistic, where progress is desired and achieved.
But I do think every effort must be made to minimize fluctuations
where possible. And in the field of agricultural policy I think healthy
stability, requires flexibility of approach. If the market tells~ us
clearly, for example, that too much acreage is being given to a certain
crop, then, I think, every uneconomic price or income support should

.be adjusted promptly in accordance with what the market is telling
us. We cannot fight economic laws any more than chemists or engi-
neers would try to fight physical laws, and we must learn to relate
actions in one areasto what we know of the agricultural problem as a
whole. Moreover, we must learn to integrate, farm policy with all our
other efforts, private and public, to achieve. economic progress. ;

What I am suggesting for the long range is this: Our Government
has at its disposal vast data on worl d food supply, demand, and price
trends. Can't we harness this information in a sort of "world balan6c
sheet" on fo6d and then cut our cloth according to the best analysis
possible? And could we not, perhaps, put the job of cloth.cutting in
the hands of a qualified board of really expert persons, possibly three
in number, who could be completely removed from .pressures?

That is about all I care to suggest' at this time. Getting backto
the broader problems of industry as a whole, I should like to conclude

vith one thought. .'
I hope that all the discussions we are currently hearing will have

one fundamental effect: To give to Americans and to the world a
better understanding and a greater appreciation 6f.,this economic
system of ours. For the one thing we know for sure is this: If -there
is to be peace, the American economy must be .kept strong and free.
And it *annot remain. so without public understanding and support.

Tile C01HAIRMAN. Thank you very much, Mr. Francis.
Your general conclusion on food prices is that the prices are made

in a free market today by supply and demand and there is not very
much that processors or anybody can do about it outside the
Government?

Mr. FRANCIS. Yes. The main ingredient of the cost is raw material
and unless there are some changes of this there are- apt to be very
slight changes in the over-all price structure.

The C0HAIRMAN. Why are farm prices up more-than other prices-a
more than metal prices, even?

Mr. FRANCIS'; My answer to that, I think, has to be the straight
law of supply and demand workinlg; that there is a world demand
that is pressing the supply to the utmost.

The CHA.IRIIAN. A world demand and a domestic demand.
Mr. FRANCIS. A world demand and domestic, too. Our domestic

demand is, of course, very much less than our supply.. I iientioned
surpluses here. I would say if it were not for the foreign demand
we would have large surpluses and we would be facing a very serious
problem in agriculture.

65210-47-pt. 1-19
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: The CHAIRMAN. Take meat. One of the serious'problems is meat
iand- yet only 3 percent of meat has been exported so that 97 percent

is domestically consumed, apparently.
Mr. FRANCIS. Senator, I admitted at the start my lack of knowledge

'oh many fronts and of all food problems I would claim less knowledge
of meat than any other.

The CHAIRMAN. You do not handle meat?
Mr. FRANCIS. We do not handle meat.
The CHAIRMAN. It seems to me the answer is the increased domestic

'consumption must have a bigger effect than the export.
*Mr. FRANCIS. I can merely guess or judge. During the early days

w'hen foods were rationed, steaks were sold in quantity in many areas
where they were not sold previously.

I think unquestionably our increased purchasing power must have
stimulated the demand for food.
' The CI-IAIRMAN. Do you feel that prices, food prices, have more or
less reached a stopping place?

We have had testimony from automobile manufacturers that they
'could get $200 or $300 more, if they did not hold the prices down.

Isi there any such condition in food?
Mr., FRANCIS. No. Food is too highly competitive. The consumer

'is very discriminating. During the war the trade bought what we call
>'cats and dogs." Almost anything could be sold. The supply is such
now that the housewife can get what she wants and the pr-ices are ad-
tJus td ;by severe' competition.
' 'The CIHAIRMAN. An effort to raise the price in any commodity is
likely, to hit consumer resistance?
;'':Mi.FRANCIS. Quite definitely. To'me there is quite marked resist-
'aute'td increased prices.

;!: The CHIAIRMAN. Are stocks being increased?'
MU' FRANCIS. In my judgment stock's are being depleted rather than

'i iicased.
;' iFimankly, our second quarter is going to be very disappointing. I
think that is due to several reasons. There is normally a 12 week's

"s-'pfilybetween us and disposal of goods by the wholesaler and retailer.
<It ainnclined to think it' is too much. Any time they care to reduce

cimey''ciin cut it' down to.6 weeks and when that is done we suffer.
The CHAIRMAN. Is that due to caution?
M :'Ar'. 'FtANcIs. Doing just what we 'are doing, trying to minimize in-

'iWitoiWy risk due to high prices. I think that is it.'
The CHAIRMAN. Senator Watkins, I will have to go to a Finance

Conmmittee meeting, and I will ask you to preside.
Senator Watkins also wants to ask some questions. We may have

to reduce taxes.
11'Mr .IFRANCIS. In that case I think it is quite wise to have you ex-
cused.C

TThe CHAIRAIAN. Senator Watkins.
:i.$Senator WATKINS. I was 'quite interested in your statement, about
ith lfast statement you made in reference to the appointment of a board
6f three in number completely removed from pressures, advising, how

:mtcuh: food to grow or not to grow.
Do you wish to expand this?
Mr. FRANCIS. Senator, I had in mind a three-man board such as we

have on the Economic Conference which has served, and'will continue
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to serve, a great purpose. I think it will become more important in
that it throws out a viewpoint, crystallizes opinion, causes discussion,
and, I think, corrects evils. I am more or less patterning my idea after
that. If we had a, three-man committee devoted to the agricultural
problem, ascertaining world facts and putting them in an understand-
able form, such a committee could not only influence legislation but in-
fluence trends. I am talking about, the acquisition and publication of
facts rather than the promulgation of specific plans.

Senator WATKINS. I understand you do not mean crop control?
Mr. FRANCIS. No, sir; I do not.
Senator WATKINS. The quantity to be produced in any given crop

because of world conditions?
Mr. FRANCIS. I do not. My recommendation is for the gathering

of the data and presenting that in adequate form for use.
Senator WATKINS. You would not go into killing little pigs?
Mr. FRANCIS. Not for this committee.
Senator WATKINS. It would all have a bearing on price?
Mri. FRANCIS. I should think so.
Seiiator WATKINS. In other words, in the field of agriculture there

aire so many elements a mami cannot control. and any effort to control
.might result in disaster, such as drought and flood?

Mr. FRANCIS. Yes.
Senator WATIKINS.. Such as the rainy season and floods, if a man

tried to control that, that would happen.
Mr. FRANCIS. I would rather dislike to have that assignment.
Senator WATKINS. Your statement here:
If the market tells us clearly, for example, that too inuch acreage is being-given to a certain crop, then, I think, every uneconomic price or income support

slhould be adjusted promptly in accoidaiice with what the market is telling us.
In other words, I think you might agree to cut down acreage on this

field because the production would be too much.
Mr. FRANCIS. We do_ have control.
Senator WATKINS. We do have control. Is it your opinion we have

advanced to the stage we can and should control by artificial means?
Mr. FRANCIS. You are talking with someone who believes in a very

minimum of control, but I certainly do believe there.are times and
conditions under which controls are necessary.

I am pleading for flexibility and adjustment depending on condi-
tions. In other words, if the control has been put in, it does not mean
it shall always stay.

I think that if publicity is given frankly and freely to changing crop
.conditions, it will result in quick and free action on the already estab-
lished controls. We have them today on corn. We have them on
wheat right here. You have your loan price, your parity price. You
have other things. Are we going to keep them?

Senator WATKINS. As I understand it, you only want to use those
controls either to force an increase in production or cut down produc-
tion. That is the interpretation of the sentence I just quoted?'

Mr. FRANCIS. I-do not know that that is quite right.
My recommendation is for a committee for the development of facts.

In the light of the facts, then, decisions will be made as to what should
be done:.

Senator WATKINS. For instance, during the war we. paid support
prices to increase the production of certain foodstuffs. They would
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have the effect of immediately causing farmers to go ahead because
they did not fear an oversupply, and that is true even now with some
commodities.

If we are going to manipulate this we will in effect be trying to
control production by this artificial means.

I wonder if that is a safe process because agriculture is one of the
most harzardous things in the world.

It would be hazardous to even attempt to control it.
Mr. FRANCIS. Senator, I do not think I am advising any specific

action. We have controls today. I say in the light of existing con-
ditions you are going to have to do something about them. Are you
going to leave them in? Are you going to reduce them? Are you
going to take them off? Under what conditions, when, and how?
I say that a statement on the whole world- condition, a balance sheet
of the world supply, can have a vital effect on what you may do.

May I put it this way: If we are going to produce a billion four
hundred million bushels of wheat this year, which I think is the

*estimate, and I presume that our domestic demand will be 800,000,-
000 or thereabouts, we will have a surplus if we continue this produc-
tion of 600,000,000 bushels of wheat-

Senator WATKINS (interposing). That is as far as the domestic
supply is concerned?

Mr. FRANCIS. That is as far as the domestic supply is concerned.
If the foreign demand were to decrease greatly we would have that
surplus. That could be very disastrous.

If you are asking me what to do about it right away, my answer
is I do not know, but I realize iAis a problem, and my answer is-that
the sooner we get to look at it and prepare for it from a. long-range
point of view, the better off will we be.

Senator WATKINS. That is all I have. Does any other member
have questions?

Mr. HART. There has been criticism of the extraordinary disparity
between the price the dealer has to pay and what the consumer pays.
Does that disparity exist?

'Mr. FRANCIS. Surely it does. We are even accused of it.
Mr. HART. Does the disparity in fact exist, that is, unconscionable

disparity?
Mr. FRANCIS. There is a difference between what we pay for a

bushel of corn and what the consumer pays, say for a package of
corn flakes.

Mr. HART. Several weeks ago the United Fruit Co. inserted a very
large advertisement in a number of our major newspapers pointing
out they provided the wholesaler with bananas at --51/y cents a pound
and the consumer was paying 18 cents for bananas.

The United Fruit Co. apparently thought that that disparity was
unconscionable and unnecessary and resulted in excessive profits.

Does that situation obtain generally with respect to food or is it
confined to a fews items?

Mr. FRANCIS. My answer to that would be no, it does not apply gen-
erally. I can go back a long number of years, and I remember when
the retailer had to get 15 percent and the wholesaler 25, making a
total of 40. There are retail companies operating today on an over-all
of 15 percent. That situation is very competitive.
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I dare say there are sections in the country today, and perhaps dif-
ferent stores in almost every market, where there might be some criti-
cism'because of prices which seem too high. But on the over-all pic-
ture I think the situation is highly competitive and will become in-
creasingly more so.

Mr. HART. I noticed an advertisement yesterday put in the paper
by the American Meat Packers Institute to the effect the packers
only made an average profit of 7 cents on each family of four, and
down further in the advertisement it is stated when the price of meat
went up it was due solely to the fact there was not enough to supply
the demand.

Recently the price of meat jumped considerably almost overnight,
yet many of our sources indicate there was no diminution in the supply
of meat which would justify that extraordinary price increase or the
contention of the Packers Institute that the price responded directly
to the supply and demand.

Is it correct or incorrect that the recent sudden and extraordinary
price.mcrease was due to a sudden diminution in the supply of meat?

Il'seeinsto have come so 'suddenly and was so largely extended it
appears that would be impossible.

Mr. FRANCIS. I am sorry. As I said to Senator Taft, I am just not
familiar with the meat situation.

Mr. HART. There has been a great deal of talk about legitimate
profits in these hearings, not a great deal, but some talk.

I recall a witness at one of our first hearings was alarmed over the
criticism that was directed at legitimate profits in industry.

In the press there has been quite a bit of talk about it. You say the
first duty of management is to keep a company competitively healthy
and sound. What would be the norm of legitimate profits in industry
in order to achieve this objective?

You say your profits amount to 5½/2 percent, and I think you say cor-
rectly there can be no criticism leveled at that. What in your own
industry would you consider would be legitimate profit beyond criti-
cism and fair to the company and yet permit you to attain the objective?

Mr. FRANCIs. Are you asking me to express that in mathematical
percentage or purely principles?

Mr. HART. First, can it be so expressed?
Mr. FRANCIS. I would question it very definitely because of chang-

ing conditions.
Again, I hope you will pardon me for talking about my own com-

pany, but I am doing it because I happen to know the situation.
Last week we sold $25,000,000 worth of preferred stock. Now the

reason we had to do that was because of an error which we made. I have
to admit error publicly here, but all right, here it is, an error which
we made in our business calculation. We felt that at this particular
time we would recapture from inventory some $25,000,000 to $30,000,-
000. Today we have about $84,000,000 in inventory which is almost
to a dollar what we had some time ago and the quantity is less. So we
have to have the $25,000,000. As you recall, we authorized $13,000,-
000 for plant improvement and equipment and spent it last year and
authorized $20,000,000 more this year. Now the question is: How
much of your earnings should be retained for development of your:
business? Much depends upon the conditions prevailing at a given
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time, and I think they chanige. But as a matter of broad principle you
should be able to meet them.

We started to prepare for the postwar era. We had our research
department busy. We developed new ideas, new processes. Now, if
we are going to expand it is going to take capital to do it. Exactly
.what the point of necessary return is, I do not know, for you have
to look at the. end figure in the light of changing conditions. For
example, normally you are able.to operate maintenance on the depre-
ciation account, whereas today our maintenance is exceeding depre-
ciation, so there is not a c ish gain. As your price and volume go up
your receivables increase also.

All in all, it is very much a matter of the individual company,
depending on the size,.the location, its operation, whether it is expand-
ing, what the character of the national economy is, what your price
situation is, and many other things. Certainly there should be an
amount there to adequately reward the capital and your employees
and permit your expansion and still have some for reserve. I think
it is essential to our system of operation.

I did not mean to bypass your question, but I do not know how to
answer it any more precisely.

Mr. HART. I understand that: I thought it probably could not be
answered in any specific percentage market.

Do you have any comments to make on the Government practices
for the purchase of food for export, and whether that practice should
be continued and whether it has. any effect on price?

Mr. FRANCIS. I am not an expert. I have heard unfavorable com-
ment about some of the activities: Whether they are justified or not,
I do not know. I have never made it my business to find out.

If it has not been done, it seems to me the best administration of
that function is the saine as anything in business; to get yourself the
most capable people in industry, have them review what you have
done, and outline a program to follow. If that has been done, then
I think maybe the world ought to know about that, because we are
going into a very heavy. purchasing problem next year and-I think
that is a pretty safe remark-the -Way we do handle that operation
can have an affect on prices and stability.

Mr. HUBER. You mentioned your profit. What does 51/2-percent
profit mean in terms of profit on investment?

Mr. FRANCIS. I am sorry I cannot tell you. I will be glad to get the
information and send it.

Mr. HUBER. How is that 51/2 percent distributed between dividends
and plant expansion?

Mr. FRANCIS. Are you asking for actual dollars?
Mr. HUBER. Yes, roughly. I do not expect you to pull the figures

right out of the air.
Mr. FRANCIS. I am terribly sorry. If anyone has an annual report

I will take it and figure it out or send it.
Mr. HUBER. Do you have your annual report?
Mr. FRANCIS. No. If I had it I could figure it out.
Mr. HUBER. You could send that.
Mr. FRANCIS. It would tell the whole business. I could read the

figures.
Mr. HUBER. That might be helpful to the committee.
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Mr. FRANOIS. I will be very glad to send the annual report, and what
was the other question, what was the other information I said I would
give you? - 0 .;15J1 .1

Mr. HuBin. As to how the 5/2 percent in gross sales, what it fiaedii'
in terms of profit on investment. i

Mr. FRANCIS. I will be very glad to do it. I am sorry I am not:
equipped to do it now.

SenatorWATKINS. Any other questions.? [No response.]
That is all. Thank you very much.
Senator WATKINS. The next witness, Mr. Schmidt, is in another

committee and we will recess briefly.
(Whereupon, a short recess was taken.)

- Senator WATKINS. The committee will resume its session.
Mr. Schmidt has not been released from the other committee as yet,.

but in the -meantime Dr. Swanson will read his formal paper.

STATEMENT OF -DR. ERNEST SWANSON, ECONOMIC RESEARCH.
DEPARTMENT, CHAMBER OF COMMERCE, UNITED STATES OF.
AMERICA

Dr. SWANSON. Mr. Schmidt'sstatement reads as follows:

ECONOMIC STABILITY

The Chamber of Commerce of the United States.welcomes the opportunity to
cooperate with the joint committee on the problems of maintaining enduring
prosperity. Next to the problem of durable peace, this is the most important
problem to every American. Indeed world peace and enduring prosperity are
indivisible.

SEMIWAR ECONOMY

To some people postwar reconversion appears complete. It is doubtful;.hIow-i
ever, that we have reconverted the economy in the brief 2-year period to any-
thing like normal peacetime conditions. Actually we remain on a quasi-war
footing which has not permitted return to a normal civilian exchange economy.:

Unless we can establish international peace, there may be little purpose in
talking about domestic economic stability. Wars grossly distort the economy,:
expanding different parts unequally. Production and price distortions, includ-
ing wage distortions, abound everywhere. The nmoney'supply is multiplied and,
seeks to express itself in higher prices. Because of the wvar-induced conditions
we are experiencing a kind of prosperity, but it is doubtful that it rests on al
secure foundation.

Since the war's beginning some prices and some wages have increased severali
times as rapidly as others. While a restoration to prewar relations might:not,
be ideal, few would argue that the present wage pattern, the price pattern, or;
the production pattern will endure, or that the existing relationships can be;
permanent-patterns and relationships which are the byproducts of war.

We are exporting nearly $3 of goods for every dollar of imports. Dollar ex-
change is shrinking and already a number of foreign nations have placed restrict,
tions on our exports to them merely to conserve their foreign exchange. This~
type of interference can accumulate very rapidly and lead to further trouble.

If the Marshall pilogram, supplementing the Truman doctrine, is put, into
effect in the next months, it may cost this country many billions of dollars over!
the next few years. This may mean an additional drain on the products of pur
man-hours. We may unconcernedly extend "foreign credits" but in practice this
means that xve are making available services, goods, and raw materials to foreign
lands. This will mean that we will have less to consume here, with additional
upward pressure on our price structure.

It has been estimated that every 5-percent increase in the demand for agrje
cultural products means approximately a 10- to 20-percent increase in their
.jrices. The Marshall plan is likely to involve very considerable upward price1
pressure on many commodities.
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This in turn will set in motion a generalized union-wage- demand across the
economy, because the public is so readily. disposed to accept as just, the notion
that wage increases must at least keep pace with price increases, like the opera
company which sold more tickets than it had seats, and- then to correct *the;
udbalance it sold some more tickets. It is doubtful that we have learned even
yet that further wage increases, when the cost of living is pressing against the.
wage structure, merely permits the consumers to bid more fiercely against the
scarce supply of goods. If the Marshall program calls for several billion dollars',
worth of goods per year, the American people will have to recognize that through
one means or another their standard of 'living must shrink. Such shrinkage
can be made effective in several wvays, or a combination of these ways:

:1 Rationing, price, and wage control.
2. Exceedingly heavy taxation to drain off excess money demand.
3. Government borrowing out of savifigs.
4. Inflation.
This matter is mentioned because we appear to be moving toward expanded

programs of foreign aid and reconstruction, if not something of a much more
omiflous nature. If this is correct, it wilf be incumbent upon the Government;
of the United States to make clear in advance the cost in real terms, and not
simply in the euphonious "foreign credit," what this program will involve in
terms of belt tightening.

;Is the foregoing not the crucial issue at this moment before your committee
in terms of the problem of domestic stability'?

REAL CAPITAL SUPPLY

For more than a decade and a half we have experienced a subnormal rate of
capital formation, first due to the depression and then due to the war experi-
ence. Some war assets are being put to civilian use, but by and large we are
grossly short of productive capital as well as certain specialized labor; Our
basic capital supply, prewar, was designed to produce an annual national in-,
come .of about $90,000,000,000. Our income has doubled. But, even after allow-,
ing for price inflation, we are today with our large monetary national income
making an impossible demand upon our economy. Since 1929 we have added'
to our population the equivalent of two Canadas, and yet we have had relatively
little net capital formation in this period. Electric-power shortages are widely
predicted for next winter, as are'fuel shortages.' We already have gasoline
shortages. In Chicago, newly constructed houses cannot install gas furnaces due
toha lack of gas-pipe-line capacity. Our Govermuent has just placed a restriction:
on-the export of rolling stock. We have a shortage of paper, steel, lumber, many
metal-alloy products; we are grossly short of commercial, recreational, and
nmany other types of establishments. Hotel rentals are being bid up 12, 30, 50i,
and over 100 percent. Our roads have been neglected; public works in general!
have been neglected.

If this is a fair picture, your committee and its staff would be well advised to'
take 'a look critically into the general problem of capital formation and what
conditions are essential to foster a vast increase in prbductive capital. Some
take the view that our price and wage structure is'diverting an unduly large
portion of our productive effort to producing consumer goods and retarding the'
expansion of our capital supply. If this viewpoint has any validity it means:
that we must divert more machines and labor power to produce producer's goods:
other durables, and permanent installations.
I Normally, the free market would automatically make corrections of such 'a

distortion by encouraging reinvestment of profits, the issue of new stocks and'
bonds, and in general encouraging thrift, which is the only way any society can'
raise its standard of living

For years thrift has been deprecated. Interest rates have been driven down
to a point where there may be insufficient incentive to shrink current consump-
tion, which is necessary if we are to divert a greater part of our manpower and!
other resources to capital formation. We have cast aspersions upon the investor,'I
the landlord, the enterpriser, and risk-taker, whose, talents and -drives are- so
essential in creating a dynamic expanding economy. .I

Deficit spending in thM 1930's having failed to solve the employment problem,
in -nore recent years the same groups have now turned to the labor movement
to' accomplish the ends of deficit spending by increasing the share of the national'
income going to the wage worker. l

Before the war's end, powerful movements, supported by Government bureaus,
were set in motion to raise wages, "to maintain take-home pay," "to increase
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purchasing power," "to close the deflationary gap," and so forth and so forth.
'Thus, despite the fact that our problems today are so utterly different from
Ithose of the 1930's, we seem to have a recrudescence of what was then called
pump priming. Today's pump priming his a. more elaborate rationalization in
what is miscalled the purchasing-power theory of wages;

In plain language, it is the simple:essence of this theory that, by taking toll
of consumers in general, for the benefit of selected groups of organized labor,
the total of our purchasing power is somehow increased. Our total purchasing
Power is somehow supposed to be increased, for example, by giving consumers le~s
coal-and less of all the things that coal helps to make-for their dollars, in order
'to give the John L. Lewis constituency some $13 a day for digging it.

Whether $13 a day is too high, too low, or just right, is not the point at issue.
What is at issue is the straightness of the way we think about it.

-Our total purchasing power cannot be sustained or increased by taking it
'away from consumers in general for the benefit of this, that, or some other
occupational group. In fact, even these organized special occupational groups
;reduce each 'other's differential gains, because these groups are themselves made
up of consumers.

-The essential process of robbing Peter to pay Paul cannot make both of them
better off, even though Peter eventually gets around to- taking a turn at robbing
Paul, with the protest that his purchasing power has recently been reduced.
ind'far too many-in fact most of our consumers, whose purchasing power is
reduced by rising prices, have no prospect of ever getting their turn.

-' 'These successive wage-jumps have not translated themselves into mass unem-
:pl6yment only because of the war-created liquidity of individuals and business.
They leave lagging many wage rates and incomes of some sectors of the economy

'½and iay in time make it difficult to clear all markets.
; The uncertainty of fiscal and monetary policy and of wage and tax policy
-has placed a considerable cloud over the future of business. A year or two
of good profits promptly sets the labor movement on fire, causes high adminis-
tration officials to encourage further wage increases and to denounce profits anyd
'organize a campaign to "talk down" prices. In spite of good profits as'a whole,
investors hesitate, enterprisers and risk takers hesitate in uncertainty, and- the
stock market follows a cautious course, not conducive to equity financing. When
the outlook is uncertain, the chances 'of recovering investments become dim, to

'say nithing of the chances of earning a return on the outlays. -

If this is a valid, though unduly brief and oversimplified analysis, what can
your committee do to set straight the thinking of our people so that proper balance
may be restored? The Nation's concern with industrial potential in terms -of
'both national defense and a rising standard of living, should indicate the supreme
importance of this matter.

The substantial profits earned by American business today-between 4 and 5
cents per--dollar of sales, or 3.5 cents per dollar of assets-are not earned by an
omnibus corporation but by hundreds of thousands of separate enterprises.

Meantime, railroads, air lines, aircraft manufacturers, and others are oper-
ating close to the break-even point or at a loss. We must permit those adjust-
ments which will keep the individual enterprise producing those things which
,the consumer wants and is willing to pay for. For this reason average wage
'rates, average profits, and average prices cannot tell us whether danger points:are
,beginning to emerge. There is always danger in the use of these aggregates,
because incentives are individual.

Because correctives must be individual, selective, and designed to fit' the
'specific malady, it is very difficult for Government to do anything positive about
those problems. Government usually uses a generalized remedy which has little
-dapacity to cure the particular sore parts which need corrections. It is only .45
the Government and special interests help to open the way for natural adjust-
ments to make themselves operative, that permanent remedies can be developed.
- Because of lags in prices and costs, current profits may be misleading. It may
take from a few days-an automobile manufacturer-to many years-a job
printer-for the full effects of a general across-the-board wage increase, say in

-steel, to make itself fully felt in all sectors of the economy. Only when the
printer replaces his presses and other equipment will he be confronted with higher
steel prices. For this reason, it is probable that many businesses have not yet
felt fully the rise in the wartime wage increase, to say nothing of the several
ipostwar increases.

Depreciation rates are generally calculated on the historical cost of equipincpt.
When the day of replacement comes, businesses generally will be confronted with
much higher replacement costs. The large aggregate net cash and other liquid
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assets may not help the individual enterprise. Many of them will have to bor-
row and others will issue stock if the market is favorable. In other words, we
face a very considerable problem of not only capital expansion, but also capital
,replacement. It. will not be easy.

THE COMMITTEE'S TASKS

Your committee, Mr. Chairman, must be concerned primarily with legislation.
It must also be conscious of the problems of administering existing and new
legislation-that is, legislation in action.

But in economic affairs things usually are not what they seem. Social
security may bring some security to the individual, but it has many repercus-
sions on fiscal policy, on work incentives, on the mobility of labor, on the appli-
cations of labor, and the allocation of resources. A low interest rate saves the
Government some debt charges; but it may cause excessive demand for capital
and discourage thrift, under certain circumstances. It may help create an old-
age problem for the Government by driving down earnings from savings, and it
forces upward-inflation-a revaluation of all earning assets, farms, real estate,
fetc. A new minimum-Wage law may say to the worker, "You shall not work for
less than 75 cents an hour." Does the law, however, assure the worker of a job?
Does it stimulate inflation? Would it at other times retard recovery?

In. considering legislation, the committee should always examine the full
implications as to its effect on costs, on prices, and on output.

There is always great danger of fixing one's eye on one-of these-and ignoring
the compensatory and other reactions set in motion by a law or ruling, which
may be adverse with respect to the one or both of the other factors.

The committee must always be conscious of the interrelation of wages,
prices, and profits, the cost of borrowed capital, the problem of incentives. It
must always be conscious that there is great danger in dealing in generalities
and aggregates. Profits are not earned by "business" but by innumerable sepa-
rate concerns. Perhaps nobody earns the average wage rate.
: . It has been said that no progress was made in determining whether or not
-civilization had progressed until the concept of "progress" was broken down
Jnto its constituent elements: Freedom from pain, from suffering, from oppres-
-sion; -freedom from tyranny of government and tyranny of private groups;
central -house heating; reduction of caries; adequate and balanced diet;, and

,so-, forth. The committee, to be most useful, should similarly tackle. these
:basic over-all problems by breaking them down into the forms in which they
are in reality, and then examine their -interdependencies. We know now that
Government-inspired, 18-cent-per-hour wage increases; for example, were too
much of a "blunt instrument" type of therapy. They'had an enormous differen-

:tial impact and solved no problems.

BASIC METHODOLOGY

The committee members should ask themselves from time to time
1. What is there that we don't like about the.present economic picture?

.2., Can the Government really do something about this picture?
.3. If the Government does what is proposed, what secondary and tertiary

effects, which are not wanted, will flow from the action taken?
-4. Is it possible to determine in advance the short-run, the long-run, and the
intermediate-run implications of this or that projected policy?
. 5. If the Government did all that needs doing, would it do a really good job,
.and what kind of economy would we have?

6. How far would the Government have to go in many details and many direc-
tions in tying up the loose ends in this sector or that aspect of the economy if
proposed policies are to be carried through?

3ASIC PHILOSOPHY

We have taken our form of government and our voluntary economic system
for granted for a long time. Except in the case of revolutions, the, loss of liberty
has occurred largely on a concealed step-by-step basis. Governments were pres-
sured into bringing about cures, and, having failed to heed the foregoing stand-
ards, these cures frequently set in motion so many adverse effects that *the
economy bogged down and malfunctioned to the point where most cures seemed

v called for.
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Fortunately, the Employment Act of 1946. throws its authority in favor of a

voluntary individualistic society.
We have not been fully conscious of the perfectly enormous virtues and poten-

tialities of this type of society. The 3.6 million separate business enterprises
plus 6 million agricultural enterprises provide our economy With nearly 10 million
foci of energy, of drive, and of ambition. Most of these enterprises are engines
for fostering capital formation. Most of them are ever alert to use more mechan-
ical horsepower per worker. Many of them are looking for innovations and
improvements: We have 10 million places where experiments may be tried,
where no outside authorization is needed to launch the new-all driving the
standard of living of our people upward.

Our economy operates under about 10 million separate, private business budgets.
No regimented or over-all planned economy can hope to compete in the dynamic
drive that an economy has which possesses nearly 10 million individual centers
of initiative. Economic progress with a rising standard of living for the masses
is absolutely assured under this system if we can bring peace to the world and
can create domestic peace and coordination between savers, investors, manage-
ment, and labor, between Government and its citizens and groups.

The Chamber of Commerce would like to assure you that it will do everything
in its power to help make this voluntary society function effectively. This does
not mean complete freedom from Government. Government has a role to play,
primarily in establishing the rules of the game, in creating a sound currency and
banking systeln, providing statistical information not otherwise available, and in
administering the now very large budget in a way which will release incentives
where they need releasing most.

Of importance at least to the future potential economic progress under our
system is the fact that we retain personal and political freedom under it- "All
power corrupts and absolute power corrupts absolutely," said Lord Acton.
Under a competitive economic system we have a great diffusion of power and
authority. An asset we have lost in parts of the labor supply. No one business
establishment can have much enduring power over you or me. Government
should foster an antitrust policy which, while not hostile to so-called big busi-
ness, will forever keep open the opportunity to launch new enterprise. This
is the source of liberty, freedom, and economic progress. "Freedom of entry"
should become the foundation of antitrust policy for both economic and political
reasons.

Before war's end our committee on economic policy prepared a program for
sustaining employment, a brief pamphlet setting forth practical policies for
business, for labor and for government, designed to bring high-level stability
to ohr_ economy. If in your judgment, Mr. Chairman, a useful purpose would be
served thereby, we shall be glad to have you include this pamphlet in the record
of these hearings.'

But again we want to emphasize the enormous difficulty of achieving economic
stability, unless we can achieve international peace and bring about a genuine
peaneful state of mind throughout the world.

SHORT-TERM PROSPECTS

While many serious economic distortions plague our economy, and the failure
of achieving a durable peace is delaying the restoration of an economic balance,
it would appear that the strength of market demand for most types of goods will
sustain economic activity in the months ahead.

The parallels between postwar conditions following World War I and World
War II are indeed striking as indicated by the following charts. If history.
repeated itself closely we should be headed now for a major general collapse.
These charts while painting a somewhat ominous prospect cannot be inter-
preted as indicating any such collapse.

We should, however, be very careful that we do not read into such a compari-
son all the conditions of post-World War I and make them apply to post-World
War II. After the World War I, peace was pretty well assured by the time the
peak of the boom had been reached. Today we are on a quasi war footing
which impels us to carry on an economic program fairly different from the years
following World War I.

While the beginning contours of the two booms are much alike, we have as
yet seen no unequivocal signs of bust.

'A Program for Sustaining Employment. Report of Committee on Economic Policy,
Chamber of Comerce of the United States of America, Washington, D. C., December 1945.
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(The charts referred to follow:)

NATIONAL INCOME PAYMENTS

FOLLOWING WOPLD WARS I AND II

(December 1918 and September 1945 = 100)
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Source of Data: U. S. Department of Commerce, First National bank of
Boston, ena U. S. Chamber of Commerce.
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INDUSTRIAL PRODUCTION

FOLLOWING WORLD WARS I AND II

(December 1919 and September 1945 = 100)
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WHOLESALE COMMODIIY PRICES

FOLLOWING WORLD WARS I AND II

(December 1918 and September,1945 = 100)
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SIOCY PRICES

FOLLOWING WORLD WAR I AND II

(December 1918 and September 1945 = 100)
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AVERAGE WUEELY EARNINGS OF FACTORY WORKERS

FOLLOWiNG WORLD IWARS I AND II

(December 1918 and September 1945 = 100)
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FACTOfY EMPLOYMENT

FOLLOW'ING WORLD WARS I AND II
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Senator WATKINS. Thank you, Dr. Swanson, you saved us some
time.

Mr. Schmidt is now here and will be glad to submit himself for
questioning.

STATEMENT OF EMERSON P. SCHMIDT, DIRECTOR, ECONOMIC RE-
SEARCH DEPARTMENT, CHAMBER OF COMMERCE, UNITED
STATES OF AMERICA, WASHINGTON, D. C.

Mr. SCHMIDT. I am sorry to be late. I was testifying before the
House Labor and Education Committee and they got on your subject.

I will be glad to have Dr. Swanson continue because-he k-nows all
the answers.

Senator FLANDERS. If you get in trouble you might call on Dr.
Swanson.

Senator WATKINS. You may call on him specially if you wish.
Senator FLANDERS. In going over this manuscript, Mr. Schmidt,

if you will turn to page 2, the second paragraph which begins on
that page.

I infer, perhaps wrongly, from your language, that you look at the
Marshall program as an additional drain beyond what we are doing
now?

Mr. SCHMIDT. Yes; I recognize that John Williams takes a different
view. I think we do not really know -because the Government has
not taken its position.

Senator FLANDERS. Gan the. Government take its--position .until the
uiature and the amount of assistance is detailed?

Mr. SCHMIDT. No; it cannot.
Senator FLANDERS. Of course, the hope has been expressed by Mr.

Williams and by others that this is a means of decreasing our financial
responsibilities rather than increasing them?

Mr. SCHMIDT. Yes, sir.
Senator FLANDERS. You feel otherwise?
Mr. SCHMIDT. I think it will be contrary. e

Senator FLANDERS. Beg pardon?
Mr. SCHMIDT. I think it will be contrary. If wve go through with

the kind of centralization or centrally planned program that we are
talking about.

Senator FLANDERS. Centrally planned program?
Mr. SCHMIDT. A program under which some kind of coordination

of the western European democracies is developed and under which
some real capital expansion can take'place.
- Senator FLANDE'RS: Do you.see any chance of recoveryrfroim Europe

unless that is done?
Mr. SCHMIDT. No; but I think fundamentally, or perhaps simul-

taneously, is the bigger problem of political stability.
Senator FLANDERS. Do you feel that political stability can be at-

tained in Europe without economic stability?
Mr. SCHMIDT. No; I am not even sure it can with it.
Senator FLANDERS. But it cannot be without?
Mr. SCHMIDT. That is right.
Senator FLANDERS. The problem is a serious one without question.
The last paragraph beginning on that same page you speak of the

prospective increase in goods to be shipped abroad as setting in mo-
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tioriaa generalized union wage demand across the economy. I am
wondering whether that generalized union wage demand has not al-
ready been set in motion by agreements completely outside of Gov-
ernment action between the mine workers and the great steel industry?

Mr. SCHMIDT. I think you are right.
Senator FLANDERS. That is completely outside of any Government

action whatever.
What about the responsibilities of the Government, if any, as to what

looks like the initiation of the new inflationary spiral?
Mr. ScmInIDT. I am not sure that there is much the Government can

do unless it generates a very, very large budgetary surplus. It seems
that would be the best direct way of siphoning off the excessive pur-
chasing power.. It. can dQ some educational work. It can, argue
against- any generalized wage increase, but. I am not sure that has
much effect.

Senator FLANDERS. You are a bit pessimistic on that subject this
morning?

Mr. SCHMIDT. This was mimeographed yesterday, so I must have
been pessimistic yesterday.

Frankly, we do not know what the problem is because nobody has
told us or intimated the size of the European program.

Senator FLANDERS. I suppose the miners' wage increase will be justi-
fied by the setting of wages at that level in order to bring men into the
industry.

Can you conceive of.any other justification for it?
Mr. SCI1MIDT.' Ndne whatever.
Senator FLANDERS. If it-does that' and increases coal production,

possibly that hag been justified, but if it does not increase coal pro-
duction you see no justification for it?

*Mr. SCHiMIDT. No; it means reduction of some other employment
because we have overemployment. now rather than underemployment.
If we could divert some labor from the soft-goods line to coal, it would
be beneficial, which I'thipji is impractical. It may have that benefit
which you irmply.

Senator FLANDERS. In the middle of page 4 at the end of the first
full paragraph of that page you submit in that program. the general
problem of capital formation and say:

Some take the view that our price and wage structure is diverting an unduly
large portion of our productive effort to producing consumer goods and retarding
the expansion of our capital supply.

And later on you go into it a little bit further, and you continually,
throughout this document, emphasize the fact that you do not have
any general increase in our standard of living simply. by increasing
the amount paid out to this group or that group, or the other group
as lobg as you do not incirease production of goods and services. That,
of course, is an obvious and perhaps neglected idea. It can only come
from an increase in production and proper distribution of goods and
services, and I take it you are emphasizing there the point that that
increased production historically has resulted from increased invest-
mnenrt and replacement of obsolete means of production by new and im-
proved means of production, and that whole chain of improvement
under management of the whole thing makes the worker's output
per man-hour greater?
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Mr. SCHMIDT. That is right. I think this would be worth looking
into by your staff. For instance, in 1925 we built 925,000 housing units
which were probably 50 percent larger than the present housing units.
This year we will probably build 700,000 housing units.

I would like to know why this country; having expanded in popu-
lation, capital, and so forth, cannot produce at least a million hous-
ing units in 1947. There is some process that is holding back. It, is
somewhat obscuie. I have not thought through what those forces
are. It is just a conundrum why this country after 22 years cannot
exceed construction of 1925.

I have had the feeling, and I must confess it is a kind of a feeling
rather a logical, well-thought-out rationale; that somehow something
has gone radically wrong with our price structure that normally.
creates capital. . That is what I am trying to get at, unless-

Senator FLANDERS. I would likedat this pointto ask you what you
think of the pending tax bill so far as its efect is concerned on two
things.

You spoke a moment ago about what the Government could do about
this prospective new inflationary spiral. You referred to the possi-
bility of the usefulness of attaining a large Government surplus, and
you also at this point spoke of the necessity for investment capital..
How would you criticize the pending new tax bill ?

Mr. SCHMIDT. The bill is based probably on the prediction of the
recession in 1948. If a recession does take place, which I doubt, I
think the tax reduction would be well-advised. Anything that will
stimulate capital formation would be. well-advised. How that works
out is a very complicated matter.

Senator FLANDIRS. You have offered. good advice for the conimittee
for which I, as one member of it, am most grateful.

You feel, however, a little bit helpless about the Government doing
anything about this new impending spiral of inflation in view of the
fact it has been set' in motion by business and labor. I am wondering
if that does not put some load on the United States Chamber of
Commerce from the business side?

Mr. ScIuimIDT. We are even more helpless than you. You. at least
have the law on your side. We are just a voluntary organizationlt We
can do educational work; that is all. We tried to prove in every way
we could that the Nathan Report was wrong. We .are working at: it
diligenitly week after week and will' still keep at it.

Senator FLANDERS. One suggestion has been made in the way of
education and resulting voluntary action that the union demands from
this point on should be limited to demands based on the increase in the
cost of living.

Now you refer to a hypothetical opera company here. I did not
happen to mark that passage. It solved its problems by selling still
more seats than it had.

Mr. SCI-IMIIDT. At the bottom 'of page 2?
Senator FLANDERS. Yes. If that thing could be done could not the

spiral at least be slowed up? Can it be done?
Most. deimiands go way beyond the requirements of the cost of living

and most increases as I have seen them have been beyond the actual
increased cost of living.

Mr. SCHMIDT. Yes. We are the victims today of overemployment,
and businessmen are competing for the scarce supply of labor. I do
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.1not know whether you are implying the United States Steel Corp. has
knuckled under, but according to one statement of an official of the
United States Steel Corp., it was either that or a shut-down 6f the coal
~industry and the steel industry. Now those are hard choices.

Senator FLANDERS. I will just bring up one more point.
In the middle of page 11 you express a notion with regard to the

antitrust policy which for some reason I never thought of, but which,
as I read it, looks very sensible:

Government should foster an antitrust policy which, while not hostile to
so-calleed big business, will forever keep open the opportunity to launch new enter-
prises. This is the source of liberty, freedom, and economic progress.

I think we might well look at the antitrust policy from that stand-
point, and I am particularly grateful to you for suggesting that ap-
proach..

That is all I have.
Senator WATKINS. Congressman Hart.
Mr. HART. I have none.
Senator WATKINS. -Senator Sparkman?
Senator SPARKMAN. I would like to ask Mr. Schmidt a few ques-

tions.
Senator Flanders asked you something about the statement you made

'to the effect the Government could offset to some extent the inflation-
ary spiral you either see or fear by creating a budgetary surplus. Is
that.the same as high taxes?

Mr. SCHMIDT. It can be attained by reducing expenditures, by main-
taining taxes, or raising taxes.

Senator SPARKMAN. Or a combination.
: Mr. SCHMIDT. Yes. I would think in the Marshall program, it is the
duty of the policy-making officials to determine the outcome of the
European program. They should be -prepared to cut the expenditures
*of the Army and Navy. That is where the cut has to be made if sub-
stantial savings are to be made, either there or the veterans' program,
because the other expenditures are for the most part not substantially
cuttable.

Senator SPARKMAN. In other words, you would advocate the relief
;we give to Europe under the Marshall plan as more or less a substitute
for a costly armed force?

Mr. ScI-[MInT. Yes. I think it is the business of the businessman to
know the implications of his own policy, and likewise the business of
the United States Government to know the implications of its pro-
:gram. . It has got to make a judgment and if its judgment is that the
program is the right thing, there are ways to determine whether the
thing is going to be successful. Then presumably there could be some
cut in the $11,000,000,000 or $12,000,000,000 appropriation for the
armed services.

Senator SPARKMAN. Let me see if I understand correctly your
answer to another question of Senator Flanders having to do with tax
le'SI ation.

'Bid I correctly understand you to say that the proper form of tax
-legislation would be that that would create incentive capital or would
give an incentive for capital investment ?

Mr. SCHMIDT. That is right. .

Senator SPARKMAN. And you mentioned about thriee things there.
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Will you repeat them? One I know is double taxation of dividends.
Is that one?

*Mr. SC11MIiT. Yes; capital gains tax and corporate tax, and of
course you have to think of the buyer or the consumer. After all he
has to take the product off the market.

My own conviction has been, all during the war and subsequently,
that then and to this day, I do not think we have quite lived up to our
large money supply, our currency and bank deposit, plus other liquid
sorts of money or near money. I do not think we have quite lived up
to it, because normally we had a dollar of money for each two or three
dollars of national income and the national income has grown enor-
mously. If the prewar norms prevail, our price level is still too low
considering, the money supply, and some time we have got to increase
our productive capacity per man-hour so we can adjust the present
wage structure, becauseI think wages are too high for prices.

Senator FLANDERS. Senator Sparkman, may I ask one question
there?

Senator SPARKMAN. Yes, Senator.
Senator FLANDERS. You spoke of the situation of overemployment.

Why does not that situation of overemployment result in something
approaching not overproduction, but a tremendous production which
would tend to ease off some of these problems that have been talked
about?

Mr. SC]-IMIDT. That is another point I was going to discuss, but Dr.
Hardy says you do not like long statements. One answer I think is
absenteeism. Before and after holidays, workers will absent them'
selves for no reason at all. And then again there is labor turn-over.
1 am told the labor turn-over is as much as 9 percent per month in
some industries. You could not get any staff work done in this com-
mittee if you had that turn-over.

There is a lack of application on the part of labor and probably some
carelessness on the part of management, because profits are easy and
markets are-easy.

*We have higher employment than production. There is some lag
there. It may be 5 or 10 percent. So we are paying in part the penalty
of overproduction, probably getting less. per man-hour than we would
if we--

Senator MYERS (interposing). Is that 'situation continuing or
improving?

Mr. SCHMIDT. It is improving very moderately. The National In-
dustrial Conference Board just released a report this week in which
they said two out of five employers said output had gone up. That
still leaves three in which the situation is in doubt or worse over a
year ago.

Senator SPARKMAN. Do I understand correctly from- your statement
a few moments ago with reference to the amount of available money
supply as contrasted to available goods that it is not the lack of pur-
chasing power that is hurting things?

Mr.,SCHMIDT. That is right.
Senator SPARKMAN. In other words, purchasing power is ample

among the people generally?-
Mr. SCHMIDT. It is excessive.
Senator'SPARKMAN. It is excessive - .
Senator FLANDERS. Excessive to the amount of goods.

i.-
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Mr. SCHMIDT. Excessive to the volume of goods we can produce.
Senator SPARKMAN. The volume available, and that is the only thing

to measure it by?
Mr. SbCMIDT. Yes, sir.
Senator SPARKMAN. Then it is a matter of stepping up production

rather than increasing purchasing power?
Mr. SCHMIDT. That is right.
Senator SPARKMAN. And I assume that is likewise your reason for

saying the kind of tax relief that is really needed is that which will
step up production rather than increasing purchasing power?

Mr. SCHMTIDT. Yes. For 15 years we have had a lot of talk about
raising purchasing power. The farmer's capacity to pay is his supply
of wheat. Similarly, the worker's purchasing power is what he pro-
duces-the end product he creates out of his industry. Money is just
a medium of exchange. We have too much money lying around and
people are going into some accumulated savings-banik deposits and
that adds to the current income. We have had a small budgetary
surplus. I think last year we had an addition of $7,000,000,000 to
$8;000,000-0O-to our-inoney supply, due mostly, I'suspect, to private
loans that were made.

Senator SPARKMAN. Now, you said the chamber of commerce can
do only educational work ; that you were even more helpless than we.
What can we do?

Mr. SCHMIDT. Well, I think you could certainly issue an educational
report on what it takes to make this economy click.

Senator SPARKMAN. Of course. That is the same. type of work
you do.

Mr. SCHMIDT. But you hit a different market. Your document
comes with greater authority than ours does.

Senator SPARKMAN. I was just wondering whether you meant we
should put on rationing controls and price ceilings.

I thought it was peacetime economy. You would not recommend
that?

Mr. ScHirIDT. Only in dire necessity.
Senator SPARKMAN. I agree with you on that. Is there anything

else we can do?
Mr. SCHMIDT. I want to commend Senator Taft for the report for

the Labor and Education Committee issued several months ago in
answering some of the statistical errors of Mr. Philip Murray.

Senator MYERS. It occurs to me, however, that prices have gone up
without that report.

Mr. ScHMrIDT. They might have gone higher without it.
Senator SPARKMAN. With reference to the settlement between the

steel industry and the miners, I believe you regard that as inflationary?
Mr. SCHMIDT. I think so.
Senator SPARKMAN. You think it will have an inflationary effect

on the prices of coal and steel and the products that use coal in the
process of manufacture?

Mr. SCHMIDT. I think so, or at least it will postpone any reduction
in steel prices.

Senator SPARKMAN. Now you somewhat justify the action in. signing
the contract, because otherwise it would have resulted in a coniplete
shut-down. I wonder what your comment is as to. why they did not
invoke the new Taft-Hartley Act?
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Mr. SCHmIDT. Senator Taft is not here. I do not know why.
Senator SPARKMAN. We are told by the commentators that the

agreement very carefully excluded that act.
Mr. SCMiD'r. I think neither managenment nor labor want to use the

act any more than necessary, but I think you can purchase peace at too
high a price.

Senator SPARKMAN. You are not saying it was done in this case?
Mr. SCHIIMIDT. I have not' studied the full effects. I am not sure of

all of the implications, but if I had been at the other end of the bar-
gaining table I would have certainly put up a good deal of resistance
before I would put this.country through another whirl of wage-price
inflation.

I do not know any of the facts. I have not talked to any of the
officials on either side of the bargaining table. So, perhaps. there
was a reason.

Senator SPARKMAN. Do you think the action on the part of both
parties to the contract in excluding the contract from the terms of
the Taft-Hartley law was good policy generally?

Mr. SCHMIDT. No.
Senator SPARKMAN. Do you advocate management taking that atti-

tude generally?
Mr. SCHMIDT. No. I mean we should not rely upon Government

force. In my book the Government should stick pretty close to
making the rules of the game. So long as the Federal Government is
in this picture, I am very skeptical about the Federal Government
being able to wrestle successfully with this.

Senator SPARKMAN. That is under the Taft-Hartley Act?
Mr. SCHMIDT. Yes.
Senator SPARKMAN. Or any other legislation.
Mr. SCHMIDT. Yes.
Senator SPARKMAN. That is all.
Senator WATKINS. Senator Myers?
Senator MYERS. I am sorry I was delayed at another committee

meeting and did not have the advantage'of Mr. Schmidt's testimony.
A moment ago I understood Mr. Schmidt to say purchasing power

was not important but the goods one produces is important. You
mentioned wheat. I believe it is the price the farmer secures. His
purchasing power is the price he secures for his wheat.

Mr. ScnMIrr. That is true. Everybody's income is a cost to some-
body else. I think that is a thought you ought to explore and develop.
So often we just think of money as income, but my income is a cost
to somebody. Your income is a cost to'somebody, and you cannot
create higher prices for wheat without that costing somebody, and
in a free American economy in which there is this freedom of entry,
there is a constant process of adaptation and adjustment going on.
If wheat is underpriced there is a tendency to cut out the twheat
and go to something else.

Senator MYERS. That is a fine general principle but it is extremely
difficult to apply it. It is not easy for farmers to abandon one line
and immediately plant for an entirely different crop.

Mr. SCHMIMD. There are always farmers, as we say in economics,
on the margin.

Senator MYERS. Of course.
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Mr. SCHMIDT. In Minnesota we have a large number of farmers and
it is a close choice every year for some of them whether they are
going to raise wheat. It is that group that is on the margin that
should shut out the wheat. That would then adjust the supply in
the long run.

Senator MYERS. -But purchasing power is important.
Mr. SCHMIDT. To the individual it is important.
Senator MYERS. It is important to the housewife to know how much

she can purchase each Saturday from the wages brought home.
Mr. SCHMIDT. Yes, but back of those wages must be. the productivity.
Senator MYERs. I am not raising that question. We have had wit-

nesses who I thought gave us a rather bright picture of productivity.
I wonder if you have touched upon the relief situation, whether or
not the high price of food might be to some extent caused by our
relief program?

Mr. SCHMIDT. Yes. There is no question about it.
Senator MYERS. Have you touched upon that?
Mr. SCuMtD.T. No, I did not go into that. I have seen some figures

on the millions of tons shipped abroad.
Senator MYERS. Do you not think there is a lot of speculation in

that too? I can remember when former President Hoover came'
home from abroad and told us of the hunger over there, and told
us what we would have to do that wheat immediately skyrocketed.

Mr. SCHMIDT. I would have to know more about the facts before I
go along. I think what always, happens is the smart boys move in
ahead of the rest of us so the price moves up a little ahead of what'
it would, but it would have moved up to that point anyhow. I do
not think that the speculators have any effect in the long run on prices.

Senator MYERS. I think it is a fact that shortly after former Presi-
dent' Hoover came back wheat skyrocketed. It seems to me to be
very reprehensible that when people are starving and need wheat, that
anyone should take advantage of that' situation.
*'Mr. SCHMIDT.. If your demand exceeds supply, it occurs.

Senator MYERS. We had information that about 7 percent of our
total agricultural products are exported in this relief program. Some
items are only 1 or 2 percent of our production. Yet those prices have
skyrocketed too. We are sending little meat abroad. Yet meat has
gone up and up, and I am wondering if the increase in the price of
foodstuffs is occasioned, if at all, by our relief program, and if it is
occasioned to some extent, how much?

It is easy to talk about high prices but much more difficult to find a
remedy for them. If the people in the market place are not looking.
for or finding a remedy I am wondering what we in the comniittee
could do to find a remedy.

Mr. SCHMIDT. The whole world is hungry for capital. The whole
world is a victim of monetary inflation that' gives tremendous pur-
chasing power in dollars and marks.. I do not think there is any escape
from high prices.

That figure'you gave of 7 percent is not a very good figure. 'Some
things we do not export at all, so the exports are concentrated on some
items more than others.

Senator MYERS. We have the entire list of exports. But, following
your thought, I agree it would be much betterlto reduce prices rather
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than increase wages. It is quite understandable, just as You say, in a
short-supply situation prices will continue to rise, so with increased
prices the workmen will continually demand higher wages.

Mr. ScI-IMIDT. These demands are in part generated by boys going
around earning their living generating demands. The demands do.
not generally come from the workers themselves bnt somebody mak-
ing a speech. I think one thing you have got to do, and I do not, know
whether this is proper, but I think the Bureau of Labor Statistics
when publishing prices instead of going back to 1945 they should take-
a longer base so the worker could see he is still 25 percent better off
than before the war, and probably 50 percent better off. Every time
prices move up it sets labor on fire.

Labor in this country has made tremendous gains in real income.
The cost of living is still way down. For instance, at VJ-day the
cost-of-living index-and I use the word "index"-the cost-of-living.
index was only 6 points above 1929, whereas the hourly earnings were
81 percent above 1929, and yet we' had this' mass movement and mass
hysteria to lift wages.

Senator MYERS. A year ago Congress was told if we would lift
controls-

'Mr. SCHMIDT. We never-
Senator MYERS (interposing). And everything would work out;.

the law of supply and demand would begin working and everything
would be lovely. If we were all thinking as you do, MI. Schmnidt,
140,000,000 Americans thinking as you do, it would work out. Un-
fortunately, people are not made that way. None of us know the
answer, but I wish all industry would think as Mr. McCormick does.
He told this committee "Any price is too high if it can be reduced."
The automobile people for instance

Mr. SCHMIDT. They are in double trouble because they have been
holding their prices, down.

Senator MYERS. I am not so critical of industry.
Mr. SCHMIDT. In the free market a four-door Chevrolet car is sell-

ing at $2,100 but the General Motors price is $1,300.
Senator MYERS. I think that is the fault of the distributor and re-

tailer of the automobile.
Mr. SCIHIMIDT. But you immediately generate the fly-by-night black

or gray market operator.
Senator MYERS. I mean a legitimate dealer gets a magnificent price

for used cars. He is also getting his 24 percent on the manufacturer's
price just as he got the 24 percent when a Chevrolet brought a retail
price of $800 or $900. He is doing all right. There should be some
voluntary work done in that field to reduce the price of an automobile
to the purchasr.

Mr. SCHMIDT. I am not sure whether that would help, but suppose I
bought my car at less than market, then I would have an extra hun-
dred or two hundred dollars to buy more butter and drive the price
up there.

Senator MYERS. I was rather surprised at your statement of exces-
sive purchasing power because I believe in the months of April and
May there was more cashing in of the E bonds, which are the bonds
that the working people bought, than at any other time.
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Mr. SCI13MIDT; That does not prove anything. He was told to do
that. He was told to buy them during the war and spend them after
the war.

Senator MIYERS. I think he would save those bonds if he did not
have to cash them in.

Mr. SCn131IDT. Not necessarily. Thrift is a matter of habit, and'
they do not-

Senator MYERS. A man does not go into his savings unless he has
to do so.

I think it is very significant that in April and then May there were
more E bonds cashed than at any other time. It did not happen be-
fore. Why did he not go into the bonds in January?

Mr. SCh1MIDT. He could not get what he wanted. Now he can get a
car. Perhaps he may get a new house.

Senator MYERS. Well, you just have a different view of that, evi-
dently, but it seems rather significant to me that they are beginning
to go into their savings.

Senator FLANDERS. Senator-Myers, I have a question right along
that line.

Senatoru MimRS. I think I have just about finished, Senator.
Senator FLANDERS. You spoke of the enormous increase of the

money supply. You also mentioned a short time ago that money
supply was increased by private borrowing, largely by industrial bor-
rowing, as I remember.

Now who in time owns that money supply? Is it owned by disem-
bodied people who are neither investors nor consumers? Is it in the
hands of-well, who does own it, and if they own it why is not the sup-

ylof money available for purchase of everything under the sun?
Vhy does anybody have to borrow? Why does anybody have to sell
bonds, or why does anybody have to do anything?

It strikes me as beiig queer that at the time we have this enormous
supply of money it is necessary to be borrowing. Who owns it?

Mr. SCHMIDT. The answer to borrowing is you have a differential
rate of expansion and differential quantities of. ownership of liquid
assets. Say if General Foods has a moderate proportion of liquid
assets and is engaged in an expansion program, it may have to go to
the bank. Who owns the assets? We have had some studies made
by Federal Reserve which were not complete. They just went into
bonds and deposits in banks, checking and.savings accounts, but by
and large the general impression one gets is that these liquid assets are
very, very broadly owned. Probably agriculture has a somewhat ex-
cessive share of ownership in comparison with prewar norms, and
businiess'has a large share and certainly people who worked in war in-
dustries have a large share.

There are a considerable number of workers who are nonhabitual
savers. If a person comes into large earnings he will not necessarily
save a part of that increased income. He will live up to the income.
I do not think it is necessarily a matter of these people cashing in E
bonds being forced to do so. I think it is a matter of not wanting to
hold a liquid'asset at 2 percent. Why hold a liquid asset at 2 percent
if you can get enjoyment out of a new car?
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I do not have the statistics with me, but there have been some studies
made. I do not have the figures in mind.

Senator FILANDERS. I did, not want to interrupt you, Senator Myers.
Senator MYERS. Go ahead, Senator.
Senator FLANDERS. I have one other question I would like to ask. It

has been a matter of discussion with the staff.
What effect will there be on inflationary forces if we pay now, or

soon, the bonds given to the soldiers for their accumulated leave?
How serious will that be, or what will it be in your opinion?

We are not saying anything about the justness of it, but just its
effect.

Mr. SCHMIDT. If taxes were raised to pay those bonds it would sim-
ply constitute a shift in purchasing power.

Senator FLANDERS. The Republican Party is committed to tax re-
duction.

Mr. SCMIimiDT. But if it means borrowing from the bank it means
further inflation.

Senator SPARKMAN. May I interject the thought there that the
Republican Party is committed to both. Do they jibe?

Mr. SCH-MDIIDT. You would not say Republicans are inconsistent.
They must jibe.

Senator MYERS. That would probably answer a question that could'
be propounded as to the witness' politics.

Mir. SCHMIDT. I have none.
Senator WATKINS. Any further questions?
Senator SPARKrMAN. I have been very much interested in the ap-

pendix you filed with the committee.
Mr. SCHMA[IDT. Yes.
Senator SPAIh1uMAN. And in those charts that you attach you recall

to our members quite vividly the economic collapse that took place!
after the First World War, and you show a surprising parallel so far
following the end of this recent war.

Now, I notice you tell us not to be too greatly alarmed by that, but
you give this reason for it, that after the First World War we came:
into a peace period, whereas now w6 are operating on a quasi-war;
footing.

Are we to understand that this quasi-war footing is simply going to
delay that inevitable dip, or is it going to serve to flatten it out?

Mr. ScMIiiDT. I do not think we have found a cure for the business
cycle. That is one reason this committee exists, and what business
activity and employment will be no one can predict, not even Dr.
Hardy.

We believe business has become wiser and we believe that labor has,
too. We are not sure, but we have developed a program which we:
have offered for the record, which we think constitutes the essential
features of a depression-fighting program, and one of the crucial things.
necessary for preventing a depression is willingness to change. If.
people are to hold on rigidly, the whole economy sort of rigidifies and
becomes inflexible and unadaptable to changing circumstances.

We have developed a new term t6 explain what has happened in
the last year and a half. The words "rotation adjustment." First,'
the fur industry collapsed. Now it has made its adjustments. The
jewelry industry collapsed and has made its adjustments. We think
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if businessmen could be more adaptable in their price policy, sales
policy, and the banking system, supporting a stable economy instead
of feeding a boom-we think we have a rationale for stable economy,
but we are not too optimistic as to our ability to put it in effect, but
nVe expect great help from this committee in giving advice, and we will
do what we can do.

Senator WATKINS. The idea occurred to me. On page 9 of your
statement you state:

The committee members should ask themselves from time to time-

and then you list several questions. Since the committee is seeking
this information I suggest we turn it around and ask you.

Let us take the first one. Can you expand on it?
Mr. SCGuMIiDT. I think there are two important things. One is

'the inability to achieve a world of peace and without peace there can-
not be. economic stability, and it appears that our Government is
now undergoing a major transformation in its attitude toward peace.
:Very fundamentally, perhaps, we are developing a basic realization,
rather late, that the problem of working with the USSR is probably
insurmountable. We should have known that if we studied ,the
Marxist literature, but for some reason which is explained in part
in our three reports onl communism, which have had a circulation of a
million copies, our Government was very tardy in recognizing the
true nature of the Soviet Union.

We hired a Russian expert in 1944. He was in my department.
One morning he came into my office and said, "Here is a list of the
men who will take -over.-Austria -when Russia enters Austriaw." I
said "What do you mean?" He said, "These are the men now in
Moscow being trained to take over Austria." I said "How are they?"
He said, "They are Austrians who are doing newspaper work, com-
munications work, and drawing a good pay but they are being trained
in the art of sabotage of communications and so on."

He said similarly Russia has a committee for every nation in the
world. Korea, Spain . alicisf6on. Theselpeople are being highly tiained
to do a job. Sure enough, when Austria was taken over by the USSR
it was those 8 or 10 people who were put in key positions, one in
charge of communications, one in charge of newspaper work and so on.

We knew immediately when those analyses were made it would be
very difficult to get along with the USSR, because we knew what they
planned to accomplish.

Now our Government in the last month has come to realize that.
That is the fundam mental thing facing this committee. What are the
implications?

Senator MYERS. You unfortunately do not have a list of thoseiwho
might take over the United States, do you?

Mr. ScliMLDr. We have that list too. .
Senator WATIKINs. Did you mean Austria or Hungary?
Mr. ScI-IMIDT. Austria; I just used Austria as an illustration. The

same thing is true for China, Korea, or any other country.
Our Government was under the impression that Stalin having been

attacked like we were, after the war that the Soviet would climb
back info its orbit. It is one of the greatest mistakes we have made in
history. We are paying dearly for it. I do not see any short way
of getting out of that particular mess.



314 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

The second problem we face is what we call the dynamism of the
labor movement in this country.

Senator WATKINS. I did not get that.
Mr. SCHMIDT. The dynamism of the labor movement. Even before

the New Deal came into power we tried to strengthen the hand of
labor through the Norris-LaGuardia Act, we have talked so long
about raising purchasing power that almost anything goes in the labor
movement so long as it proposes to raise the purchasing power of a
given individual laborer or a given union, and it will take quite some
years to reeducate the public to the true nature of purchasing powerl
Whether we will ever accomplish it, I do not know.

I think those are the two major issues that face us.
Senator MYERS. Do you believe we are pursuing the proper policy

with regard to the Soviet Union now?
Mr. SCH-MIDT. We have a special committee working on that.
Senator MEaS. Take the Greek-Turkish loan. Do you not believe

that was proper and necessary to prevent the advance of communism?
Are you in the chamber of commerce sympathetic with that policy of
our Government?

Mr. SCHMIDT. We have no policy on it.
Senator MYERS. The Marshall plan?
Mr. SCHIMIDT. We have no position on it. It is too vague.
Senator MYERS. Generally it is directed toward preventing the

march of communism into western Europe.
In general do you think our Government is on the right track and

that some of the things we are now doing are the proper things?
Mr. SCHMIIDT. Yes. The Soviet expansion has to be understood.

There are-a lot of delusions about it. A lot of people think poverty
causes communism. The most active Communists in this country/are
exceedingly well fed and well paid. It is a religion, you might say.
They are zealots. It'is going to win at all cost. It is a kind of morality
if it is moral at all. I am not too sure the Govermnent has learned that.

Senator MYERS. Do you not think people who are hungry and home-
less are more apt to fall for any political ideology anyone may offer?

Mr. SCIMAIIDT. Yes; it reduces the threshold of credulity, as some
psychologist said, makes people more gullible. That is true.

That is not what causes communism in Europe. This communism
-is an organized campaign and has the best brains in Europe'behind it.

Senatoi MYERS.' )o you think a country with free elections whose
people are working and who are comparably well fed is likely to em-
brace dommunism?
*. Mr. ScI*DmIn'n The point I am making is they do not fall for it. It

it put over on them. It is generally conceded the *Soviet Union could
take over France any time it wants to, not because the French people
voted it. Last election the Communists had 28 percent of the vote.
That particular group happened to get 28 percent of the vote. There
is no case on record where the majority has voted for communism.
It acts through a clique that is exceedingly well organized and well
disciplined and knows exactly what to do.

Senat6r M-YERs. It must certainly promise something.
Mr. SCHMIDT. They do it by force. I do not know of any country

that has ever gone Cbmmunist except where it is through the use of
force, a revolution, or a coup d'6tat.
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We think simply by sending Wvheat and flour we can stop com-
munism.

Senator MYERS. Has it not assisted?
Mr; SCIInIMIDT. A little. If there is a clique of 100 individuals in

Austria determined to put over communism they will do it.
Senator MYERS. I think we are going pretty far afield but it has

been interesting.
Senator WATKINS. I am very much interested in this "What is it

we do not like about present economic phases?". You mentioned two,
the foreign situation and labor.

You said you had some comment in mind. I am interested in
getting this. I aml sure the committee will appreciate it.

Mr. Sctimnyr. I think we probably have enormous distortions in
prices in our economy. Some prices have gone up 500 percent, some
50 percent, and some actually lower. Part of that can be explained.
I am sure there are all sorts of distortions, and sooner or later you
get to the point where the distortion is so great that the products
will not clear-A cannot buy the products from B-and I have a f eel-
ing the reason we have not had a collapse before this with the in-
flationary pressure is due to the liquidity of the American people;
this sort of pulled the economy alonig. I do not see how it can con-
tinue. *We have never had a long period of prosperity without a
healthy construction industry. It is said, as the automobile and con-
struction industry goes, so goes the economy. The automobile prices
are too low.

Senator WATKINS. The actual price the purchaser pays?
Mr. SCI-InIDT. No; the quoted prices are too low, that is the officially

quoted prices. I think we will put too much money in automobiles.
I cannot prove that. That is the kind of feeling I have of the kind of
production in terms of prewar nornms. I do not kniow that anybody
can do much about the distortions, but in general that was what finally
caused the collapse of the whole economy.

Senator WATKINS. I would like to come to the next one: Can the
Government really do something about this? That is the thing we
are searching for. That is the thing we want to know. Have you
any suggestions?

Mr. rcpl inir. I do not think there is an awful lot the Government
can do about these things except through monetary and fiscal policy,
but those are what we call "blunt instrument" remedies.

Senator WATKINS. What about the President's drive to bring down
prices? Is there anything the Government can do?

Mr. ScirnlnDr. No; you cannot greatly talk prices up, and I do
not think you can talk them donvn. You caln influence people to some
extent.

Senator WATKINS. Has there been any result from the President's
appeal for low prices?

Mr. SCHMIDT. I do not think so. It may have moderated some price
increases. That deals with symptoms. Prices are symptoms of the
fundamental supply-and-demand conditions. If you want to depress
the price you have to work through the supply-and-demand situation.

Senator WATKINS. To continue with No. 4:
Is it possible to determine in advance the short-run, the long-run, and the

interimediate-run implications of this or that projected policy?
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Mr. SCHMIDT. Well, I do not think it is ever possible to do. a com-
plete job. Even among the most impartial type of economists you
will get some differences of opinion as to what results will flow. To
use an illustration on the previous page:

A low interest rate saves the Government some debt charges; but it may cause
'excessive demand for capital and discourage thrift, under certain circum-
stances. It may help create an old-age problem for the Government by driving
down earnings from savings. I

Tlhat is the kind of thing we are trying to suggest. What you really
have to do is look ahead a year, 5 years, or 10 years and say what are
the implications of this remecl'v. That is-

Senator MYERS (interposing). I surmise that you cover the tax
situation in your statement?

Mr. SCHMIDT. No; we do not say much about it. My general con-
clusion was if we are headed for a depression tax reduction might be
advisable.

Senator MYERS. We are confronted with that problem now of pass-
ing the tax bill. What is your viewpoint?

Mr. SCHIiDT. I cannot speak. for the Chamber of Commilerce. Since
you asked for my personal belief, I think if we are headed for an
inflationary period a tax reduction certainly would not help.

Senator MYERS. Do you think we are headed for inflation?
Mr. SCHMIDT. That is my personal opinion.
Senator WATKINS. Was that view caused largely by recent events

in the coal miners' situation?
Mr. SCHrMIDT. It is a series of events, the Marshall program, the

coal-mining situation, the general situation of prices. Government
economists have revised their judgment.

Senator WATKINS. Are you the economist that said we would have
a depression in 1947?

Mr. ScHmnyT. No, sir. I made a speech in Chicago and tried to show
the opposite.

Senator WATKINS. I am trying to find out who they are.
Mr. SCHMIDT. I can give you some names.
Senator WATKINS. Thank you very much.
We will recess now until tomorrow morning at 10 o'clock.
(Whereupon, at 12: 50 p. in., the committee adjourned until 10 a. m.,

Thursday, July 10, 1947.)
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CONGRESS OF THE UNITED STATES,
JOINT COMMITTEE ON THE EcONoMIc REPORT,

'Washington, D. C.
The committee met, pursuant to call,, in room 357, Senate Office

Building, at 10 a. in., Senator Robert A. Taft (chairman) presiding.
Present: Senators Taft (chairman), Flanders, and Watkins; and

Representative Huber.
Also present: Staff members, Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.
The CHAIRMAN. The committee will come to order.
Our first witness is Dr. B. C. Forbes, publisher of Forbes Magazine

and president of the Investors League, Inc. Will you come forward,
Dr. Forbes?

STATEMENT OF DR. B. C. FORBES, PUBLISHER OF FORBES MAGAZINE
AND PRESIDENT OF THE INVESTORS LEAGUE, INC.

Dr. FORBES. I am B. C. Forbes, publisher of Forbes Magazine and.
president of the Investors League, Inc., which has members, mostly
small stockholders, in every State of the Union.

America's greatest need, material need, is the one least recognized-
economic education.

Had we not been so deplorably a nation of economic illiterates, we
would not have suffered all we have suffered during the last two-
three decades, would not be so sorely beset by strife and difficulties
today.

Overweanihg high finance and big-business magnates exercised
shocking economic judgment in the first third of this century. The
American people, acting through their Government, brought these
cavalier buccaneers to their senses, unhorsed them.

Since then there has sprung up another type of aspiring dictators
who are are exercising equally faulty economic judgment-union lead-

ers. The American people, through their Government, are now wrest-
ling with .the problem of bringing them to their senses, depriving them
of their power to wreak and wreck our economic well being. I have
faith that the American people will prove able to deal effectively with
this menace.

American industry, American finance, American business have failed
unconscionably to promulgate A-B-C economic education, to develop
sound understanding throughout our population.
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Organized labor has done a much better, more forceful, more com-
prehensive job in promulgating its tenets.

Whereas labor union leaders have built up enormously powerful
organizations, wielding something savoring of political dictatorial-
ness, the many millions of those who made possible employment of
workers have been woefully unorganized, woefully without influence,.
woefully without leaders to safeguard their interests when jeopardized
by organized workers.

This grave difficulty in our economy should be remedied?
How?
I am president of the Inivestors League. But I. must confess that

we have received short-sightedly little support from those who should
be foremost in developing a strong organization of investors. America
urgently needs such a megaphone to enable the voice of job providers,
investors, to be heard as loudly as the voice of organized labor, the
beneficiary of the jobs furnished by the savings of these thrifty mil-
lions of individuals and families.

Corporations should make possible the organizing of their own
stockholders, so that when crucial problems affecting them, in labor,
taxation, or other legislation, and so forth, confront managements,
they could bring the real owners of business concerns into the picture
and utilize their far-flung, legitimate influence in striving for equi-
table treatment..

It is encouraging to note-is it a sign of the times?-that following
the passing of a resolution at its last annual meeting, the Pennsyl-
vania Railroad has appointed-a committee of stockholders to work
with the management on labor and Government matters affecting the
owners, the stockholders.

May I interpolate that when we of the league have sought to invite
Federal legislators to give thought to the forgotten man, the investor,
we have received the most respectful hearing, consideration, from an
increasing number of Senators and Representatives, including, may
I add, the chairman of this committee, Senator Taft?

In waging a, Nation-wide campaign of economic education, com-
panies should devote a part of their advertising for. furtherance of
this essential cause.

To promote better understanding, corporations should hold annual
meetings of employees, preferably around the time they hold their
annual stockholders' meetings. These meetings should be held in
various plants.

To bring about a more friendly relationship, companies should hold
open house at their plants once a year for the wives and families of
employees and for the local community.

Incidentally, as a member of the board of education in my home
town, I discovered that certain of the textbooks being used in ,the,
schools were insidiously communistic, and I succeeded in having what
I regarded as the worst of them, the Rugg books, thrown out of num-
bers of schools in different parts of the country.

The spread of economic enlightenment is necessary to convince the
public, and especially labor, that unless industry earns healthy profits,
economic health cannot be enjoyed by the people, including wage
earners.

You gentlemen of Congress should encourage saving and investing,
the very lifeblood of an expanding free-enterprise economy. Don't
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ever forget that it takes some $7,000 of capital to provide the average
job.

You should persistently insist upon cutting Government costs.
You should curb inflating our already astronomical Federal debt byrefusing to sanction further wholesale expansion of Government corn-

petition against investor-owned enterprise.
Taxation, I think we all realize, needs overhauling. It should bepossible to lower taxes substantially and at the same time to reduceour public debt. Double taxation of stockholders should be abolished

forthwith.
Investigating conditions in Britain last year I was depressed most:of all by the slump in production per worker. in many, many plants,

the wage earners quit each week as sooni as their wages feached thetax-exempt maximum, preferring to spend as many as 3 or even 4,days weekly in idleness.
We have need here to drive home to every class that maximum pro-duction alone can bring maximum prosperity, that "featherbedding"is in very truth suicidal.
Featherbedding has no place whatsoever in a nation of economicliterates. If this one truth alone could be universally brought home,the result would compensate a thousandfold for whatever the effortmight cost in thought, time, money.
One momentous problem, as I see it, facing industry, and which willby and by face you gentlemen of Congress, is the looming demand fora so-called guaranteed annual wage. The handwriting is already ap-pearing on the wall. It deserves far more intense .study than it hasyet received.
You have heard from others much abler than I views concerningour business outlook. My humble opinion is that; while considerable

readjustments are inescapable, we should not be headed for any serious.recession, certainly no depression. If we do draw upon our heads.
anything like acute depression, it will be entirely man-made, inex--cusable.

The action taken by you gentlemen of Congress on taxation and on
labor legislation is most encouraging to thoughtful citizens.

By all means, let us take a national inventory.
By all means, let us ponder how far we can go in succoring war-.devastated European countries. We should go to the very feasible,limit in recognizing that "we are our brother's keeper." - But the.worst disservice America could render the world, and itself, would.be to bankrupt itself. -I
May I offer one final suggestion?
The Government has assumed such gigantic responsibilities, has~entered so critically and vitally into fundamental phases of our econ-omy, that, in order to attract for the highest offices men of the highest.

caliber and experience, I would advocate the payment of much highersalaries for top-notch Federal officeholders.
You gentlemen are now running "the biggest business on earth."Why should not those at and near the top be paid salaries at least.somewhat commensurate with the salaries paid by our largest busi--nesses-to say nothing of the emoluments enjoyed by some laborleaders.
We want fewer but better public servants. We should be willing-to pay enough to enlist them.
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May I add one word, Senator Taft?
The CRAIRMAN. Surely. Add whatever you desire to emphasize.
Dr. FORBES. I said here that I felt confident that Congress and

the people would be able to bring to their senses some of the labor
leaders, who in my opinion, have been riding a very high horse.

When the Taft-Hartley bill was passed, I, in common with most
other citizens who try to think seriously, was tremendously gratified.
But yesterday morning when one read the newspapers and learned
the kind of deal made between John L. Lewis and the coal-mine
owners I was positively shocked.

I started writing 30 or 40 years ago, condemning the coal industry
as one of the, very worst run in America. The wages paid were
deplorably low. The housing conditions in most coal-mining com-
munities were beyond condemnation.

The coal industry has brought upon itself, as I see it, the trouble
thlat it has since suffered.

I for one do not quarrel at all with the increase in wages agreed
to by the coal industry, coal-mine owners. As a matter of fact,
while I was in Britain last year the Government, the Fuel Adminis-
tration, was sending out a delegation of officials to different large
cities, and I happened to be in Glasgow when they' held a session
there. They invited everybody that wanted a..job, and particularly
those, who were unemployed, to. come and listen. In Glasgow that
day-and that city, after all, is the biggest city in Scotland-not one
man was enrolled by the coal-mining industry, not one, man. One
by 'one they walked out.

I do not know that one could blame them. The coal-mining con-
ditions there down in the pits are terrible. Here they are much
better. Building tradesmen, for example here, get $20 a day. 1
talked the other day to the owner of a gas station who was enlarging
his station. He said: "You see these ironworkers? I am paying
them $22, a day, for a 7-hour day. I tried to get masons. to lay cinder
bricks. All I could get' out of the union was one colored mason,
and he told me he was supposed.to lay only 85 cinder bricks a day, but,"
he added, "he is good and lays more than twice that amount."

What I am trying to bring out is that $13 a day. for coal miners; may
not be too much. 'I do not presume to be able to pass on' that-phase of
the ,deal.

'; But rictly as a layman-I am not a lawyer-some of theprovisions
in, the new coa contract strike me as if Lewis the the mine owners
had entered into-I do not believe the word "conspiracy" is too strong,
to nullify and thumb their nose at the new Taft-Hartley r il

The CHAIRMAN. I do.not agree. The whole theory of the.bill is the
employer and, employee should. be able to. make. contracts as they wish
to make them. It is based on free collective bargaining as we have said
throughout.

Whatever the employer and, employee agree to pay is; all' right with
me. I do not think the bill would do.anything except affect the welfare
fund.

I do not believe the bill attempts. to. say what kind, of' contract' they
shall make. They can' make any kind they want. I do not think-it is
in any way violating the law.

Dr.. FORBES. I am delighted, Senator, Taft, to hear you say that; be-
cause you know all about it, and I am only an outsider-lookingin.. But
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it c6rtainly inhpressed me you had passed certain legislatio i to bring
about certain concditions, and yet the very first important contract
inade since the advent of this new bill evidently devised ways and
inmans to get around' the bill.

That is my humble opinion.
The CiIArRIrAN. I do not know of any provision of the bill'they

attempted to'get around. I think the 'miihe owners made a very liberal
contract. It may not be wise from their standpoint and not perhaps
ffoin the public standpoint. Both sides have perhaps had the wrong
idea; but the idea is that the labor relations should be based on col-
lective bargaining in which the parties' deal across the table and make
the contract they wish to make; with a single limitation on the closed
shop and the type of welfare fund.

Dr. FORBES. Well, I repeat I am delighted to get your assurance.
The CHAIRMAN. Whether that is a wise thing economically, I do

not know. I do not know what you think of it, whether you think
it is an inflationary measure which is going to start the spiral still
more. That is the question we are involved with here:

Dr. FORBES. Of course it will have that very distinct tendency. But
tonmy mind that is not half as serious as what I intefpreted as a'device
to practically nullify the law which the people have been clamoring for
to make unions responsible. And as I read -the newapapers, including
observations attributed to John L. Lewis, the union feels it got the
better of Congress by the kind of terms it made.

The CHAIRMAN. First they set up an imaginary idea of what Con-
gress is doing. They misrepresent the law, and it is very easy to say
they are evading provisions that were never in the law.

He is free to get the best contract 1he could'get as far as we are con-
cei'n'ed. We are not attempting to limit wages.

I might make a contract to sell wheat, and I may say if I cannot
sell it, I shall not be liable to damage. The ernp]oyers may !be willing
to sign that type of contract. They might object. to signing that
kind of contract and complain it is an unfair labor practice if they
wish to, but if they do not wish to, it is all right.

Dr. FORBES. Again I say, as a layman, I read into the bills appar-
ently utterly mistaken ideas. I thought it was the intent of Congress
to make unions responsible hereafter, and according to what I read,
remarks attributed to Lewis, he has gotten completely around that.

The CHAIRMAN. He has not done that. He has complied with the
shop agreement. He has provided for the kind of chlck-off which
we require. There afe a great many things in the contract that are
a direct effort to comply with the law. The mere fact that he pro-
vides that the United Mine Workers shall not be responsible for-money
they did not pay themselves, and somebody else does, is perfectly
reasonable to any businessman. Whether that kind of contract is
going to be general is very doubtful, because the employers did not
have to sign it. They can well say this contract is not the kind
of contract 'that we.want and it is an unfair labor practice to insist
on it, and they can then say you have no right under the Wagner Act
to strike, and we 'can fire anybody we want to. There are a lot of
results that may happen from this kind of thing, but as far as the
freedom of the employer and the labor union to make any contract
they desire, they can do so. It is only limited in certain very minor
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respects. That must be the basis of labor relations, as I see it, unless
the Government is going to try to run the whole show.

Dr. FORBES. I think the popular impression has been that this new
labor law would be a measure to put a stop to certain -practices that
have brought about the action by Copgress to try to correct labor
legislation, and the impression I think that will be generally deduced
from this new contract-including the exultation of the union leaders
themselves-will be that this law is practically impotent.

The CHAIRMAN. No, it is not so. You are assuming a purpose of
the law that the law never had. I never intended to interfere with
making any contracts they wanted to make, except with respect to
the union shop and welfare fund.

Our interest in this case is not to protect employers but individual
workmen in both cases. To that extent that limited their contract
because the union is attempting to speak for men without protecting
their interests. Otherwise there is complete freedom. You can make
any deal for buying wheat. You can pay too much. You can make
a contract that relieves you from all liability if you do not perform
your job. This is to put labor and industry in the position of all
business. Whether that is the right kind of contract, I do not know,
because they have no- responsibility and neither will they have rights
.under the law in the long run.

Dr. FORBES. It is not a question for Congress to determine whether
the union shall be held legally responsible?

The CHAIRMAN. Of course they are legally responsible. It is not
up to Congress to write the contract, which we do not want to do.

Thank you, Dr. Forbes.
Dr. FORBES. Thank you, Mr. Chairman.
The CHAIRMAN. Next is Mr. Theodore W. Schultz, trustee of the

National Planning Association and member NPA agriculture com-
mittee on national policy and NPA committee on international policy.

STATEMENT OF THEODORE W. SCHULTZ, TRUSTEE. NATIONAL
PLANNING ASSOCIATION AND MEMBER. NPA AGRICULTURE
COMMITTEE ON NATIONAL POLICY AND NPA COMMITTEE ON
INTERNATIONAL POLICY

Mr. SCHULTZ. Let me bypass further identification unless you de-
sire' some amplification.

My statement is directed to the problem of pricing in agriculture.
I am dividing my comments into these three parts: (1) Tlie present

emergency with regard to food, (2) the transition that still lies ahead,
and (3) the longer pull of posttransition.

With regard to the existing emergency it is obvious that the pro-
duction and distribution of food in the world is still very badly or-
ganized; the recovery and rehabilitation in food and agriculture has
occurred slowly; and farm surpluses and low farm prices have not
returned as quickly as was generally expected nor as soon as they did
following World War I.

We were exceedingly fortunate in not cutting back on production
upon the defeat of Germany, which we came awfully close to doing.
We are also fortunate that agriculture has had the fertilizer, tools,
and machinery to keep production at the wartime peak. We are now
facing our first main adversity in unfavorable weather this spring.
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We were, however, ill-prepared to export an extraordinarily large,
volume of agricultural products, although we have been in a supply
position to do so. Unfortunately, we did not anticipate the difficulties
of financing, allocating, and transporting so large a volume of food-
stuffs. We have muddled through in retrospect rather well.

But this country has not faced up to the price effects of these ex-'
ports upon the domestic economy already enmeshed in a highly in-
flationary situation. Instead this Government has pursued at many
points a price policy that would have been justified if farm and
food prices were low and dropping. The emphasis has been upon
price supports and on the abandonment of consumer rationing; as a
result much harm has been done.

Partly as a result, the cash farm income has been further inflated,
rising 15 percent in 1946 above its wartime peak, and now during the
first half of this year is running 30 percent the first 6 months of 1947
above the 1946 level. Meanwhile food prices to consumers have sky-
rocketed. These'price developments have done considerable damage
within agriculture and also to the rest of the economy.

The food emergency in the world is not over. We might well ask,
Can we afford'to continue to ship our food at the rate of over 18,000,000
tons as we did last year and 17,000,000 the year before? In terms of
the needs of millions of people in other parts of the world dependent
upon us for food and in terms of: international political consideration,
the answer is'clearly we cannot afford to do otherwise. If we do, and
as I am sure we will, it behooves us to take steps to lessen the farm-
food price inflation.

This is one of the important problems, it seems to me, we are
bypassing. I shall say a word or two on that in closing.

Now, on the transition to more normal times, which I said at the
outset is still on ahead, we are in a favorable situation in several
respects. Unlike industry, when we came out of the war, agricultural
production was not distorted seriously. The carry-overs are now very
small and they'should be built up as soon as there is a chance, and the
fact they can be built up does give some leeway in case of a sudden drop
in farm prices, and a falling demand may hit agriculture suddenly.
The competitive strength of agriculture has been improved during the
war and in financial terms agriculture has never been better off.

But even so, there are probably between 3,000,000 to 4,000,000 people
in agriculture, largely in the southern half, who are decidedly under-
employed, people who need and want job opportunities that have a
higher productivity than those they now hold. The war cleaned up a
lot of this underemployment in agriculture, but' there is still a
great deal.

The unfavorable factors in transition are two: One, the rising cost
of services that farmers buy for consumption and production. These
are rising rapidly in agriculture, including the write-up in land values
and taxes. The other is our price policy. If you look ahead and take
the longer viewpoint, you will see it is crystal clear that our price
policy is wholly inadequate.
' Now, No. 3, the posttransition period. There are two unknown
factors of major importance confronting us. We do not know'how
well the industrial-urban economy will perform. It may not be' as

-critically unstable as it was during the interwar years. There is,
however, uncertainty enough to warrant being prepared for a large
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measure of economic instability. Nor can we anticipate the volume and
character of the foreign trade after. 1948. It may become freer and
more settled. This is also beset with ai great deal of uncertainty. ,,.

Congress -has built agricultural pricepolicy on parity with price
supports for most farm commodities. It is important that Congress
reeaxmine that price policy, because it was designed for depression
circumstances of the middle 1930's. It certainly is not suited for the
post-Steagall years.

We need to establish a pricing system that will allocate resources
efficiently and channel products to users both here and abroad effec-
tively. We have tried to do other things with the pricing system in
the last two decades. We are seeking an efficient pricing system-
efficient in performing several functions that integrate major economic
processes. As policy with regard to farm prices has taken shape, sev-
eral fairly distinct functions have merged, namely: (1) Prices to guide
the allocation of resources in production; (2) prices to channel prod-
ucts into trade both at home and abroad; (3) prices to distribute in-
come from farming over time; and (4) prices to distribute income.
among persons.

Can a pricing system be efficient in all of these functions at one and
the same time? Are we putting altogether too big a burden on the
pricing system and thereby weakening it and making it less efficient
than it otherwise would be in performing the more limited tasks that
are appropriate to its capacity? The answer to the latter question
appears to be strongly in the affirmative, both on theoretical grounds
and from the lessons taught to us by experience.

It is my belief that prices' are not an appropriate means for stabil-
izilng the income from farming over time, and also that they are not
suited to lessen the inequality in the personal distribution of incomes.
I believe that the main positive role of the pricing system is to guide
production and to channel products in the trade for domestic and
foreign use.

Given the existing state of our political economy, chiefly the prevail-
ing attitudes toward economic policy, the nature and capacity of eco-
nomic institutions, and type of development that characterizes our
economy, it is my belief that the pricing system on which agriculture
depends will not be permitted either politically or institutionally to
perform its production and marketing functions efficiently, unless ways
and means are first found (1) to make the flow of farm income much
steadier than it has been from one year to another, and (2) to reduce
substantially the inequality in income among families. The first of
these is, politically, much the more urgent of the two.

Obviously we have come out of the interwar period and the lateo
war with a price policy for agriculture designed primarily to attain
the objective of stabilizing farm incomes over time.

I would like to talk to you briefly about what is on page 6 of my
statement which summarizes my recommendations.

The principal policy objectives in this sphere should be to develop
an efficient pricing system-efficient in performing two major func-
tions: that of guiding allocative decisions in agricultural production;
and that of channeling farm products to consumers.

.Now, as I have just said, it should not undertake the other two
functions whcih have been loaded on it, particularly the one of dis-
tributing income over time. To place this burden on the pricing
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system, as has been done in recent years, can only reduce greatly its
capacity to perform the two functions for which it is an appropriate.
means. Improving the personal distribution of income among fam-
ilies, and more especially its distribution over time, needs to be
achieved by means other than prices.

Under distinctly unfavorable conditions such as have occurred be-
tween World Wars I and II, the pricing system loses its capacity to
integrate the relatively long-run production decisions and the -com-
paratively short-run decisions involved in marketing to serve con-
sumers.

To avoid this disintegration of the pricing system the first lines of
defense are measures that will counteract business cycles and wars.
This is, however, a big order and meanwhile other measures need to
be developed to keep the price system from disintegrating under un-
stable economic conditions.

The formulation indicates that it may prove necessary, under un-o
stable economic conditions, to approach the two functions that are
properly the tasks of the pricing system separately, and develop for
each appropriate policies and institutions on the one hand to guide the
allocative process in agricultural production efficiently by such means
as forward pricing and other new institutions to lessen the price uncer-
tainty impinging upon farmers; and on the other hand, to channel
farm products into markets at home and abroad by freeing market
prices.

With reference to policy modifications after 1948, I am satisfied
you will want to continue a policy of price supports for agriculture.

I would hope that you would, however, have the-price-support level
announced before farmers have made their production plans.

Then, make the announced price support less-somewhere between
15 and 25 percent less-than the expected market price at full employ-
ment.

Then I would suggest that we permit the market price to rise above
and fall below the support price level; that the market price could
move up or down and should not be held so it clogs the channels of
trade. Those are the recommendations I would make to you as an
economist. If you could meet these conditions you would have a sys-
tem of support price that would do the least harm and might bring
considerable income security to agriculture.

Finally, whenever the market price is less than the announced sup-
port price, have the Government make up the difference by means
of income payments to farmers. These income payments should meet
the following conditions: (1) They should be strictly counter-counter-
cyclical in design, (2) they should not induce production decisions
in agriculture inconsistent with long-run requirements; and (3) they
should not clog the channels of trade.

Is it possible to achieve a revision of parity that will make a system
of support prices tied to parity workable? I think you have three
basic problems here; namely, (1) the general level of parity, (2). the
relationship of the parity of one farm commodity to other farm com-
modities, and (3) the anticipation of fundamental changes in supply
and demand conditions in a developing economy.

The existing parity formula undervalues farm products when the
demand is excessive as it is during war, during periods when extraor-



326 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION.

dinary export demand exists, and whenever overemployment arises
in industry.

The CHAIRMAN. What difference does that make if you have a
demand?

Mr. SCHULTZ. It would not get one into anv difficulty in policy if
you did not try to move price supports up. We have some- products
way above the parity level. By and large you are right. It would
have no relevancy. It is No. 2 that gets you into difficulty.
.'In my judgment, the existing parity formula overvalues farm prod-

ucts when the demand is deficient as it is whenever widespread unem-
ployment exists in industry.

The existing parity formula, in my judgment, under conditions of
full employment and normal export demands, would overvalue farm
products about 10 percent.

The next point is more serious. Obviously it is not the general
level of parity that is far out of line under normal conditions, but
no one can gainsay the fact that parity, as it now is calculatedi greatly
overvalues some farm commodities and very substantially undervalues
others.

A more recent parity basis, for instance, using 1926-30 or 1935-39,
or some other period instead of 1910-14, would correct some of the
discrepancies among farm products. But any base, regardless of the
period selected, will introduce other discrepancies.

The best possible base would be a recent period when the economy
was operating at or near full employment and foreign trade was
neither swollen nor depressed. But even such a base, if it were avail-
able, would soon become obsolete and inadequate for determining
the parity price of one farm commodity relative to other farm com-
modities.

Some of the more obvious discrepancies inherent in the existing
parity formula with regard to specific farm commodities can be
eliminated. The main corrective, however, lies in a return to (1) a
lower parity for support-price purposes, and (2) a range within
which administrative discretion is permitted when parity is applied
to a particular farm commodity.

The CHAIRMAN. YOU referred to exports, but the total exports
have not been excessive. The total exports of food is only about 81/2
percent of our total food production in terms of tonnage,. so a large
part of this excess demand must be due to higher wages and higher
income domestically?

Mr. SciiuLTz. Yes, sir.
The CHAIRMAN. So can you be sure there is inflation under the

present wage and income conditions?
Mr. ScHurLTz. If those conditions are maintained the elasticity of

the demand for farm products is such that roughly a 1-percent change
in total supply available to the domestic market makes about 5 per-
cent (inverse) difference in price-

The CHAIRMAN (interposing). It seems impossible to me.
Mr. SCHULTZ. I give it simply as the experience we have had since

1910. What I am trying to say is that 5 percent more farm prod-
ucts would probably affect farm prices 25 percent. Let the exports
drop equivalent to 5 percent of the aggregate output and you may
get this very pronounced drop-say, 5 percent-in farm prices.
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The CHAIRMAN. Let me go back to the general proposition. In
the first place, why are we interested in farm prices? Is a balance
between farm prices and other prices a necessary condition in order
to avoid danger of depression? Is that the basis?

Mr. SCHULTZ. Yes.
The CI-IAIRMAN. Whether it is a depression or no depression.
Mr. SCHULTZ. Once you take that position you worry about the

excesses, because they are related to subsequent deficiencies.
If it is true, as I believe, that the very high prices of food are not

here to stay-to the extent that they force other prices up and these
oget fixed, a good deal of harm will be done to the structure of prices
for the years ahead.

The CHAIRMAN. You do not suggest any remedy, but do you sug-
gest restriction, or price control at the present moment, or what other
action ?

Mr. SCHULTZ. In theory we can do something on the supply side.
Whether you would be willing to tackle the export end, I do not know.
My guess is you can and should not reduce exports in view of the food
situation in the world.

The CHAIRMAN. I think Mr. Goss suggested a kind of propaganda,
if you please, to encourage the use, of things that were excessive and
discourage the use of things that were short.

Dr. SCHULTZ. I hope it would have some effect. I am a little skep-
tical how much food it would save. On the demand side we appear
to be completely unwilling to return to consumer rationing and price
control.

The CHAIRMAN. Do you not think on the whole rationing is more
effective than attempting price control?

Dr. SCHULTZ. That is where I would start. If you cannot do any-
thing about exports, we need to ration American consumption.

There is an approach. I hoped agriculture itself would present; that
is, if we want Congress to help out when farm prices drop too low
during a depression, should not some of the excess farm income go into
a kind of fund? It seems reasonable to argue that Congress should
take all the income above 120 or 125 percent of parity and have that
set apart to pay support prices later on.

The CHAIRMAN. That would be a very difficult thing politically. I
would rather fix prices than try to take the money away from them.

Dr. SCHULTZ. I would avoid fixing the market prices, but allow the
market to go up and down.

Senator FLANDERS. How would you get around that?
Dr. SCHULTZ. You have the old processing tax. You could use that

for this purpose. You would not touch the market. You simply say
whenever these products are above 125 percent of parity-

The CHAIRMAN (interposing). I cannot see a farmer selling his
corn to a neighbor and paying the tax.

Dr. SCHULTZ. YOU have certain administrative problems. But, in
the main, if we were serious and wanted to for a short period, a rather
reasonable job could be done. I know it is a big task.

The CHAIRMAN. The individual farmer would say he would rather
take the money and put it in the bank rather than have someone do it
for him.

Dr. SCHULTZ. There is something to be said on that point.
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The CHAIRMAN. Let me go to the support-price question you advo-
cate. The other day Mr. Goss had somewhat the same general theory
that, perhaps, after 1948, the support-price policy should continue,
but at a stop-loss level which would be substantially under parity?

Dr. SCHULTZ. Yes.
The CHAIRMAN. And continue their efforts in the meantime to

handle surpluses, but at that point there would be a support price, such
as you suggest-, 5 to 15 percent below parity.

Mr. SCHULTZ. I would lower parity also, certainly for some
products.

The CHAIRMAN. No doubt Mr. Goss would raise parity. Your
suggestion would be that there be a support price at a figure somewhat
lower?

Mr. SCHULTZ. Yes; the Grange is moving to a position not unlike
the one I have taken this morning, with the difference they would
maintain the price in the market. Where I would differ about it,
I would not hold that price in the market. I would let the. market
clear and make up the difference.

The CHAIRMAN. I think he took more or less the same position the
other day. I do not think he diners with you.

Mr. SCHULTZ. I am pleased to hear you say so.
The CHAIRMAN. Do you feel parity should be geared to produc-

tion cost, wages, or a combination of those costs?
Mr. SCHULTZ. The only test that will stand up is the value of the

product, its true value at full employment. If wheat is $1.50 at full
employment, I would try to get at that figure. It is actually the
demand and supply forces as they test themselves against a full
market which indicates the real value of a product.

The CHAIRMAN. Senator Flanders.
Senator FLANDERS. Dr. Schultz, I would like first just to say a

word or two about the way it seems to me the food element has been
showing up as a primary matter of concern in the spiral of wages,
cost of living, prices and so on.

The greatest increase in the cost of living, the major increase has
come in food?

Mr. SCHULTZ. That is right.
Senator FLANDERS. It seems to me the point at which to attack,

if any attack is possible on the present prospective spiral of inflation,
and I must say I was seriously disturbed the other day about the
arrangement initiated by the steel companies, which seemed to go far
beyond any cost of living, and seemed to introduce a new element in
spiraling, but up until the present time it seemed to be in the cost of
food. We might be looking at it as a short-range problem, but to
the extent that it brings us to a price structure which cannot be main-
tained, it becomes a longer-range problem also?

Mr. SCHULTZ. That is right.
Senator FLANDERS. Have you any thoughts on this short-range

problem of the cost of living and its influence on the inflationary spiral
and its relation to the cost of living?

Dr. SCHULTZ. I agree fully with what you say, Senator Flanders.
It is very striking how the food price situation is affecting people.
They feel it. It is genuine. A year or two hence food will come down
and the high rates of pay induced in part by the high food cost will
stick.
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There is no easy way out unless we are willing to ration and thus
'bring down the price of food.

The other is a possibility which is unpalatable to the extreme, and
that is to take every agricultural product above 120 or 125 of parity
and pay a consumer bonus.

The problem is serious. We ought to face up to the problem, and as
unpopular as consumer rationing seems to be politically, it ought to
get a hearing and a discussion to see whether or not at some strategic
points rationing can be undertaken.

Senator FLANDERS. What is your expectation that the shortage in
feed grain will have? Will it be serious so far as the general cost of
food is concerned?

As I see it, feed grain is common to all food except fish, vegetables,
and fruits.

Dr. SCHULTZ. Yes, the American food products are largely feed via
animal products.

Senator FLANDERS. Do you think there will be a serious result?
Dr. SCHULTZ. It is obviously a guess. You are going to have your

crop report for July today. I think it is clear now that the chances
of coming through with a crop like we had each of the last 2 or 3 years
is very remote. I do not see how we can come out' next fall without
an exceptional break in the weather, but with 300,000,000 to 00000,000
bushels less corn.

The CHAIRMAN. You would have about 350,000,000 more bushels
of wheat?

Dr. SCHULTZ. Yes. There is some compensation there. The wheat
crop is in, by and large, and you get some compensation at that point,
but if we draw heavily on wheat for export, it again comes back to
affect the feed supply.' If we continue to export-as we should-and
get a small feed crop, the next 12 months may continue very tight.

Senator FLANDERS. You have been the only witness that I have heard
who has been thoroughly clear on the point that farm prices would gob
off within a comparatively short time.

Is that based on your expectation that we will not be exporting as
much abroad as we have been doing in the last year or so?

Dr. SCHULTZ. Yes. It is based.on the premise our exports are swol-
len, and as the world recovers its agriculture the demand on us will'
become less 'and less, and by and large our agricultural production is.
growing and will probably go on up, and it seems to me we are headed
for, and this is not to be -viewed with alarm, a related price change of'
some 30 percent. Instead of parity at 120, we ought to set our'mind to
thinking of 90 percent as normal. That is the substance of it.

Senator FLANDERS. I had some conversation with a gentleman c6n-
nected with the grain trade recently. He contended, that prices are
higher than they ought to be, and believed that the higher prices have
gone to speculators rather than farmers.

Have you any thoughts about that?
Dr. SCHULTZ. Yes. I wish that could be looked into on an unbiased'

basis. I have not had occasion to look into it thoroughly.
My observations are: Had we not had the export-import controls,

and allocation. wheat would probably have gone to $4.50 and higher.
Nevertheless the timing of the buying has introduced some erratic-
elements. We were not prepared'for the handling of this large volume-
of exports on Government accounts.
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The transportation thing got us into serious difficulty. The flow
at different times was very thin. If the longs called for their contract
in Chicago the local supplies were exceedingly small. How it could
have been avoided, I do not know. I would have to look into it much
more than I have had a chance to.

Senator FLANDERS. On my first question about how these particular
remedies would work, you see no problems, except perhaps the difficult
one of rationing;

Dr. SCHiuLTZ. That is the main solution; yes.
Senator FLANDERS. That is all.
The CHAIRMAN. Senator Watkins.
Senator WATKINS. What effect does transportation have on cost?
Dr. SCHiruLTZ. Do you mean the whole margin of prices, the differ-

ence between the price the farmers receives, and all the cost that enters
into it?

Senator WATKINS. It was dramatized a short time ago by the Amer-
ican Federation of Labor., and they.proposed to put in food coopera-.
tives to bring prices down.

The difference in the price received by the farmer at the farm and
the price paid by the consumer cover what?

Dr. SCHuLTZ. It is very hard to say in a few words.
Congress has authorized a comprehensive investigation into market-

ing by the Hope-Flannagan bill.
Two observations by way of hypotheis; one is simply this: The

richer people become the more services they want. We can say all we
please, but as we get richer we want more than the raw food. We want
more and more service attached to food. Sometimes this goes to
an extreme, but if consumers want extra services, in the last analysis,
they should get them.

That is one aspect. The other: Are our processing industries rela-
tively inefficient in the use of capital and labor? If they are part of
it may be due to the instability of the economy. If my guess is right
it would mean the whole distribution field could operate at less cost.
I suspect, like in southern agriculture, many of the so-called distribut-
ing industries may have 25 to 30 percent more manpower than called
for if they too were more efficient. These are guesses. I hope this
kind of inquiry may be carried forward under the Hope-Flannagan
Act.

SenatorWAThINs. The ordinary man looks at the prices the farmers
are receiving and has the idea he will pay the same over the counter,
but the difference is so wide it seems unreasonable.

As an example, in Utah they were getting 60 cents a crate for celery
which they paid 25 cents a bunch for in the store.

Dr. SCHULTZ. This unreasonableness will seem much more apparent
when farm prices start to fall.

Margins are at the smallest, percentagewise, when farm prices are
high. When prices drop many of these costs will have become estab-
lished and relatively fixed.

Can our milk prices come down 20 to 23 percent in the Chicago area
when farm prices decline? -

Senator WATKINS. Based on the cost to the farmer producing the
milk can they come down?

Dr. SCHULTZ. The farm p1rice will go down, but consumer prices
will not drop accordingly. My guess is that Congress will hear much
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complaint as soon as farm prices start dropping and retail prices do
not come down proportionately.

The CHAIRIL-AN. Then, in the case of western food you have a haul
of 2,000 miles in refrigerated cars.

Dr. SCHULTZ. That is correct. A 20 percent change in price in New
York may make a 30, 40, or even a 50 percent change in some farm
prices in the West-in Idaho, for instance.

Senator WATKINS. What I had in mind was the difference there in
the same locality where the food was-produced.

Senator FLANDERS. You say, Senator Watkins, you paid 25 cents
for celery in Salt Lake City?

Senator WATKINS. Yes.. It is the same all over the country. It
seems to indicate there is something wrong with the distribution sys-
tem. The farmer is losing thousands of dollars for the finest celery
in the world. The same is true of apples and other crops. We are
having difficulty all along the line. In the poultry field, chickens and
turkeys, everybody, is paying extremely high prices, and yet the
farmers are actually losing money, and the dairymen are getting rid
of cattle because they cannot produce on account of the high cost.
Yet the other people are complaining because they are paying too
much.

I am wondering if agriculture can help us. Otherwise we are going
to have consumer cooperatives. I do not know where it is, but it seems
the whole country would be very happy to get an answer to the
question.

Dr. SCHULTZ. Unfortunately there is no one answer, and that thing
is so intricate and complicated that we do well in picking up pieces
which add up in terms of improving the marketing situation.

I certainly hope that you and men like Congressman Hope and
others will take a broad look at this whole question of what you call the
marketing system and have the Hope-Flanagan research pointed
toward an efficient marketing system.

You have done a remarkable job in getting the research started.
The one danger is they will still look at the unimportant problems and
neglect the more important ones.

Senator WATKINS. This committee has in its province the investiga-
tion of the national economy.

Dr. SCHULTZ. I am not a person to give you expert testimony on the
marketing system.

Senator WATKINS. During the depression crops were being de-
stroyed and people were still hungry all over the country. It seems
it was because of the depression, that is, getting the products to the
people.
* Dr. SCHULTZ. Picking out one specific issue, I think we have to lay

the blame to ourselves, and the Government, in the case of potatoes.
Senator WATKINS. That is an example of what I was talking about.
Dr. SCHULTZ. We never should have put ourselves in position where

we held the price of potatoes up in the market, but these potatoes should
have moved in consumption for whatever they would sell.

Senator FLANDERS. Mr. Chairman, I would just like to clear up one
other point in my own mind regarding Dr. Schultz's testimony.

You proposed that prices be set in the long run on each agricultural
commodity of importance by careful conclusions and judgment and
the support of that price by direct payment to the producer. I take
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it it is essential to that plan, that the price which is he support price be
not too high?

Dr. SCHULTZ. Right.
Senator FLANDERS. Because if it is too high it would tend to destroy

the production pattern?
Dr. SCHULTZ. Right.
Senator FLANDERS. It is essential the price be not too high.
Dr. SCHULTZ. As a matter of fact, you ought to get 15 to 25 percent

below what would clear the market at full employment. There is no
reason why you should take an undue risk. Nevertheless, the-faTmer
has a right to a measure of income security.

You have stated the case very succinctly.
Senator FLANDERS. The plan would naturally be applicable in

your thinking to the major commodities. Is it applicable to some
of them?

Dr. SCHULTZ. In theory; yes. Whether you carry your application
for reasons of necessity beyond that point I do not know. The
economics would be as applicable to perishable products as to wheat
or cotton. It would not matter, therefore, whether the product is
highly perishable or more durable. I can answer your question ac-
cordingly only in principle.

The CHAIRMAN. Do you think that we ought to cut down exports
from our economic standpoint?

Dr. SCHULTZ. No; the outside world has a problem of--
The CHAIRMAN (interposing). Would you favor the export of farm

equipment and fertilizer over the export of food?
Dr. SCHULTZ. A year ago I made a rather careful study of the. food

situation in India. I have gone over the European countries since-the
war. The needs of these people are very urgent. They are great.

The CHAIRMAN. My thought was by shipping fertilizer and ma-
chinery we could obviate the shipment of food later.

Dr. SCHULTZ. It is important to ship fertilizer but more important
that Europe once again produce its own fertilizer as soon as it can
be achieved.

It seems to me we have got to look ahead and get a process going
in the deficit countries whereby they can take care of themselves and
that involves getting fertilizer produced in western Europe and
other parts of the world.

The CHAIRMAN. Thank you very much, Dr. Schultz. We appre-
ciate very much your taking the trouble to come.

(The paper submitted by Dr. Schultz follows :)

THE AGRICULTURAL PRICING PROBLEM-THE LONGER VzEW

(A statement by Theodore W. Schultz, trustee of the National Planning Asso-
eiation and member, National Planning Association agriculture committee
on national policy, and National Planning Association committee on inter-
national policy)

For identification: I am professor of economics and chairman of the depart-
ment of economics of the University of Chicago.

My research and teaching are primarily in the field of agriculture and food.
I made the study, Agriculture in an Unstable Economy, on which the Committee
for Economic Development based its policy report on agriculture. I was eco-
nomic consultant to the Special Committee of the House of Representatives on
Post-War Economic Policy and Planning in preparing the report on postwar
agricultural policies. I am a trustee of the National Planning Association and
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a membber of its agriculture committee on national policy and of its committee
on international policy. Your staff director, Charles 0. Hardy, prevailed upon
the National Planning Association to ask me to appear before this joint com-
mjittee. It is a privilege to appear. My statement, however, is made on my
responsibility as economist and student of agriculture.

My testimony deals chiefly with the agricultural pricing problem. This prob-
lem may conveniently be divided into three stages: (1) The existing posthostility
food emergency, (2) the transition to more normal conditions, and (3) the post-
transition period.. We are still in the first of these three stages in the case of
food and agriculture.

I. The existing food ernergency.-The war and its aftermath seriously dis-
*organized the food economy of the world. Recovery and rehabilitation have
be6en realized much more slowly than Was anticipated. Farm surpluses and low
farm prices have not returned as quickly as was generally expected nor as soon
as they did following World War I.

Fortuntely, the American Government did not take steps to curtail farm pro-,
duction after the defeat of Germany and Japan although it came close to doing
so. It has also been our good fortune to have had available substantial amounts
of fertilizer, considerable new farnii machinery and equipment, and very favor-
able weather. Agricultural production in the United States has continued at
peak wartime levels. The first major adverse development affecting production
has been occurring in feed crops this spring.

Although the United States has been in a supply position to export an
-extraordinarily large volume of agricultural products, it was not prepared for
the job. Unfortunately, we did not anticipate the difficulties of financing, allo-
cating, and transporting so large a volume of foodstuffs.

Nor did the Government face up to the price effects of these exports upon the
domestic economy already enmeshed in a highly inflationdry situation. Instead
the Government has pursued at many points a price-policy that would have been
justified if farm and food prices were low and dropping. The emphasis has
-been upon price supports and on the abandonment of consumer rationing and
as a result much harm has been done. Cash farm income has been further
inflated, rising 15 percent (in 1946) above its wartime peak and now running
25 percent higher than it did in 1946. Meanwhile food prices to consumers have
skyrocketed. These price developments have been responsible for very con-
siderable damage within agriculture and also to the rest of the economy.
* Moreover, the food emergency in the world is not over. Can we, however,
afford to continue to ship out food at the rate of over 18 millions of tons an-
nually as we did last year? In terms of the food needs of millions of people
dependent upon us and in terms of international political considerations the
answer is, I believe, clear. We cannot afford to do otherwise. If we do, and
-I am sure we will, it behooves us to take steps to lessen the farm-food price
inflation.

2. The transition to more normal conditions.-The economic transition of
agriculture from war to peace has been delayed by the food emergency to date.

Several favorable factors should be noted bearing on the transition when it
comes (likely to occur during the next 2 years). The production pattern within
agriculture has not been distorted seriously. Carry-overs are now abnormally
small and they need to be built up as soon as possible. Building up stocks of
the more durable farm commodities will provide an important buffer should the
transition come upon us suddenly, as it may. By and large, farmers are now in
the best financial position in the history of American agriculture, and their over-
all competitive strength has been improved by marked advances in farm teli-
nology and by the exodus of millions of farm people who were decidedly under-
employed in farming; that is, working hard it is true, as a rule, but producing
very little of value. (It should be noted, however, despite the high level of em-
ployment in business; there are curently at least 3,000,000 and perhaps as many.
as 4,000,000 persons in agriculture very much underemployed; these persons are
in need of job opportunities in nonagricultural occupations.)

Among the unfavorable factors are the rising cost structure in agriculture, and
more important, the inadequate price policy of the Government with regard to
farm products. Not only are the services that farmers buy for consumption and
production continuing to rise, but they are likely to stay very high after farm
prices recede to posttransition levels. On price policy, we are dependent, follow-
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ing the post-Steagall period, upon legislation designed for the depressed circum-
stances of the thirties.

3. After the transition.-Government price supports for farm products growing
out of the Steagall legislation will terminate at the end of 1948. Beginning, then,
with 1949 we shall enter the post-Steagall period. Let me assume also that by
then American agriculture will have been permitted to make the transition to
normal, peacetime conditions.

Two unknowns of major importance confront us. We do not know: (1) how
well the industrial-urban economy will perform. It may not be as critically
unstable as it was during the interwar years. There is, however, uncertainty
enough to warrant being prepared for a large measure of economic instability.
(2) Nor can we anticipate the volumne and character of foreign trade after 1948.
It may become freer and more settled. The uncertainties, however, bulk large
and it is the better part of wisdom to be prepared.

Support prices tied to parity are viewed as one way of dealing with the in-
stability of farm-product prices. To decide what to do about support prices
we need to reexamine what it is we want prices to do in the economy.

To give this query meaning it is necessary to indicate what it is we want the
price system to achieve and what are the criteria for identifying this achieve-
ment. In an economic context prices have an important and unique role to per-
form in connection with the valuation of products and factors..

Our quest is for an efficient pricing system, efficient in performing several
functions that integrate major economic processes. As policy with regard to farm
prices has taken shape several fairly distinct functions have emerged, namely:

(1) Prices to guide the allocation of resources in production; (2) prices to channel
products into trade, both at home and abroad; (3) prices to distribute income
from farming over time; and (4) prices to distribute income among persons.

Can a pricing system be "efficient" in all of these functions at one and the
same time? Are we putting altogether too big a burden on the pricing system
and thereby weakening it and making it less efficient than it otherwise would
be in performing the more limited tasks that are appropriate to its capacity?
The answer to the latter question appears to be strongly in the affirmative
both on theoretical grounds and from the lessons taught to us by experience.

It is my belief that prices are not an appropriate means for "stabilizing" the
income from farming over time and also that they are not suited to lessen the
inequality in the personal distribution of incomes. I believe that the main posi-
tive role of the pricing system is to guide production and to channel products.
into trade for domestic and foreign use.

Given the existing state of our political economy-chiefly the prevailing atti-
tudes toward economic policy, the nature and capacity of economic institutions,
and the type of development that characterizes our economy-it is my belief
that the pricing system on which agriculture depends will not be permitted
(politically and institutionally) to perform its production and marketing func-
tions efficiently unless ways and means are first found (1) to make the flow of
farm income much steadier than it has been from one year to another and (2) to
reduce substantially the inequality in income among families. The first of these
is, politically, much the more urgent of the two.

Plainly we have come out of the interwar period and the late war with a price
policy for agriculture designed primarily to attain the objective of stabilizing
farm incomes over time.

My appraisal and recommendations may be summarized as follows:
1. The principal policy objective in this sphere should be to develop an efficient

pricing system, efficient in performing two major functions, that of guiding alloca-
tive decisions in agricultural production and that of channeling farm products
to consumers.

2. The pricing system is not an appropriate means for stabilizing income from
farming over time. To place this burden on the pricing system, as has been done
in recent years, can only reduce greatly its capacity to perform the two func-
tions for which it is an appropriate means. Improving the personal distribution
of income among families. and more especially its distribution over time, needs
to he achieved by means other than prices.

3. Under fairly stable economic conditions (such as appeared to have pre-
vailed from about 1895 to 1915, for example) the pricing system may succeed
to integrate its two major functions.

4. Under distinctly unstable conditions (such as have been occurring since
World War I, for instance) the pricing system loses its capacity to integrate
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the relatively long-run production decisions and the comparatively short-run
decisions involved in marketing to serve consumers.

5. To avoid this disintegration of the pricing system the first lines of defense
are measures that will counteract business cycles and wars. This is, however, a
big order and meanwhile other measures need to be developed to keep the pricing
system from disintegrating under unstable economic conditions.

6. This formulation indicates that it may prove necessary, under unstable
economic conditions, to approach the two functions that are properly the. tasks
of the pricing system separately, and develop for each appropriate policies and
institutions on the one hand to quide the allocative process in agricultural pro-
duction efficiently by such means as forward pricing and other new institutions
to lessen the price uncertainly impinging upon farmers; and, on the other hand,
to channel farm products into markets at home and abroad by freeing market
prices.
What modifications should be made in price supports?

I would be inclined to the following specific steps:
1. Continue a policy of price supports for agriculture after 1948.
2. Have the price-support level announced before farmers have made their

production plans.
3. Make the announced price support less (somewhere between 15 and 25 per-

cent less ) than the expected market price at full employment.
4. Permit the market price to rise above and fall below the support-price

level.
5. Whenever the market price is less than the announced support price, have

the Government make up the difference by means of income payments to farmers.
These income payments should meet the following conditions: (1) They should
be strictly countercyclical in design, (2) they should not induce production
decisions in agriculture inconsistent with long-run requirements, and (3) they
should not clog the channels of trade.

Is it possible to achieve a revision of parity that will make a system of support
prices tied to parity workable? Three basic problems arise: (1) The general
level of parity, (2) the relationship of the parity of one farm commodity to-other
farm commodities, and (3) the anticipation of fundamental changes in supply-
and-demand conditions in a developing economy.

Several observations may be made:
1. The general level of parity prices is too high when it overvalues farm prod-

ucts relative to the nonfarm products and services (used in calculatng parity)
and it is too low when it undervalues farm products relatively.

2. The existing parity formula undervalues farm products when the demand
Is excessive as it is during war, during periods when extraordinary export demand
exists, and whenever overemployment arises in industry.

3. The existing parity formula overvalues farm products when the demand
is deficient as it is whenever widespread unemployment exists in industry.

4. In my judgment, the existing parity formula, under conditions of full em-
ployment and "normal" export demands, would overvalue farm products about
10 percent.

5. Obviously It is not the general level of parity that is far out of line (under
"normal" conditions), but no one can gainsay the fact that parity, as it now
is calculated, greatly overvalues some farm commodities and very substantially
undervalues others.

6. A more recent parity base, for instance using 1926-30,,or 1935-39, or some
other period instead of 1910-14, would correct some of the discrepancies among
farm-products. But each base, regardless of the period selected, will introduce
other discrepancies.

7. The best possible base would be a recent period when the economy was
operating at or near full employment and foreign trade was neither swollen nor
depressed. But even such a base, if it were available, would soon become obsolete
and inadequate for determining the parity price of one farm commodity relative
to other farm commodities.

S. No parity formula based on history (some past period) can anticipate
fundamental changes in supply-and-demand conditions that determine the real
value of a given farm commodity.

9. Some of the more obvious discrepancies inherent in the existing parity for-
mula with regard to specific farm commodities can be eliminated. The main
corrective, however, lies in a return to (1) a lower parity for support-price
purposes, and (2) a range within which administrative discretion is permitted
when parity is applied to a particular farm commodity.
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The CHAIRMAN. Now we will hear from Mr. Sanders of the National
Grange.

STATEMENT OF J. T. SANDERS, LEGISLATIVE COUNSEL, THE

NATIONAL GRANGE, WASHINGTON, D. C.

Mr. SANDERS. As Mr. Goss stated, after he finished his testimony a

few days ago, my paper was more or less intended as a supplementary
paper to what Mr. Goss had said, and it is intended that it should
be considered that way at this. time.

The National Grange, as National Master Goss has told you, has

had for many years a sustained' policy in support -of an economy of

abundance for both agriculture and nonagricultural industries. If we

understand the purposes and the aims of the Employment Act of 1946,

they are identical to the policy of an abundant economy which is sup-
ported by the Grange.

I shall point out the characteristics of American agriculture that de-

termine the role it will play in a successful operation of the 1946 Em-
ployment Act. In doing this, I shall also bring out clearly why the

Grange stands for a national policy of abundance,'not alone for agri-

culture; but also why we stand for policies for both industry and

labor that are keyed into full output and full employment instead of

policies dominated by restrictive output and maintenance of price and

wage levels at the cost of output as is so frequently the case at present.

If, under the purposes of the Employment Act, the National Gov-

ernment is able to "afford useful employment opportunities for those

able, willing, and seeking to work and to promote maximum employ-
nient production and purchasing power" it will be found that no im-

portant change or control of agriculture will be necessary to fit it into

such a soundly balanced economy. Agriculture is the only significant
segment of our national economy that now meets these goals, both in

years of prosperity and depression. It is nowand has always been,
we believe, an almost perfect pattern for fulfilling the goals of the act.

The basic reason, why the Grange has never supported control of

agricultural production as a means of raising farm income, and why
we support abundance as a policy is that we know that the nature of

American agriculture makes abundant sustained agricultural produc-

tion inevitable. We know that free enterprise and an unregimented
agriculture will invariably bring -forth, during years of depression or
prosperity, a reasonably full output.

We shall cite detail fact to prove this and undertake to explain the
reasons why agriculture does not respond to depressions as does in-

dustry. But we also believe in an economy of abundance, an economy

of antimonopolistic practices for agriculture, labor, and capital, be-

cause we know there is no other road open to stable prosperity under
our democratic free enterprise way of life.

If agriculture did not meet the goals of a reasonably full output at

all times, depressions in this Nation would be nightmares of chaos,

starvation, and revolution; and our vaunted free enterprise and demo-

cratic system would probably have long since disappeared. Had agri-

cultural output been reduced from 1929 to 1932 by approximately a

half, as was all industrial production and production of manufactur-
ers, the great majority of Americans would have been reduced to

dietary standards below those of the worst starvation areas of Europe
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today. But, thanks to the full production service of farmers, figures
taken from sources of the United States Department of Agriculture
show that the apparent consumption of all food per capita in 1932 was
only, 3 percents less than that of 1929, all fats and oils consumption was
only 2 percent less, consumption of all meats, excluding lard, was
not quite 1 percent less, and consumption of all dairy products and
all fresh vegetables was 2 percent more. This magnificent showing
during one of the worst depressions of our history was due to the fact
that agriculture was the one segment of our economy that met the
ideals of the 1946 Employment Act.

In order to high light the great national need of applying the ideals
of the 1946 Employment Act to nonagricultural industry, I would like
to contrast in brief detail what happened to agriculture and to industry
during the depression from 1929 to 1932.

Agriculture from 1929 to 1932 increased its total crop land 2 percent,
its number of units of livestock by nearly 6 percent, its total farm out-
put by 3 percent, its meat products by 4 percent, and its total crop and
pasture products by 2 percent. It did this with only a 3-percent re-
duction in the number of people working, with only a 2-percent re-
duction in horsepower units used, and a 45-percent reduction in
fertilizer.

Here is a picture of extraordinary stability for this, our greatest
single industry, during the worst depression, in many respects, this
country has ever experienced. Contrast this stabilized operation, em-
ployment, and output of American agriculture with what nonagricul-
tural industry did. Total industrial employment was reduced 37 per-
cent; and industrial production. was reduced by 47 percent, production
of manufacturers, by 48 percent; manufacturers of durable goods, by
69 percent; and nondurable goods, by 25 percent.

Comparing further these reductions of physical goods turned out by
industrv to the reduction of only 3 percent in agriculture, in terms of
physical exchange ratios of goods turned out, there was only 54 percent
as much industrial goods in 1932 to exchange for a given amount of the
product of farms as there was in 1929.

With practically a full volume of agricultural products forced to
exchange for a volume of nonagricultural products that was half of
normal, it is no wonder that net income per farm worker dropped from
$649, in 1929, to $218, a drop of 67 percent; while the total wages and
salaries of all manufacturing workers dropped less than 51 percent,
in spite of a production that was only half of normal.

It is highly important to note the total wages and salaries of work-
ers in manufacturing plants dropped almost exactly as much, 51 per-
cent, as did the total volume of the goods they turned out, 48 percent.
Clearly, income and total wages are derived from products turned out.
Numerous other facts can be marshaled to show an unusually close re-
lation between the share labor receives for its work and the volume of
goods it turns out.

In his enlightening testimony given a few weeks ago before the La-
bor Committees of the Senate and House, Dr. Willford I. King reveals

* the striking fact that through good times and bad times, since 1919,.
when only 14 percent of labor was unionized, to 1945 when it was 36
percent unionized, labor received an extraordinary stable proportion.
of the total national income and the total income of the industry in.
which it was employed.
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The 2 years when labor received the largest percentage of net new
spending power created by industry was in 1931 and 1937 when pro-
duction wvas at a low ebb. The same stability of proportion paid to la-
bor out of the total product of industry is shown by a calculation from
the United States biennial census of manufacturers. From 1899 to
1939 labor has received from 35 to 43 percent of the total value added
by industry to the goods it turned out. Only in the one year 1921 did
labor get 43 percent, the highest for any other year during this period
being 41 percent. So in reality the range varied only from 35 to 41
percent during this period except for 1 year.

The most vicious exploitation of labor undoubtedly is the fact that
it is turned out on the streets during depressions and not that its wages
are unjustifiably cut. In 1932 there were 37 percent less people em-
ployed in manufacturing than in 1929. This was the crime of 1932
and not that labor received an inequitable return for its services to
society.

In 1929 the average weekly earnings of industrial workers was $25.03
and in 1932, $17.05, a decline of 32 percent, but the purchasing power
of the 1932 weekly wages was actually slightly larger, 1 percent, than
that of 1929. During all depressions this country has had since 1800
the purchasing power of wage rates-not total amount paid out for
wages-has increased except during two minor recessions.

In short, the laborer who actuallv had the good fortune to be em-
ployed in 1932 received for his work just as much purchasing power
as he did in 1929 in spite of the fact he worked, on an average, 44.2
hours per week in 1929 and 38.3 hours in 1932, a reduction in time
worked by 13 percent. At the same time output per worker declined
16 percent. Actually, therefore, in proportion to the product turned
out, he worked a 13-percent shorter time per unit of earned purchasing
power than he did in 1929. Had he worked as much per week as in
1929 and maintained his proportionate purchasing power per unit of
output, his real earnings would have been around 13-percent greater
in 1932 than in 1929.

But what of the farmer? He-probably worked' longer hours in
1932 than in 1929, turned out only 3 percent less products which was
the same as the percentage reduction of working force and received
52 percent less purchasing power for an equivalent amount of working
time than he did in 1929.

Here is the vital crux of the problem of making the 1946 Employ-
ment Act a living functioning social institution. We must see that
the 37 percent of industrially unemployed are put back on the pay
rolls and must be kept busy turning out an output in balance with
the fully employed, full producing farmers.

Gentlemen, this feat cannot be accomplished by any legerdemain of
deficit spending by the Government unless we want to put the Gov-
ernment to running the factories turning out useful goods-shoes. pins,
radios, adhesive tape, guns, pig iron, and what not. We can't ac-
complish this feat by putting people on public pay rolls and building
more public works than a national balance would require. Nor can
we correct this by boondoggling or by raising wages to give the worker
a greater purchasing power. These activities would not positively

'balance the unbalance of production. We cannot correct it by pouring
millions of dollars of Government subsidies into the pockets of farm-
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ers, as basically just as this would be for the farmers' sane service
in the.mad, hectic days of crises.

All these, if they had been done in 1932, would still have left us
woefully short of the sorely needed 47' percent loss of industrial pro-
duction, the 48 percent loss of manufacturers' output, and the 69
percent loss' of durable goods. Under such circumstances without a
positive program for restoring the balance of production of useful
goods thus bringing a flow of the goods that men live by and not a
surplus of public works, no amount of pump priming of purchasing
power can cure the economic ills besetting the country.

Senator WATKINS. Was there not a shortage in manufactured prod-
ucts?

Mr. SANDERS. There was a shortage of supply and normal produc-
tion.

Senator WATKINS. There were more automobiles than could be used.
Mr. SANDERS. Thirty-seven percent of the people were absolutely

without earning power. There is no effective demand for automobiles
when there is lack of earping power to buy them.

Senator WATKINS. Even if they had produced more how would
that have helped?

Mr. SANDERS. If we had had men making automobiles, the normal
number of men making automobiles, they would have earned salaries
naturally, and you would have had a demand for more automobiles.
If you keep all production in balance that would be true. I think that
would be true even if price levels were down. I do not think price
levels will go down anything like they did if there was some way of
keeping the physical output of different industires in fairly normal
balance; the importance of this balance is all I am trying to bring
out in this paper.

To meet this situation production and "employment insurance" is
our basic need-not unemployment insurance, not a dole, not a raise
or even a maintenance in wage rates, and certainly not a lunatic
fringe of deficit spending. All of these cause us to spend in an
abnormal unbalanced manner. We simply, thereby, to a large extent
tend'to inflate the prices of a short supply. All of these admittedly
for a time are "shots in the arm'.' but most of them still leave us
with an unbalanced output, a headache that ultimatelv must be cured
by a full industrial production that is in balance with that which
prevails in agriculture.

Before I undertake to suggest specifically the major segments of
industrial production and employment that are more sensitive to
crises and must be sustained during crises I would like to examine
breifly why agriculture maintains its output, and industry in contrast
reduces its output when economic squalls strike.

Let me lay the foundation for my remarks on this subject by
briefly contrasting the nature of the farm business unit with that of
the average industrial business unit. Approximately 65 percent of
the costs of operating the average American farm are fixed costs and
35 percent are variable costs.

The rent or interest on the farmer's investment is largely fixed, so
are his taxes. insurance, much of his feed for work stock, his labor,
and other costs. He cannot materially reduce these costs by reducing
his volume of output when depression hits. Likewise he and his
family supply about four-fifths of all labor needed on his farm.
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He would lose more by increasing his output than he would by
maintaining it.

On the other hand, the average farmer does not redouble his efforts
and increase his production when. an economic storm hits him as some.
have claimed. He probably would lose more by markedly decreased.
output than by maintaining his customary volume. In any case, he
does not seriously change his normal total output either up or down.
when a crisis hits. He, like Old Mlan River, just keeps "rollin' along."

Let me hasten to say that this failure to alter his output when
demand slackens, is not due to the farner's economic stupidity. Quite.
the contrary. It is good. business acumen, it is economic sense on his
part. What is far more important from the social viewpoint, farm.
production is the only 100 percent socially and individually sane
segment in our economy during crises. Furthermore, the nature of
the farm business is such that it persists in this type of socially sound
service regardless of Government efforts to control it or restrict output.

When I say that a high sustained level of output is good business
for the individual farmer under most circumstances, I do. not mean,
to deny that year-to-year shifts between crop and livestock enterprises
on individual farms in conformity to changes in costs and prices 'are
not sound business. Farmers are constantly making such enterprise
adjustments.

Some have thought that as farmers become more highly mechanized
that they will tend more and more to restrict output like industry does
during crises. This is highly doubtful since mechanization actually
tends to strengthen the family type farm, where the family supplies
a larger and larger portion of all labor needed on the farm. The
largest percentage of labor supplied by the family is in the areas of
most highly mechanized agriculture. Also this percent of family labor
has increased over the vears most in the areas where mechanization
has advanced most rapidly.

Total farm output can be reduced but little, if any at all, by re-
stricting three or four major crops as has been undertaken in past
Government programs. We have at least 75 other crops that will
take up the slack when control brings in the major controlled crops.
Literally hundreds of other productive alternatives present them-
selves, in lieu of the restricted crops, on which other crops the farmer
can and does use his labor and resources to the full extent.

The Government would have to rent a lot of farm land and keep
it out of production, control the sale of fertilizers, prevent the farmer
from boosting yields by improved methods and techniques, and re-
strict the farmer's hours of labor, before it would have a sure-fire farm
production control plan that would match the accomplishment of re-
duced industrial production that quickly results in crises. In fact, we
will never be able to match this reduction of industrial output in the.
field of agriculture and at the same time maintain a free enterprise
economy in agriculture.

Nothing short of a dictatorship could greatly change the great social
service of a steady volume of output which the farmer now, unmolested
or molested, performs and will continue to perform for the Nation.
No one fully aware of the consequences wants this inherent nature
of farm production greatly changed. Certainly such a farm program
of crop reduction has no place in a successful full-employment policy.

I?
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But what of industry-why does it behave opposite to the action of
-the farmer when crises bit? The average American industrial unit,
according to figures reported to the Bureau of Internal Revenue in
1937-39, in contrast to the farm unit, works with fixed costs of only
around 20 to 25 percent of all costs and with variable costs of.75 to 80
percent. Over half of the variable costs of industry is hired labor
costs; another big slice is raw or partially finished materials. Both
of these costs can immediately be reduced by a partial close-down and
a reduction of output. and usually are, at the very outset of a crisis.
The employer thus saves himself from a greater loss than he would
sustain by operating at full volume when inventories of finished goods
are piling his warehouses full to overflowing and prices are on the
toboggan. It's simply good business for the industrial manager to do
thus, even though it is cruel, vicious, and terribly unfortunate for the
welfare of labor, farmers, and the general public. But to the indi-
vidual manager there is usually no sehsiblb alternative.

This simple elemental difference between the nature of agriculture
and industry as producing concerns is frequently not understood or is
overlooked in dealing with some of the most vital problems of both
fields. This difference is of most vital significance in appraising agri-
culture's interest in full employment and high output in industry.
Since agriculture's nature is the kind that delivers a steady full output
and that renders the desirable social service, it is obvious that adjust-
ment for securing a more equitable balance in output must be that
of raising employment and output in industry and not reducing agri-
cultural production.

During 1932, as we have noted, there was almost just exactly half
as much products of industry turned out to exchange for a given
amount of farm production as there was in 1929. Certainly this sit-
uation was not to the liking of either farmers, managers of industry,
-or the laboring man. The interest of all in striking a more equitable
balance of farm and factory out put was entirely in harmony.

It is my personal belief that full employment policies should at all
times occupy an outstanding position of precedence in all labor-union
policies. All too often, the overwhelming efforts of labor leaders are
made in fights for higher wages, shorter hours, and a generally larger
share of the total product, even at the expense of lowered output.
- Farmers resent keenly an: overemphasis of restricted output either
in their behalf by the Government, by labor, or by monopolistic busi-
ness. Undeniably wage rates, hours. and labor conditions are vital to
labor's welfare, but they are not so clearly and directly in harmony
with the farmer's interest-especially in their output restrictive
aspects. If these were relegated to a secondary position in labor
policies and stable full employment were made the keystone of labor
policies, farmers would at nearly all times be friendly to organized
labor's efforts, I am convinced. Such a policy of organized labor, we
believe, is necessary for a successful administration of the 1946
Employment Act.

I should like to call your attention to another very important char-
acteristic of American agricuture that makes it imperative for .farmers
to take an active and greater responsibility in the future than they
have in the past in promoting the maximum amount of stable non-
-agricultural production and employment. I refer to the persistent
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annual surplus of around 500,000 farm boys and girls that must seek
employment in urban industry. Also the continued rapid increase
in productivity per man reduces the total manpower needed on farms.
Both of these have given farms a surplus of labor every year fot the
past 27 years, with the single exception of the disastrous year of 1932,
when 326,000 net migration of urban people piled back onto the farms
and the support of the sorely depressed farmer to be fed and given
living quarters.

As far as the foreseeable future is concerned, the birth rate on
farms is likely to exceed that of the number required to maintain farm
production at a desired level. One thing which farmers can do, and
must do, to help relieve this constant farm-labor surplus, is to reduce
their hours of labor just as labor in industry has done. The average
full-time farm workers are now probably working from 50 to 55 hours
per week. Labor in industry is now clamoring for, and in many cases
getting, a 35-hour workweek.

Both the future excess of farm bovs and' girls and the future great
advance in productivity per man on farms would make it imperative
that farmers in the future assume a real responsibility in joining.forces
with the laboring man and the management of industry for maximum
steady industrial employment.

Only thus can maximum satisfactory absorption in industry of sur-
plus far labor force be accomplished. When, to this incentive, we
add that arising out of the contrasting nature of the farm business
and industry mentioned above, we realize that formidable forces in-
deed, give American farmers almost as much incentive as the laboring
man himself, in joining forces to work for a high stable level' of in-
dustrial employment and output.

During the two decades between World War I and World War II,
rewards left for labor in agriculture after paying for all costs and
crediting the farmer with all family living value furnished by the
farm, was only about one-half as much as rewards for comparable
labor in industry.

Also, there are many other economic factors-similar to the per-
sistent surplus of farm workers-that tend to keep agricultural re-
wards at an adverse disparity to rewards for equivalent labor in
industry.

The greatest sustained prosperity of this country demands a cor-
rection of this disparity. Full employment and output in industry
would not fully solve this disparity. But this problem of disparity
is mentioned merely as a completion of the picture of total factors in-
volved in a permanent successful attainment of the objectives of the
Employment Act. A sound, permanent. farm program is also
needed-one that corrects persistent farm disparity.

In undertaking the problem of balancing agricultural production,
which as I have stated, is reasonably stable during crises, with non-
agricultural production there is need for further examination and com-
parison of the elements of stability and instability in both farming
and in industry. Let us examine briefly, first, agriculture in this
respect.

In spite of the much-overrated claim that agriculture is constantly
tending to overproduce, total crop area in the United States for the
current crop year of 1947, is about 360,000,000 acres which is approxi-
mately the same as it was in 1919, at the end of World War I. The
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maximum amount of cropland for any one year since 1919 was approxi-
mately 380,000,000, or a 5.6-percent increase above the World War I
acreage; and the smallest crop acreage for any one year during this
period was 340,000,000, or a reduction of 5.6 percent under the present
war-stimulated acreage. The average year-to year change in total
crop acres during this period was 1.9 percent. For 12 years crop
acreage was approximately 360,000,000, and for 8 years, 350,000,000.
This represents a remarkably stable element in agriculture. Few
phenvinena known in the economic 'world show such striking stability,
and this is all the more striking when one considers that there are
over 130,000,000 acres of plowable pasture that can be physically put
in crops or taken out each year-a potential acreage change of 36 per-
cent.

The labor force used in agriculture is likewise very stable. In 1919
at the end of World War I,'11,100,000 workers were employed on
American farms; in 1946, 10,000,000 were employed.

In general, there has been a slow gradual decline in total number of
farm workers employed during this period of 27 years. Changes have
averaged approximately only 1 percent increase or decrease per year
withi a maximum change for any one year of less than 4 percent. Thus
it will be seen that this factor of agricultural economy is equallv re-
markable for stability as is that of crop acres. Compare this great
stability of employment in agriculture with unemployment as high as
54 percent in some durable-goods industries in. 1932.

The total units of horsepower used in farm operations have had
a remarkable stability also since the turn of the century in spite of
the fact that during this timte over half of the total horsepower needed
-was shifted from animal to tractor power. In both 1920 and 1944 we
used exactly the same total of '20.7 million units of horsepower for
field and other traction work on farms.

Senator FLANDERS. Are you lumping animals and tractors?
Mr. SANDERS. Tractors are reduced to horse units of power which

run about eight units per tractor. That has been worked out by the
Department of Agriculture on the basis of the actual application of
tractor power on farms.

Senator FLANDERS. All right; thank you.
Mr. SANDERS. In only 2 years during this entire period was there

a greater change than 3 percent, the average change being less than
2 percent of all years since World War I.

These three basic factors of agricultural production, cropland, total
labor, and total draft power have had a powerful stabilizing influence
on agricultural production during the past quarter of a century and
will probably continue to have this influence in the future.

On the other hand, index of yield per acre for all crops combined,
which yields are largely not under the farmers control but are largely
determined by the vagaries of Nature, have changed from year to year
since 1910 an average of 6.8 percent. This is 3.6 times as much year-
to-year change.or instability as that of total crop acres -during these
35 years.

The two factors of livestock, other than draft animals, and fertilizer
are both significant factors causing changes in farm output from year
to year. The use of these two factors is under the control of the
farmer and he radically changes from. year to year, depending on
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economic conditions. Even at that, production of livestock products
is far more stable than crop production.

As a consequence of the predominance of the factors of stability, the
total output of agriculture as previously stated in connection with
explaining the nature of the farm business is remarkably stable from
one year to the next.

From 1909 to 1946 it has varied from year to year by an average of
3.6 percent, and this variation is largely due to nature,'not man.. This
stability cannot readily nor sanely be interfered with. Full employ-
ment and production in industry if attained to anything like the same
degree as in agriculture will do much to help solve the farm problem.
*We do not claim, however, that it will completely eliminate agricul-
tural disparity.

Finally, I would like to sketch briefly the fields of nonagricultural
industry that fluctuated in their output to the greatest extent and that
do most violence to a stable prosperity of both agriculture and indus-
try. These are the industries that must be given fuller steadier output
and employment by the 1946 Employment Act. The table given below
is based on indexes of physical production and employment for various
industries as published in Federal Reserve publications.

(The table referred to follows:)

Decline in amount of industrial goods produced and available for excchange with
agricultural products from 1929 to 1932 and decline in number of workers
employed in various American industries

Percentage
1932 ratio of Percent of
industrial to 1929 labor

Kind of industry production agricultural force em-
outppu is of ployed in

the 1929 1932
ratio

All industrial production -54 .
All manufacturers-53 63
Durable coods production -32 50

(a) Iron and steel ------------- --------- 25 56
(b) Machinery -34 45
(c) Transportation equipment -30 '54
'(d) Nonferrous metal products -39 53
(e) Lumber and its products -36 46
(f) Stone, clay, glass products----------------------- 48 50

Nondurable goods production - 78 75
(a) Tex'ile and products - ---- -------------------------------- 78 74
(b) Leather anl products -82 82
(c) Manuiactured food products -80 80
(d) Tobacco ------------ 85 78
(e) Paper and products ----------------------- 79 77
(0 Printing and publishing -- --- --------------- -- ----------- 73
(a) Chemical products ------ 74 74
(h) Petroleum coal products - ---------------------------- 79
(i) Rubber products ---- --------------- 66 61

Total mineral production ------ ----------- 65-
(a) Fuels -------------------------------------------- 72
(b) Metals- 28

Mr. SANDERS. The exchange ratio merely reflects the decline in
produced supplies of industrial product compared with the physical
production of the farmers. It will be seen that the ratio of all durable
manufacturer's products sank in 1932 to 32 percent of their produced
supplies of 1929.

In other words, there was less than one-third as many durable
goods produced in 1932 to exchange for a given amount of farm pro-
duction as there was in 1929. The showing was worse for iron and
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steel, the figure being 25 percent; for clay products, the showing was

best for durable products-48 percent or one-half of the relative sup-

plies compared with 1929.
It is believed that the production of goods of nondurable manu-

facturers which occupy an intermediate field between agricultural
production and durable-goods production during crises will largely

correct its own maladjustment when and if durable output is assured
or stabilized at a reasonably high level.

We realize that it is easy to advise industry and labor to keep up

full production, but that it is quite another matter to advise how to

do it. We believe the suggestions made by National Master Goss

bear directly on this point and should receive the committee's serious

consideration.
We also call the committee's attention to the fact that every major

depression has been preceded by a period, of low farm income which
has seriously reduced the purchasing power of nearly half our people
-who are either engaged in farming or directly dependent upon farm

trade for a livelihood. If farm income could be more stably related

to farm production, and if industry and labor would take the inter-

ests of the public into consideration along the lines suggested by

National Master Goss, we believe we would have made a tremendous

start in attaining the goal of maximum employment we all seek.
We realize we have outlined in only a fragmentary way the means

of, implementation of a program of full employment and output

in industrv to balance that of agriculture. We believe that the work-

ing out of such a detailed and practical program should be faced

honestly and vigorously. Failure to do so in the near future we believe
will bring about conditions that will place stresses on our free-
enterprise system that have never been equaled in the past; success

in setting up such a practical program of stable full employment
would result in an undreamed of enhancement of our living stand-

ards and a great strengthening in our leadership of all other ideologies
of the world.

The CHAIR:MAN. Thank you, Mr. Sanders. You have given a. very

interesting angle on the situation and facts.
I still do not know how we are going to keep that industrial pro-

duction up.
Mr. SANDERS. Frankly, I do not either.
I would. like to add just a few words, Senator Taft. I worked out

as a relative situation the wages, of industrial workers compared with.

the labor earnings of the farmer.
In calculating this comparative wage for the farm operator and

industrial wage worker, I credited the farm with rent on the. house,

with all the living that the farmer got from the farm, with all the labor

he did off the farm, whether it was on other farms or in industry, to get

his gross income. Then I deducted.the expenses, including hired labor

and fertilizer all variable expenses and the average farm wage for the

family help, and also an interest on the equity of the farmer in the

farm, in order to get a final figure of labor income for the operator of

the farm.
Now, I found that in only 2 years since 1910 has the farmer got

more labor income when calculated in that manner than the average
industrial wage worker.

Those 2. years were 1917 and 1918 in the other war.
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During this war the farmer received the following labor income: In
1942 he received 85 percent of the average earnings of the industrial
wage worker; in 1943 he received 88 percent; in 1944, due to the fact
that industrial wages went up because of increased pay and overtime
pay, and the fact that costs in agriculture were going higher, the
farmer actually dropped back and received 80 percent of the average
industrial worker's annual wage; in 1945 he received 85 percent; and
during 1946 he was back up to 96 percent.

Now, if the farmer in all equity is entitled to as much earnings for
his labor as the average industrial wage worker, he certainly never
got it.

Between the wars the lowest he got was 18 percent of the average
industrial wage worker's earnings. That was in 1932.

The CHAIRMAN. That is the rate per hour?
Mr. SANDERS. Annual rate.
The CHAIRMAN. Then, in 1932, he was probably better off than any-

body else because he could live off his farm ?
Mr. SANDERS. I do not think that, Senator, at all.
The CHAIRMAN. The two things are not entirely comparable?
Mr. SANDERS. Yes; that is true. If you are talking about a self-

sufficing farmer; yes. But you want to remember the farmer that has
a mortgage, interest, taxes, and paid labor, and has to pay grocery bills,
worries a lot because his cash income just will not meet his bills, much
less than the laboring man, because the farmer has an investment to
save. He has an investment he has got to take care of. I would never
say he was better off. He did not even have more food because the
figures show in 1932 the food consumption in America was not changed
from 1929. There were more dairy products consumed per capita than
there were in 1929.

The farmer feeds us but he gets the little end of the stick when we
hit a depression.

Senator WATKINS. He does not have featherbedding.
Mr. SANDERS..He does everything else except practice featherbed-

ding in his work.
The CHAIRMAN. Thank you very much.
Senator FLANDERS. There is no question so difficult as the question

-of how to do it.
Mr. SANDERS. May I suggest a rash idea that is purely personal.

In this I am not speaking for the Grange. I think there is a possi-
bility of a program of employment insurance working out and helping.
In the highly sensitive industries when they are overinflated or over-
producing, a certain percentage of wages and an equal amount would
be withheld from the management and these deductions would be
placed in employment-insurance-fund reserves. When their trend of
production falls 10 percent below normal, then this fund will be paid
back in the form of employment insurance as a percentage of total
wage bills, provided the managers of the industry maintain employ-
ment and volume of output.

The CHAIRMAN. Yes. Suppose you built more hotels and office
buildings than needed, as you did in 1929? Why should we build and
build things we do not need?

Mr. SANDERS. Oh, no.
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The CHAIR IAN. That is the problem you face in the durable-goods
industry. How could you keep it at a stable level?

Mr. SANDERS. I believe this would do it. Let us examine your ques-
tion. Probably those hotels were built not in 1932 but in the twenties.

The CHAIRMAN. We overbuilt. The best answer is the boom which
should have been retarded.

Mr. SANDERS. That is what this would do. I think hotels is a bad
example. You would probably have to select something to make your
deduction from, but a heavy deduction from the wages and the builders
at that time would have restrained the overproduction to a certain
extent. Then during the depression, if you had helped them out from
the standpoint of payment of labor, it would keep building at a more
level keel. In other words, it would tend to stabilize these very
unsteady portions of our economy.

I am not proposing that you ta e money out of the Treasury to pay
this. I think it could be done by deductions from wages and manage--
ment in boom times and paid back in periods of slack production.

The CHAIRMAN. Thank you very much. The committee will ad-
journ.

(Whereupon, at 12: 25 p. in., the committee adjourned until 10 a. m.
Monday, July 14, 1947.)



CURRENT PRICE DEVELOPMENTS AND THE PROBLEM
OF ECONOMIC STABILIZATION

MONDAY, JULY 14, 1947

CONGRESS OF THE UNITED STATES,
JOINT COMMIrrEE ON THE EcONOMIc REPORT,

'Washington, D. C.
The committee met, pursuant to adjournment, in room 357, Senate

Office Building, at 10 a. in., Senator Robert A. Taft (chairman). pre-
siding.

Present: Senators Taft (chairman), Flanders, Watkins, Sparkman,
O'Mahoney, and Congressman Huber.

Also present: Staff members Charles 0. Hardy, Fred E. Berquist;
and'John W. Lehman, clerk.

The CHAIRMAN. The committee will come to order.
The first witness is Mr. Jerome M. Ney, chairman of the board of

the American Retail Federation, Fort Smith, Ark.

STATEMENT OF JEROME M. NEY, CHAIRMAN OF THE BOARD OF.
THE AMERICAN RETAIL FEDERATION, FORT SMITH, ARK.

The CHAIRMAN. I note you have a prepared statement. Do you wish
to follow the statement?'. It would take rather a long time.

Mr. NEY. Mr. Chairman, we submitted a complete transcript to our
statement. I can handle it in any way you wish. However, there-is a
part of it I would' like to get in verbatim, and if my time runs short,
I can summarize the balance, but I would like to have the entire state-
ment go in the record. 'I

The CHAIRMAN. .Yes; the entire statement will go in the record,. but
I may interrupt you from tiine.to time to ask you some questions.

Mr. NEY. Yes, Mr. Chairmnan. -My name is Jerome M. Ney.. I
operate several retail stores, the piincipal one being the Boston.Store
Dry Goods Co'., of Fort Smith, Ark.

I am chaitman of the board of the American Retail Federation.
This organization has offices at 1627 K Street NW., Washington, D. C.
* The ARF membership includes 20 national retail associations and

33 State councils. A list of these is attached to this statement.
Through these constituent groups, ARF represents upward of 500,000
retail stores.

I am not presuming to tell you that I speak unreservedly for 33
State and 20 national associations and 500,000 stores. Indeed, I do
not know how many of them would endorse what I am going to say.
If you should ask me how they stand on a specific tax bill, a tariff
schedule or a labor measure, I could get you a reasonably accurate
tinswer within a few days.,

65210-47-pt. 1-23 349.
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In this case I cannot. The subject is too broad. It touches the
core of our thinking on economics and political science from every
conceivable angle. My appearance here, in a way, represents an
effort at self-education with the hope that it may stimulate interest
among others in the retail business and contribute to your committee's
study of the stabilization problem.

What I am saying is based on my economic and- political con-
victions. I have supported these convictions with the best research
help I could get. So far as possible, Ihave checked my conclusions
with associates whose business ability and public spirit I have reason
to respect.

The CHAIRMAN. Mr. Ney.
Mr. NEY. Yes, sir.
The CHAIRMAN. Would the 500;O00 stores you refer to go into the

rather small retail store category in size?
Mr. NEY. Yes, Senator, they do. For example, the National Retail

Hardware Association is a member of the American Retail Federa-
tion, and there are quite a number of very small stores in the hard-
ware field.

The same is true of many of the members of our 20 national retail
associations and the 33 State councils.

The CHAIRMAN. How many retail stores are there in the United
States?

Mr. NEY. According to the 1939 census there were 1,770,355 retail
stores. Of these, 560,549 were food stores, not including about 345,000
eating and drinking places and other stores in which food constitutes
a relatively small part of volume.

The CHAIRMAN. Proceed.
Mr. NEY.. My view, I am sure, is conventional, sound, distributive

theory. In general, it would be accepted by. most retailers. This
appearance, however, is made without prejudice to the views of many
who will disagree in detail.

The word 'planning" occurs from time to time in this paper. I
am not afraid of it. But I want to be understood when I use it.

The popular idea of "planning" is that it involves a system of
detailed economic restraints, guides, controls, and supports for busi-
ness. I am against that sort of strait-jacketing of the economy.

What I am for is the opposite of that.
I simply favor an orderly, integrated handling of the policies and

measures, domestic and foreign, necessary to a normal, orderly Govern-
ment. These policies should be constructed with the idea of creat-
ing an atmosphere in which business will be encouraged to do what
it should do.

It is the function of business to expand steadily and in expanding
to pass on to consumers the benefits of greater productivity in the
form of higher wages and lower prices. This is the regenerative
economic process on which our capitalistic-industrial democracy has
grown.

The basic interests of American retailers and consumers virtually
are identical. Both benefit from a maximum flow of goods at reason-
able prices. They suffer alike when some economic maladjustment
slows down production.

Retailers and consumers have a common stake, then,-in the goal of;
the Employment Act of 1946. That goal is a steady high production.
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This, in turn, should result as in the past in even better wage standards
and in lower prices.

There is no reason to become defeatists and accept- a reversal in
trend as inevitable. The job is to apply our intelligence open-mind-
edly to planning well-timed stimulations that will result in the crea-
tion of more goods in an economy characterized by an always widen-
ing productive potential.

This is not the sort of thing that just happens. It cannot be done
by slogans and phrases. It is an engineering, not a propaganda
problem. We must, in peace, strive and work as hard for full pro-
duction and stabilization as we did in war.

We dare not forget that failure to keep the economic flywheel in
proper motion makes terrific exertions necessary in order to build up
speed again. This is sheer economic waste. , A fraction of what we
spend in regaining lost speed, applied at the proper time, would give
great gains where we record losses.

Your committee has a vast opportunity and a heavy responsibility.
It is your task to provide the Nation, the individual Members of Con-
gress, and particularly the specialized committees of Congress, with
a balanced picture of our national economic needs.

Under your guidance legislative actions on specific economic prob-
lems must be dovetailed into a well-conceived pattern that fits these
broad needs. This the joint committee is in a position to accomplish.

The' Employment Act also places a heavy responsibility upon every
economic group in our Nation tot.promote the general public interest
better than in the past.

As individuals and as members of special-interest groups, we com-
pete for bigger shares of the Nation's output. This competition is
healthy. It represents one of our basic freedoms. But too often we
abuse this freedom, particularly when we compete in that middle
giound where politics and economics meet.

Too often we fail to appreciate the character of our own basic
interest as members of particular groups. Even more often we fail
to discern the important relation of our own interest to the broad
public interest.

We are honored to participate in the forum which this committee
provides for-examining the broad needs of our economy. In the time
allotted I wish:

(1) To review the current situation from a retailer's standpoint
and suggest some of the problems we see in it.

:(2) To define a set of economic. kbpech marks for measuring our
performance over the next few years.

(3) To sketch out a few of the component parts of a peacetime
stabilization program for America.

The retail industry, like most American industries, has prospered
greatly since the end of war. Dollar sales climbed to an all-time peak
in 1946. Over-all they have held up quite well since then.

But the total sales figures disguise important developments. First
of all, most of the increased dollar figures since last June reflect higher
prices, not higher physical volume. Physical sales have been turning
down sharply in some areas and lines. The continued rise in durables
is being offset by declines in soft goods and specialties. Second, dol-
lar sales have been leveling off and in some fields have already declined
substantially.
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In the 12 months preceding April of this year, retailers added 3.2
billion dollars-roughly 45 -percent-to thee value of inventories.
Again, much of'this increase reflects higher prices, not physical en-
largement. The bulk of lower-quality wartime merchandise has been
cleaned out.

Of particular significance, the rate of retail inventory accumulation
has fallen off sharply in recent months. Total retail inventories
actually declined slightly between April and May. With few excep-
tions retail shelves are full today. -Unless these inventory purchases
are replaced by increased consumer buying, manufacturers' orders,
output, and employment will fall.

The CHAIRMAN. By increased consumer buying, you mean that it
has been increasing and if consumer buying in the next few years stays
about the same that will not be sufficient?

Mr. NEY. Yes, Mr. Chairman. Consumer purchases in physical
volume are- falling off, and the increase has been due to dollar increase.

The CHAIRMAN. Your estimate is there is a falling off in nondurable
goods, but there is an increase in durable goods?

Mr. NEY. Yes. However we feel that after consumers have sup-
plied their long-felt wants, we will have a drop in durable goods' pur-
chases too. If we are to sell full American production we will have
to have a sustained high consumer demand.

The CHAIRMAN. The only thing I questioned was consumer buying.
If you kept up the total present consumer buying for the nondurable
and durable goods together, is that not enough ?

Mr' NEY. NO. I suspect production of automobiles, washing ma-
chines,, refrigerators, gas ranges and the- like will actually 'increase in
numbers of units as we go along.

If that is true, when the present backlog of demand has been filled,
we will have to find means of selling this increased production.

The CHAIRMAN. We have now reached the point, of $178,000,000,000
in income. It seems that there is considerable doubt about increasing
consumer buyings.

Mr. NEY. In dollars perhaps, but not in units.
It is a fact as the price level recedes somewhat, if we maintain the

national income in dollars we will have more units to sell.
The CHAIRMAN. You will have more units, not more dollars?
Mr. NEY. That is correct. I am talking strictly in terms of units.
The CHAIRMAN. Thank you.
Mr. NEY. During 1946 retailers repaired, improved, and expanded

their facilities considerably. Many new stores were built. But this
investment in retail plant seems to be tapering off substantially now.
Much of the wartime backlog has been Worked off. Equally important,
retailers who would still like to expand are discouraged by high con-
struction costs.

Like everyone else, retailers have experienced higher operation costs.
But we have also enjoyed the unique experience of operating close to
full physical capacity. Thus, despite higher costs, our unit operating
costs have held low. ' This enabled retailers to enjoy exceedingly favor-
able profits during 1946.

If volume holds up, profits in 1947 should be good, though well below
1946. Retailers have been trimming their margins by passing along
jpart of the fruits of high volume to consumers. There is room fot
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more of this if retailers can have confidence that their volume will hold
up and their costs not continue to climb.

The CHAIRMAN. Is there any evidence to support the statement
made showing margins are lower?

Mr. NEY. Yes, the first quarter reports show that.
The CHAIRMAN. Who reports those facts?
Mr. NEY. All the companies who have stock listed on the exchanges

throughout the country, or whose stocks are dealt in over the counter,
must file quarterly financial reports with the Securities and Exchange
Commission.

The CHAIRMAN. Who collects the statistics?
Mr. NEY. A private or public agency?
The CHAIRMAN. Well, either.
Mr. NEY. I'm not sure that the SEC does more than collect these

financial reports and release them for publication. Perhaps they do a
tabulation job too, but I can't say definitely.

The CHAIRMAN. It shows the margins?
Mr. N.EY. Yes, the SEC reports show attained margins. They also

show total expenses, net profit before taxes and profit after taxes, and
total sales, usually compared with the same period last year.

The CHAIRMAN. Are you prepared to furnish that information?
You have, I see, at the end of your statement a table. Does that give

this?
Mr. NEY. No; the table does not include a tabulation of individual

retail operations for the first quarter of this year.
The CHAIRMAN. It shows retail sales in millions of dollars.
Mr. NEY. That is right, in total, not by individual companies.
The CHAIRMAN. It gives an inventory, but it does not give margins.
Mr. NEY. That is correct. Total inventory figures.
The CHAIRMAN. Are you in position to furnish us with those figures?
Mr. NEY. I think your staff or our staff could very easily gather

some data from different sources and tabulate it.
The CHAIRMAN. Your staff will work in cooperation with ours?
Mr. NEY. Yes; we will be very glad to.
The CHAIRMAN. Very well, proceed.
Mr. NEY. But retailers today are deeply concerned over the price

situation and the dangers inherent in it. They are meeting at one
time increased consumer resistance to high prices and resistance from
manufacturers -to lower prices. The "squeeze" is largely on the re-
tailer. He would like to share it with his suppliers. Recent margin
cuts by retailers have been an important factor in holding up sales
volume. But retailers badly need help from manufacturers in extend-
ing such cuts.

he prosperity of retailing in the past year reflects the unprecedented
prosperity of the whole Nation. The difficulties of reconversion, de-
spite all the noise and gripes, have been overcome much faster thant
most informed observers dared hope.

As a nation we are producing nearly 21/2 times as much-measured in
current dollars-as in the good prewar year 1939. We are producing:
nearly four times as much as in the low depression year 1933. About
half of this increase-since- 1939 reflects higher prices. But the other
half reflects-greater production.
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Physical output of American manufacturing and mining industries
is running 80 percent above 1939.

Civilian employment is at an all-time peak, above 58,000,000. In
fact, from the newspapers recently I learn it has approached
60,000,000. Unemployment is down to 2,000,000, virtually a bedrock
minimum for a flexible economy.

These are the statistics of prosperity. These are grounds for self-
congratulation. But danger lurks in this prosperity. There is danger
of complacence. Signs of it are all around us.

We must not delude ourselves. There is nothing "normal" about
the prosperity we have been enjoying. It is propped up in no small
measure by temporary stilts. Our central economic problem is to re-
place those temporary stilts with enduring cornerstones.

One of the temporary stilts, the one which helped retailers to prosper,
has been the huge wartime backlog of consumer demand.

This backlog demand has been supported by an unprecedented
supply of "liquid assets" in consumer hands, the result of high wartime
savings. It has also been supported by an iuliprecedented expansion
of consumer credit. Such credit has increased by 41/2 billion dollars
since the beginning of 1946. Despite Government restrictions, con-
sumer credit. today is more than 10 percent greater than the previous
peak in 1941.

Consumer expenditures from war savings and on the basis of credit
are "one-shot affairs." When the savings are gone, or when credit
expansion slows down, as 'it must at some point, we must rely upon
expenditures from current incomes of people to support a high level
of retail sales.

Another important fact is that recent high retail sales have leaned
heavily upon a sharply declining rate of national savings. In 1944
savings were running at the unusually high wartime rate of 20 percent
of people's incomes. Since then, savings have declined sharply and
are about half as high, percentagewise, today.

People have spent more and saved less of their incomes. This
helped retail sales. But the savings rate cannot decline indefinitely.
This is another temporary prop which must give way.

The CHAIRMAN. Do you know of any reason why the total saved
money is less than it was in 1944?

IMr. NEY. If the information I have received is authentic, which I
believe it is, the actual total amount of savings is higher, but the rate
of savings is declining. People are spending a larger proportion of
their income than in the past.

The CHAIRMAN. I- am wondering whether the so-called backlog is
really contributing to purchasing power over the whole country,
whether we are not spending as much as we are saving out of the
backlog.

I am wondering whether the purchasing power is largely a question
of current economy, or from assets accumulated during wartime
savings?
* Mr. NEY. My impression is that savings as a total have increased.

The CHAIRMAN. I do not think that savings are anything like they
*were during the war when you could not buy anything anyhow.

Senator FLANDERS; The total savings--
Mr. NEY (interposing). Yes.
Senator FLANDERS. Has that increased or decreased?
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Mr. NEY. That is the question the 'chairman directed to me.
His impression seems to be it is not as large.
The CHAIRMAN. I do not know.
Mr. NEY. I was under the impression that there was a reduction in

the amount of E bonds outstanding, that is, their redemption by the
holders in the second quarter was exceeding new purchases.

Dr. HARDY. It fluctuated a good deal in January.
Mr. NEY. My information is that for all the first-half sales exceeded

redemptions. But I also understand it really discloses the fact that
the financial character of the people holding E bonds has changed. A
large segment of the lower income people have cashed their E bonds.

The CHAIRMAN. That is what you believed from your investigaion ?
Mr. NEY. Yes. In brief, people's incomes must be high enough and

prices must be low enough to enable rktail customers to purchase
the full output of consumer goods which American industry 'is capa-
ble' of producing. If incomes 'are too 'low or prices are too high,
these goods will back up and choke the pipe lines of prosperity.

Here is what. we need. As individual consumers work off their
pent-up war demands, as they draw down their war savings, we
must have a .more favorable balance between current incomes and
consumer prices. Prices must' be low endugh so that people, with a
normal savings rate, can buy all- the goods we can produce.

But recent events have been moving in' the opposite direction. The
price spree -of the last: 12 months has meant that most people's in-
comes have -ot -kept pace with prices. So their real incomes-the
value- of their money incomes measured in goods and services-' have
declined.

Senator FLANDERs. Are you sure of that statement that incomes
have not kept pace with prices'?. '

You know' of specific instances where incomes, which have been the
result of labor negotiations, have more than kept pace with prices,
but have incomes as- a whole kept pace with prices ?

Mr. NEy. I have some figures before me which indicate that in
one group at least, the industrial workers, which indicate as 'of the
latest figures, the cost of living 'has increased more than the average
weekly earnings. .

'The CHAIRMAN. Not since prewar days, only in the last year or

-Mr. NEY. I think that is right. I have these figures. Between
last May and this May, the average weekly take-home pay' in 'all
manufacturing industries rose from $42.51 to $47.86, or less than 13
percent. In the same period the worker's cost 'of living rose 18 per-
cent. ' '

The CHAIRMAN. It had been the opposite for the last 2 years before
that?
- Mr. NE. That is right. The general belief is thatn most non-
manufacturing workers fared probably not as well Was Workers 'in the
manufacturing industry. ' . '.

The CHAIRMAN. I see. . A- - -
Mr. NEY. In the face of rising prices, retail sales have been bol-

stered only because' peofple' cut 'down oni1ur eut savings and spent
out of their war savings.. Prosperity built on such props as these
cannot endure. Incomes and 'prices must be' brougt into better
balance.
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Another temporary silt under our general economic prosperity has
been the heavy backlog of business demands. Since VJ-day business
has invested billions in rebuilding inventories. But this is another
"one-shot affair." The rate of inventory accumulation has declined
sharply in recent months. The pipe lines are filling up. We must
find a more permanent substitute for these heavy business expendi-
tures on inventories.

I think the committee may be interested if I may digress a moment
to refer to the table at the back of my statement, which indicates the
retail inventory in terms of millions of dollars, at the end of May
showed a decline of $200,000,000 under the end of April, although
normally there would be no seasonal reduction at that time.

It shows no other significant reductions; but the significance is ex-
pressed in the next column which recall outstanding orders or com-
mitments.

The amount in June 1946 was $1,048,000,000. At the end of January
1947 the amount was $619,000,000, and at the end of May 1947, $348,-
000,000'

This would indicate that retail inventories have become virtually
replenished at this time.

Business, likewise, has been working off a heavy backlog of repairs,
maintenance, and expansion plans. This backlog by now has been well
eaten into. High construction costs are discouraging many business-
men from completing the job. We cannot sustain prosperity forever
on this diminishing backlog. It must be replaced by a high, steady
rate of fresh business expenditures on new capacity. This calls for an
expanding peacetime economy.

till another temporary prop has been our fabulous excess of exports
over imports. This so-called "favorable" balance of trade, has resulted
largely from our financial aid to crippled nations. The need still
exists. But obviously it will not go on forever. Eventually we must
adjust our imports to our exports. And then we must find an endur-
ing substitute for the expenditures represented by our excess of exports.

The CHAIRMAN. These exports are paid for out of the taxes of the
people, and presumably, they would have that much purchasing power
if they did not have to be taxed to finance exports.

In other words, the present export excess does not appear to be a
credit expansion. It appears to be, rather, the financing of foreign
purchases through our taxes?

Mr. NEY. I think that is correct, Senator.
The CHAIRMAN. If it were not for taxes we would have that much

more market at home.
Mr. NEY. But a considerable part of our production is now used in

the excess of exports over imports. It seems when that is eliminated,
or in balance almost, this temporary prop will have to be replaced.

The CHAIRMAN. The American people would not consume 400,000,-
000 bushels more of wheat. On the other hand, if they were not paying
for the 400,000,000 bushels they would have money to pay for more
automobiles or something else?

Mr. NEY. Yes, sir
The CHAIRMAN. It is going to require an adjustment of produc-

tion rather than a reduction.
Mr. NEY. In brief, we can be thankful for our recent economic

prosperity, but we shouldn't be misled by it. We should recognize
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that it has resulted in part from temporary stimulants. This does
not comprise an alarmist's forecast of sharp recession. Most of these
stimulants are still at work but they are diminishing. Now is the time
to develop more permanent foundations for lasting prosperity.

Everyone seems agreed that "steady high production" is a major
goal for our Nation.

But that goal needs more specific definition.
I suggest that for the immediate future we take something like the

following set of benchmarks as a measure of satisfactory national
economic performance. Obviously, these benchmarks must be raised
progressively as we grow.

1. A national income of $185,000,000,000.
2. Civilian employment of 58,000,000.
3. Unemployment no higher than 3,000,000.
4. A consumer price level of about 140-BLS index. This com-

pares with 156 at present, 133 for last June, and an average of 100 for
1936-39.

4. Indusfrial production over 200-FRB index. This compares
with 186 in May 1947, 160 in January 1946, 239 average for the peak
war-production year of 1943, and an average of 100 in 1935-39.

These are the benchmarks of a healthy economy in the immediate
future. We must not deviate far from them.

Having defined our goal, we must somewhow arrive at basic agree-
ment on the methods for getting there.

The CHAIRMAN. You talk about a recession. You propose a 10
percent decrease in price, and at the same time you propose an increase
in industrial productivity from 186 to 200. I hope you can do it.

Mr. NTEY. We do not think we can do it, sir. We will try to do our
part.

The CIHAIRMAN. The call is a little higher on industrial production,
however.

Mr. NEY. Yes; that is very true. The question is whether at a con-
sumer price level of 140 the country could consume the production
shown by an index of 200; that is, whether the country can consume
considerably more units on the same national income, if the price
level is down. It seems clear that if the price level is too high it dis-
courages consumption.

Obviously, no one has all the answers; This calls for intelligent,
vigorous, and constructive debate in Congress, in the executive branch,
throughout the Nation. We must make a beginning in this vast
enterprise, and we must make it fast.

In mapping a program, we must keep certain guides in mind. High
and increasing consumer expenditures must be based upon high and
increasing consumer real incomes. This, in turn, required high and
increasing business investment expenditures.

It.requires also increasingy productivity and a proper sharing of
such gains between higher wages, higher profits, and lower prices. It
depends, too, on a sound flow of international trade. All groups in
the Nation must prosper if any group is to prosper.

Among the most potent economic-tools'of peacetime are those which
*the economists call "monetary and fiscal." They* include such items
as taxes, .Government financing methods, the public debt, and banking
controls.
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Properly handled these tools obviously can contribute to a healthy
economy. If abused, they can injure economic activity. We should
pay less attention to taxation as a mere money-gathering device for
paying Government expenses and give more attention to its economic
effects on any program for achieving and maintaining full production.

It seems well agreed that our national tax structure is badly in need
of overhauling. Any revisions should meet the test of encouraging
rather than discouraging a full flow of consumer purchasing power
and expenditures. Similarly, any revisions should encourage rather
than discourage business investment expenditures.

By these tests the progressive system of income taxation now used
by the Federal Government is relatively sound today. It is flexible,
and the total tax yield growvs more than proportionately as national
income rises. In the end all taxes fall on individuals anyway. When
they are imposed as a result of a deliberate plan they fall more

-equitably than when the plan is haphazard.
The income tax is the business tax to most retailers, since, accord-

ing to the 1939 census, 85 percent of the retail stores of the country
are operated by independent proprietors or partnerships. Too high
rates on income taxation, or too steep progressions tend to discourage
business initiative among this group because the most successful busi-
nessmen cannot undertake new ventures without giving the bulk of
its proceeds in taxes to the Government.

But by these same tests our Federal excise taxes siphon away pur-
chasing power from the millions of families least able to afford it-
and the families who comprise the mass of customers in our economy.
Excise taxes had a proper role in an inflationary war economy. But
they have no place in a sound peacetime stabilization program.

Our present system of excise taxes is selective. Aside from such
traditional items as alcohol and tobacco, most of the commodities now
subject to excise taxes were selected with the idea of raising as much
revenue as possible, and with little regard to the effect the tax would
have on the commodity.

Probably all of the present excise-tax rates were imposed under the
same theory, which while highly proper in wartime, should not be
tolerated in peacetime. The result is that taxed commodities must
compete with untaxed commodities for the consumer's dollar. While
retailers take the, long-run view that excise taxes are taxes on expendi-
tures which cannot be anticipated or controlled they must admit that
for the present revenue conditions are such that some revenue must be
raised from this form of taxation. During this period, they feel that
excise taxes, collected at lower rates on broad classifications of mer-
chandise will produce more revenue than higher rates on selected items.
But while admitting the present need they do not depart from their
traditional opposition to this form of taxation.

Likewise, our Federal corporation-tax structure requires revision to
insure adequate incentive for corporate business investment. In gen-
eral, more emphasis should be placed upon taxing corporate business
earnings when they become individual incomes of the 'ultimate recip-
ients, and not as earnings in the hands of the corporation.

Corporate earnings are now taxed twice, once as corporate earnings
and again when they are distributed to the stockholders in the form of
dividends.
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The timing as well as the character of changes in our Federal tax
structure is important. This influences not only the flow of consumer
expenditures but also the question of national-debt retirement. Our
complaints and fears about the tremendous national debt are too
readily overcome by our natural desire for, lower taxes.

Tax revision, therefore, must be examined carefully as to its effects
on the economy. Where it will serve as a business stimulant, and so
in the long run produce more revenue, it is more than justified, even
in the face of the amount of national debt to be retired.

And let's not fool ourselves on one major point.
If our economy slides into substantial recession, we would, and

should, pursue a policy of deficit financing. We should prepare early
against that contingency, both by reducing Government debt and ex-
penditures now, and by preparing a shelf of well-conceived projects
for, Government expenditure if and when the necessity arises. We
should not allow prejudices to blind us in this matter.

In order to be ready for this, and to bring tax rates down to their
proper level, all Federal spending should be carefully examined.
Added efficiency in Government operations will, of itself, help to
reduce the amounts of revenue needed to conduct Government, and no
Government spending, whether from current revenues or from bor-
rowed money, should be done on make-work projects with no long-run
economic effects.

Expansions and contractions of credit often have marked effects on
the economy. I am not talking now about regulation W. It now has
only limited application.

However, since the behavior of the entire economy often hinges on
the question of credit no one is likely to take issue with the idea that
the whole subject merits careful reexamination in the next year or two.

Prices: Our economy is now largely adjusted to a price structure
substantially above the prewar level. It seems likely that only a
severe depression would bring prices back to 1939 levels. We should
adjust our thinking to that fact.

Consumers particularly should not expect the impossible in retail
stores. They have every right to expect reductions in the prices of
many goods. But they are deluding themselves to expect prewar
prices. They would lose out if their incomes were readjusted to such
a price level.

I do not mean to imply that prices should stay at their present in-,
flated levels; they definitely should not.

Again let me digress to say I am not implying that prices are too
high. Many of them are; others are not.

We have been on a price spree in this Nation during the past 12
months. And we may well wake up with a painful hang-over. Con-
sumer prices are up 18 percent from last May. Wholesale prices.are
up 32 percent.

The relative stability of retail and wholesale price index figures for
the past 4 months has been encouraging. The situation would be more
encouraging if we did not realize that the price level is full of price
distortions. The uninformed should be made aware that the total in-
dex figure may maintain a stability that becomes freakish when the
components are examined.
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It is probable that we are near or past the peak of prices. A month
ago, I would have said so without reservations. Again let me digress
to say that more recent developments have rather upset that conviction.

I would be more wary just now with grain prices acting up and
meats already showing marked upward activity as a result.

The maladjustments in the price level are nearly all on the high side.
Indeed, I know of none on the low. They are hang-overs of war
and probably will disappear only when supply is ample to all needs.

A heavy responsibility rests upon American business to make vol-.
untary price cuts on many items. Labor must help by being moderate
in its wage demands and by helping to increase productivity. Farmers
must help with all-but production.

The CHAIRMAN. Have you put on any general propaganda among
your members to reduce prices where possible?

Mr. NEY. Yes, sir.
The CHAIRMAN. The general profit history of retail industry has

been extremely high during the last 3 years. It may be falling off
recently.

Has there been any concerted effort on your part to get retailers to
mark prices down?

Mr. NEY. Yes; the American Retail Federation and its constituent
members made a drive last spring to bring prices down.

Now the Newburyport plan we saw at the outset was impracticable.
It was based upon the assumption that they would be able to immedi-
ately replenish their stocks at a lower price, which did not turn
out to be the case.

On the contrary, the American Retail Federation made suggestions
to its membership that they concentrate on items that were staple,
where price increases have been the most, and on articles people need
the most, and wherever possible to offer goods in fresh, salable con-
dition, in a full range of sizes and colors, at the lowest possible price.

Possibly the chairman and the other members of this committee
saw the advertisement of R. H. Macy & Co., of New York. Many
other stores ran advertisements to the effect that they thought most
prices were too high, and it was thought they could offer merchandise
at lower prices and then ultimately replace it at a lower price. Un-
fortunately, we were not able to replace the merchandise, at a lower
price. In many commodities the wholesale and manufactured market
prices have gone up.

The effort, I think I can say, nationally was not too successful, al-
though retailers generally made a sincere effort, at their own cost, to
do it.

We have a file containing a great many advertisements run by
retail stores in this connection and if the chairman desires it we can
furnish a copy of them.

The CHAIRMAN. Thank you.
Mr. NEY. Your committee can perform an important service by

lending its great prestige publicly to the proposition that price re-
ductions are needed to keep goods from piling up on shelves and to
keep industrial activity from bogging down.

Your committee possesses the potent instrument of moral suasion
which might be use& effectively in breaking the price log jam at
strategic points. As retailers we urge you to use your full strength.
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I think it fair to say that retailers have gone further than most
groups in trimming their margins.and by passing along price reduc-
tions from their suppliers. This attitude is being reflected in current
profit statements. The first-quarter statements which I have seen alli
reflect some loss over the first quarter of last year. In many cases,
profit rates are as low as one-half what they were last year.

Retailers need a lot more help from manufacturers in getting prices
down if we are to avoid clogging the pipe lines of prosperity.

On this matter of prices, let us not forget that the Government
possesses another important tool which we haven't seen enough of
lately. I refer to the antitrust laws. Some of my friends in business,
and I might say in Congress, have come to regard the antitrust laws as
a pernicious form of Government intervention.

They forget that the antitrust laws express the most vital, tenet of
a free-enterprise system. These laws guarantee the freedom to com-
pete: They stand against monopolistic strangulation of free busi-
ness. They militate against collusion in pricing, the throttling of
expansion and free entry,. and curtailment of output.

The Department of Justice, with the full backing of Congress,
should ferret out those instances where output is being cut to prop up-
high monopolistic prices. Restrictions self-imposed by business arel
just as deadly to our economic system as restrictive policies by Gov-
ernment.

The wage increases of the past year, to the extent that they were
unaccompanied by price increases, raised the real purchasing power
of the workers and salary earners receiving them.

But many workers in the past 12 months have lost out in the race
between wages and the cost of living. Between last May and this
May, average weekly take-home pay in all manufacturing industries,
as I said earlier, rose from $42.51 to $47.86, or less than 13 percent.
In the same period the worker's cost of living rose 18 percent. These'
figures spell a cut in real income. Most nonmanufacturing workers
fared much worse. From the retailer's viewpoint, that's not good
business.

In some areas there may well be room for further moderate wage
increases which can be absorbed out of high profits or increasing
productivity and not reflected in price increases. But certainly there
is far less room than there was this past year. Another round of large
wage increases this fall and winter would very likely preclude the
kind of downward price adjustments which the good health of our
economy demands.

We must not forget the central lesson of our Nation's economic his-
tory.' For decades wages and profits rose while prices declined..
This was made possible by progressive increases in productivity..
Management and labor must work effectively together to get back on
the track of rising productivity. Business in the years ahead must
follow the sound and tested policy of dividing the fruits of increased
productivity equitably. Production progress should be shared with-
workers in higher wages, with management in higher profits, and with-
consumers in lower prices.

We must not overlook, however, the serious present plight of those-
groups whose income has lagged far behind the rising cost of living-
Their situation is not merely one of injustice. Their plight is a seri-
ous threat to the Nation's economic health and future.
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I refer to the recipients of pensions, to the employees in our lowest-
paid industries, to those white-collar workers who have been bypassed
in the wage increases of recent years, and to those employed in govern-
ment. The cuts in real income suffered by many of these people since
before the war has been ruthless.

There should be prompt inquiry' into the equity of these standards.
The fullest possible information should be made available to the
public covering not only wages in public service, but the impact of
inflation on those who draw benefits.' It should be obvious that
where groups exist that have not had some form of income increases
during the war, the pressures must be intolerable.

The CHAIRMAN. There are a few such groups where I do not think
the increases have been particularly large. I notice a summary in
regard to teachers who are perhaps one of the groups worse off.

Mr. NEY. Yes, sir.
The CHAIRMAN. They will receive in the next 12 months, the next

school year, $400,000,000 more than they got this year from increases
granted by States and cities. That was the New York Times report
this last week.

I think everybody agrees with the statement, but I also think most
of these groups-I think people as a whole-realize exactly what you
say, and I think it is being done in part.

Mr. NEY. I think everybody agrees.
The CHAIRMAN. We have increased incomes in the Federal service

at least at that rate during the last 2 years.
Mr. NEY. And our Government should refurbish the real incomes

of its own employees.' We all complain about the apparent inability of
government to attract enough competent personnel. With a wage and
salary policy that would drive a private business into bankruptcy,
how can we expect great efficiency from Government?

The CHAIRMAN. You are able to get Senators and Congressman
to run.

Mr. NEY. I am sure it is not for the money. It is undoubtedly for
the prestige.

The CHAIRMAN. Proceed.
Mr. NEY. We talk in pious words and with knit brow about Amer-

ica's fine educational system, about education being the fountainhead
of. democracy. But we are tearing the quality out of our educational
system with a blind and stupid wage policy. Underpaid teachers,
underpaid policemen and firemen, underpaid public servants gener-
ally, cannot give us the efficiency in government we need. And they
don't make good customers for American industry,' either.

Prosperous farmers make good customers, across retail counters, for
the products of American labor and industry. Any blueprint for a
prosperous America must include a decent income for the farmer.

The merchant, as you have seen, believes in abundance. For that
reason he often has been troubled by policies of government which
made it appear that the farmer likes a system which creates scarcity
and pinches consumers to reward farmers.

We think it to the everlasting credit of farmers that individuals are
hard to find who will support such policies. Indeed, all the farmers
I know say that they despise the philosophy of scarcity, -that by the
very nature of their business they too believe in abundance for all.
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What they want out of their efforts to create this abundance is a fair
degree of security.
- So we think it is up to Congress to devise a system based on good

diets, as good as the farmer can produce, for the Nation. What we
want is high production and high consumption of farm products to
provide the robust strength required for maximum industrial pro-
duction.

It is a strange thing to see a farmer, wanting more production of
the good things that come from the industrial production line, main-
tain himself by a policy of scarcity that reduces the flow of equally
good things from the farm to the city. It makes no sense.

The objective of farm-price parity primarily is to give the farmer
a decent income, call it parity income if you will. But the gyrations
of the price-parity formula and the operations of the support pro-
gram which result in feeding potatoes to hogs make the means em-
ployed to guarantee income extremely questionable.

The whole present parity principle should be challenged. If there
is a better way to insure the farmer a decent living in return for all-
out production effort, it should be found. It is equivalent to a crime
against nature to destroy food and not give it to people to eat merely
because the price drops.

Let prices drop and give the undernourished children of the cities
oranges and apples for their pockets and more milk and cereal in their
school lunches.- If declining prices threaten the farmers' economic
security, we should find other- ways to care for him 'even if we are
forced to resort to outright income guaranties or subsidies. None of
us like the guaranteed income idea. jWe would resent seeing it
extended to business and labor but the farm problem is peculiar. It
may be that we will be forced to junk a -lot of our ideas before we
attain maximum food production and distribution.

In a hungry world let there be no more talk about restricting crops
or destroying surpluses to bolster prices. That is the stark economics

-of bankruptcy, moral, if we accept it, as well as economic.
There are, in addition to these long-range farm problems, some

immediate ones. Farm prices today are high. Current reports indi-
cate that they will go higher. This would be unfortunate because
higher food prices touch the match to the fuze of higher wage.

The demands of labor and the parity formula work against each
other like a jack. Each upward surge becomes the basis for more
violent maladjustments of the economy injurious to everyone includ-
ing farmers and industrial workers. No good to anyone can come
from another spurt in food prices. It is encouraging to take note
of the fact that their spokesmen are expressing awareness of the fact.

I have been a little perturbed by growing talk that the food price
situation may make it necessary to resort again to war-type controls:
I regret to- hear that such suggestions have been made. Having been
more close to that type of control than most people, I do not think
they would be effective again. It takes a long time to organize such
controls and my war experience- convinced me that they work only
under the pressure of great emergencies when everyone is in favor of
what is being done.
. But there are important steps short of such controls that need to be

considered and acted upon. First, we should insure-against specula-
tive manipulation of farm prices on the commodity exchanges.
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Such operations line the pockets of the speculators but only harm
the farmer, the consumer, the whole economy.

Second, the Government -as the biggest buyer of farm products
should be intelligent in its procurement practices. Instead of heaping
heavy purchase orders onto the market at times when supply is tightest
and prices highest, Government- purchases should be timed to have
the least disturbing effect. The unfortunate incidents of this type
in the past appear usually to have resulted from poor procurement
planning.

If our agricultural officials can set aside their traditional phobias
of impending surpluses and concentrate on businesslike procurement
practices, we can avoid much unpleasantness on the farm price front.

Finally, we should call upon the Nation as individual consumers
and as processors and handlers of food to pursue conservation practices
while the need exists.- If necessary and if it will help avoid more
extensive conlrols, we should employ formal limitation and conserva-
tion restrictions. We should control exports to insure that the food
is shipped where it will do the most good and in quantities not to exceed
necessity.
- Next to the broad challenge of full employment, housing is our No. 1

domestic economic problem. The whole institution of private enter-
prise is on trial as a result. A solution to our housing and general
construction problem would go a long way toward providing perma-
nent foundations for prosperity to replace temporary supports.

No other major segment of our economy has contributed more to
instability in the past. In the 20 years before the war, the worst year
of general industrial production was only 50 percent below the best
year. But in housing the worst year was only one-tenth as good as
the best year. Such extreme fluctuation in a major industry exerts
a tremendously disturbing influence upon our whole economy.

In no other segment of our economy has private enterprise fallen so
palpably short of filling the needs of our people. Before the war
more than one-third of our nonfarm dwellings were deficient in some
major respecL By now the situation has grown worse. The drastic
housing shortage since the war ended is in no small measure the result
of under building before the war.

During 1946 under the veterans emergency housing program private
enterprise housing began a phenomenal come-back from the depressed
condition in which the war left it. The outlook for 1947 was promis-
ing. But now the housing boom is fading fast. The housing'indus-
try has followed its familiar course. It is pricing itself out of the
best market it ever enjoyed. As wealthy as our Nation is, the bulk
of citizens and particularly the bulk of veterans who need 'housing
most cannot afford homes at current prices.

What's wrong with our housing industry? It makes good rhetoric
to blame the Government and unquestionably much responsibility rests
there. But the basic sources of trouble are more deeply rooted.

The plain fact is that our housing industry has not kept pace tech-
nologically with our other major industries. In our method of build-
ing houses we have not yet left the Egyptians far enough behind.
Our housing industry needs drastic modernization. We need to learn
to build new kinds of houses, to build old kinds in new and more ef-
ficient ways, to make and use new kinds of materials.
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That will take time but there is no time to waste. Promising new
developments in housing are appearing. They need encouragement
from every side including Government.

It is well known that our housing industry is badly handicapped by
restrictions, largely self-imposed. We hear most about labor restric-
tions and apparently there are plenty. But we must also open our
eyes to other restrictions as well-monopolistic practices in the pro-
duction and distribution of building materials, collusion in construc-
tion bids and protective restrictions of local codes.

Rather than point the finger of blame-which might take many
fingers-'we should recognize and understand these restrictions for
what they are. They reflect the combined effort of all groups in the
housing field to protect themselves against depression and the rigors
of competition, much as other economic groups seek similar protec-
tion through tariffs, barriers to interstate commerce, licensing arrange-
ments and the like. It reflects the philosophy of "abundance through
scarcity" which has hampered our whole economy so much in the
past.

Until the housing industry, from top to bottom, has reasonable as-
surance of a stable market in a stable economy, we cannot hope to rid
it of these strangling practices.

But all is not gloomy in the housing field. No industry today faces
greater markets, greater opportunities for self -advancement and for
contributing tremendously to the stability of our, whole economy.
Housing and construction generally has an opportunity to become a
major balance wheel in our economy.

Our Nation badly needs at least one to one and one-quarter mil-
lion new housing units a year for the next dozen years. But the bulk
of them must be low and medium cost to fit the pocketbooks and needs
of our people. The opportunities for private enterprise are vast,
if they are but recognized and developed.

The CHAIRMAN. I do not want to interrupt too much but could you
finish your statement in about 5 minutes?

Mr. NEY. Yes, Mr. Chairman. Suppose I summarize the balance
of my statement with permission to have the whole statement appear
in the record?

The CHAIRMAN. That will be done.
Mr. NEY. Clearly the first step must be a big cut in construction

costs and housing prices. To say that this is impossible may amount
to an admission that private-enterprise home building has muffed its
last chance. It is the responsibility of all parties in the housing in-
dustry to contribute heavily to cost reductions.

Materials producers must cut their prices. Their volume in most
instances is at unprecedented levels, their profits appear very good,
but their prices are nearly double the 1939 level and have risen 38
percent in the last year.

Labor must raise its productivity rapidly, give a good day's work
for a good day's pay, by dropping restrictive practices, by broadening
their ranks with capable younger men and by cooperating fully with
contractors. Builders must develop and adopt more efficient techniques
of building, and must be moderate in their profit charges. Real-estate
brokers and financing institutions must add their share to the cost
reductions.

65210-47-pt 1-24
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The alternative to immediate and substantial cost reductions in
housing is for the industry to go through the wringer in the old-
fashioned way. As a retailer I feel strongly that costs and prices
should be brought down now before they are driven down later by the
ruthless pressure of collapsing markets.

I can think of no other sphere in which there is a greater need for
the advocates of private enterprise to display enlightened self-interest
and the qualities of initiative, imagination, daring, and energy which
has made our Nation great. I can think of no other area where blind
emotion and unenlightened selfishness can cause private enterprise to
fail more miserably and more quickly than in housing.

Our foreign trade picture at present and for some time to come is
affected by abnormal factors. We must avoid the emotional and eco-
nomic pitfalls in this area. We must build now the foundations of an
enduring and sound flow of international trade.

At present we are cleaning up the economic rubble of the war. And
we are building the economic defenses against another war. We are
putting billions into foreign economic aid and apparently must put
billions more. This is a costly business. But if we succeed, it will
have been a bargain price to pay.

There are many problems ahead for us as a result of the foreign
aid program. IThis is not something we can do in our spare time or
with left over energies. It must command priority of our attention
and of our productive effort. The stakes are truly collossal.

Obviously, an important requirement is that we extend such aid
judiciously. We must place our dollars and our goods where they will
yied the greatest results. We must do it in a way least upsetting to
our own economy. But we can't afford to underdo this job.

Looking beyond this immediate period, as I said earlier, however,
we must recognize that the tremendous excess of exports we are now
experiencing must eventually diminish- and vanish. We must not
fall into the trap of thinking that a "favorable" balance of trade is a
good thing because it fosters full employment and forget that we are
not receiving the consumption benefits of that extra employment.

*When the period of emergency foreign aid has passed, we must look
to a high volume of exports as an important contributing factor to a
healthy economy. But it must be balanced with a comparable flow
of imports.

In concluding my remarks, I would like to call your attention again
to my opening statement that I am unable to say how many retailers
would join me in the statement that I have just made.

Parts of this testimony rest upon long and generally accepted policy.
Other sections deal with policies never submitted to them for an
expression of opinion. The American Retail Federation has been
doing considerable research work in recent months with the end in
view of submitting an integrated policy program to its membership
for approval or disapproval.

What I have said here in a large degree has been drawn from the
results of that preparatory research work. It will go forward in some-
what more detailed form to the membership shortly.

It has been offered to you at this time, perhaps prematurely from
the viewpoint of our members-because acceptance of your invitation
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to appear cefttainly imp.osed upon me the obligation to bring you the
most comprehensive work which we have done.

Thank you very much, siir ' - ' ' '
The.CHAIRIMAN.. Thank you, Mr. Ney.
You still do not suggest what we might do about higher prices

outside of a change in the Government buying policy, which would
have some effect.

You think there should be no price control and probably no ration
control. What legislative action would you recommend? Is there
any legislative action that could be taken? And what 'about the
continuation of Regulation W?

Mr. NEY. I think regulation W is of much more limited effect now
than before when restrictions were taken off of all soft goods and
all regular charge accounts. However, it does still cover automobiles
and durables.

The CHAIRMAN. It is contained on things customarily sbold on the
installment plan.

Mr. NEY. Well, the soft-goods business has developed into quite
an installment business, prewar.

In the retail industry there is quite a division of opinion about
continuing regulation W, or letting it expire.

I think I could personally make a pretty good case on either side
of the question.

It seems to me it can be said that any regulation which in a way
restrains too inflationary trends should be retained.
- On the other hand, it could be contended, that regulation W is only
a minor restraining influence or insurance, inasmuch as it was removed
from scarce items like mens suits, and from all charge accounts, and
that it should. not be applied to furniture, much of which is in ample
supply.

I have no unified statement to make on regulation W.
: The CHAIRMAN. You said at one point the antitrust law should be

used more.
In your opinion is there in effect a monopoly holding up prices

in certain fields?
Mr. Nty. Senator, I have no example, nor am I able to. point my

finger at a single industry, but it seems clear, that in some cases in-
dustry has gotten together to' hold up prices or retard production.

The CHAIRMAN. I 'was wondering whether you thought it was ef-
fective or whether there were particular fields where it is not effective.

Mr. NEY. As I say I can point my finger to no particular case.
The CHAIRMAN. The question is, in what particular field does that

exist, and what do you recommend that the Government do about it?
Mr. NET. I have read the testimony of other witnesses before this

committee and thev referred to the building industry. I have no
interest in the building industry other than as a purchaser.

Other witnesses have developed, however, that there are monopolis-
tic trends and efforts in certain segments of that industry. If that
is true it seems thev could exist in other industries.

The CIHIRMAN. Thank you very much, Mr. Ney.
Mr. NEY. Thank you sir.
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(The prepared formal statement submitted by Mr. Ney follows:)

STABLZED ABUNDANCE

(Testimony of Jerome M. Ney, Fort Smith, Ark., Chairman of the Board of the
American Retail Federation)

My name is Jerome M. Ney.
I operate several retail stores, the principal one being the Boston Store Dry

Goods Co. of Fort Smith, Ark.
I am chairman of the board of the American Retail Federation. This organ-

ization has offices at 1627 K Street NW., Washington, D. C.
The ARF membership includes 20 national retail associations and 33 State

councils. A list of these is attached to this statement. Through these constitu-
ent groups, ARF represents upward of 500,000 retail stores.

I am not presuming to tell you that I speak unreservedly for 53 State and na-
tionai associations and 500,000 stores. Indeed, I do not know how many of them
would endorse what I am going to say. If you should ask me how they stand on.
a specific tax bill, a tariff schedule, or a labor measure, I could get you a reason-
ably accurate answer within a few days.

In this case, I cannot. The subject is too broad. It touches the core of our
thinking on economics and political science from every conceivable angle. My
appearance here, in a way, represents an effort at self-education with the hope
that it may stimulate interest among others-in the retail business and contribute
to your committee's study of the stabilization problem.

What I am saying is based on my economic and political convictions. I have
supported these convictions with the best' research help I could get. So far as
possible, I have checked my conclusions with associates whose business ability
and public spirit I have reason to respect.

My view, I am sure, is conventional, sound, distributive theory. In general,
it would be accepted by most retailers. This appearance, however, is made with-
out prejudice to the views of many who will disagree in detail.

The word "planning" occurs from time to time in this paper. I am not afraid
of it. But I want to be understood when I use it.

The popular idea of planning is that it involves a system of detailed economic
restraints, guides, controls, and supports for business. I am against that sort
of strait-jacketing of the economy.

What I am for is the opposite of that.
I simply favor an orderly, integrated handling of the policies and measures,

domestic and foreign, necessary to a normal, orderly government. These pol-
icies should be constructed with the idea of creating an atmosphere in which
business will be encouraged to do what it should do.

It is the function of business to expand steadily and in expanding to pass on
to consumers the benefits of greater productivity in the form of higher wages and
lower prices. This is the regenerative economic process on which our capitalis-
tic-industrial democracy has grown.

The basic interests of American retailers and consumers are virtually identical.
Both benefit from a maximum flow of goods at reasonable prices. They suffer
alike when some economic maladjustment slows down production.
* Retailers and consumers have a common stake, then, in the goal of the

Employment Act of 1946. That goal is a steady high production. This, in turn,
should result, as in the past, in even better wage standards and in lower prices.

There is no reason to become defeatists and accept a reversal in trend as inevi-
table. The job is to apply our intelligence open-mindedly to planning well-timed
stimulations that will result in the creation of more goods in an economy charac-
terized by an always widening productive potential.

This is not the sort of thing that just happens. It cannot be done by slogans
and phrases. It is an engineering, not a propaganda, problem. * We must, in
peace, strive and work as hard for full production and stabilization as we did
in war.

We dare not forget that failure to keep the economic flywheel in proper motion
makes terrific exertions necessary in order to build up speed again. This is sheer
economic waste. A fraction of what we spend in regaining lost speed, applied
at the proper time, would give great gains where we record losses.
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Your committee has a vast opportunity and a heavy responsibility. It is your
task to provide the Nation, the individual Members of Congress, and particularly
the specialized committees of Congress, with a balanced-picture of our national
economic needs.

Under your guidance, legislative actions on specific economic problems must be
uovetailed into a well-conceived pattern that fits these broad needs. This the
joint committee is in a position to accomplish.

The Employment Act also places a heavy responsibility upon every economic
group in our Nation to promote the general public interest better than in the past.

As individuals and as members of special interest groups, we compete for
bigger shares of the Nation's output. This competition is healthy. It represents
one of our basic freedoms. But too often we abuse this freedom, particularly
when we compete in that middle ground where politics and economics meet.

Too often we fail to appreciate the character of our own basic interest as mem-
bers of particular groups. Even more often we fail to discern the important
relation of our own interest to the broad public interest.

We are honored to participate in the forum which this committee provides for
examining the broad needs of our economy. In the time allotted I wish-'

(1) To review the current situation from a retailer's standpoint and suggest
some of the problems we see in it;

(2) To-define a set of economic bench marks for measuring our performance
over the next few years;

(3) To -sketch out a few of the component parts of a peacetime stabilization
program for America.

THE SITUATION IN RErAILING

The retail industry, like most American industries, has prospered greatly since
the end of war. Dollar sales climbed to -an all-time peak in 1946. Over-all they
have held up quite well since then.

But the total sales figures disguise important developments. First of all, most
of the increased dollar figures since last June reflect higher prices, not higher
physical volume. Physical sales have been turning down sharply in some areas
and lines. The continued rise in durables is being offset by declines in soft
goods and specialties. Second, dollar sales have been leveling off and in some
fields have already declined substantially.

In the 12 months preceding April of this year, retailers added 3.2 billion
dollars (roughly 45 percent) l to the value of inventories. Again, much of this
increase reflects higher prices, not physical enlargement. The bulk of lower
quality wartime merchandise has been cleaned out. -

Of particular significance, the rate of retail inventory accumulation has fallen
off sharply in recent months. Total retail inventories actually declined slightly
between April and May. With few exceptions retail shelves are full today.
Unless these inventory purchases are replaced by increased consumer buying,
manufacturers' orders; output, and employment will fall.

During 1946-retailers repaired, improved, and expanded their facilities con-
siderably. Many new stores were -built. But this investment in retail plant
seems to be tapering off substantially now. Much of the wartime backlog has
been worked off. Equally important, retailers who would still like to expand
are discouraged by high construction costs.

Like everyone else, retailers have experienced higher operation costs. But
we have also enjoyed the unique experience of operating close to full physical
capacity. Thus, despite higher costs, our unit operating costs have held low.
This enabled retailers to enjoy exceedingly favorable profits during 1946.

If volume holds up, profits in 1947 should be good, though well below 1946.
Retailers have been trimming their margins by passing along part of the fruits of
high volume to consumers. There is room for more of this if retailers can have
confidence that their volume will hold up and their costs not continue to climb.

But retailers today are deeply concerned over the price situation and the
dangers inherent in it. They are meeting at one time increased consumer
resistance to high prices and resistance from manufacturers to lower prices.
The "squeeze" is largely on the retailer. He would like to share it with his
suppliers. Recent margin cuts by retailers have been an important factor in

Department of Confmerce, Survey of Current Business, June 1947.
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holding up sales volume. But retailers badly need help from manufacturers'
in extending such cuts.

THE GENERAL ECONOMIC SITUATION

The prosperity of retailing in the past year reflects the unprecedented pros-
perity of the whole Nation. The difficulties of reconversion, despite all the
noise and gripes, have been overcome much faster than most informed observers
dared hope.

As a Nation, we are producing nearly 2'/2 times ' as much (measured in cur-
rent dollars) as in the good prewar year 1939. We are producing nearly four
times as much as in. the low depression year 1933. About half of this increase
since 1939 reflects higher prices. But the other half reflects greater production.

Physical output of American manufacturing and mining industries is running
80 percent 3 above 1939.

Civilian employment is at an all-time peak, above 58,000,000.' Unemployment
is down to 2,000,000, virtually a bedrock minimum for a flexible economy.

STOP, LOOK, AND LISTEN

These are the statistics of prosperity. These are grounds for self-congratula-
tion. But danger lurks in this prosperity. There is danger of complacence.
Signs of it are all around us.

We must not delude ourselves. There is nothing "normal" about the pros-
*perity we have been enjoying. It is propped up in no small measure by tem-
porary stilts. Our central economic problem is to replace those temporary stilts
with enduring cornerstones.

One of the temporary stilts, the one which helped retailers to prosper, has been
the huge wartime backlog of consumer demand.

This backlog demand has been supported by an unprecedented supply of -liquid
assets in consumer hands, the result of high wartime savings. It has also
been supported by an unprecedented expansion of consumer credit. Such credit
has increased by 4/2 billion dollars since the beginning of 1946. Despite Govern-
ment restrictions, consumer credit today is more than 10 percent greater than
the previous peak in 1941.

Consumer expenditures from war savings and on the basis of credit are "one-
shot affairs." When the savings are gone or when credit expansion slows down,
as it must at some point, we must rely upon expenditures from current incomes
of people to support a high level of retail sales.

Another important fact is that recent high retail sales have leaned heavily
upon a sharply declining rate of national savings. In 1944 savings were running
at the unusually high wartime rate of 20 percent of people's incomes.' Since
then, savings have declined sharply and are only about half as high, percentage-
wise, today.

People have spent more and saved less of their incomes. This helped retail
sales. But the savings rate cannot decline indefinitely. This is another tempo-
rary prop which must give way.

In brief, people's incomes must be high enough and prices must be low enough
to enable retail customers to purchase the full output of consumer goods which
American industry is capable of producing. If incomes are too low or prices
are too high, these goods will back up and choke the pipe lines of prosperity.

Here is what we need. As individual consumers work off their pent-up war
demands, as they draw down their war savings, we must have a more favor-
able balance between current incomes and consumer prices. Prices must be low
enough that people, with a normal savings rate, can buy all the goods we can
produce.

But recent events have been moving in the opposite direction. The price
spree of the last 12 months has meant that most people's incomes have not kept
pace with prices. So their real incomes (the value of their money incomes
measured in goods and services) have declined.

In the face of rising prices; retail sales have been bolstered only because people
cut down on current savings and spent out of their war savings. Prosperity

2 Department of Commerce.
3 Federal Reserve Board Index of Physical Industrial Output.

4 Department of Commerce.
Federal Reserve Board.
Department of Commerce.
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built on such props as these cannot endure. Incomes and prices must be brought
into better balance.

Another temporary stilt under our general economic prosperity has been the
heavy backlog of business demands. Since VJ-day business has invested bil-
lions in rebuilding inventories. But this is another "one-shot affair." The rate
of inventory accumulation has declined sharply in recent months. The pipe
lines are filling up. We must find a more permanent substitute for these heavy
business expenditures on inventories.

Business likewise has been working off a heavy backlog of repairs, mainte-
nance, and expansion plans. This backlog by now has.been well eaten into. High
construction costs are discouraging many businessmen from completing the job.
We cannot sustain prosperity forever on this diminishing backlog. It. must be
replaced by a high, steady rate of fresh business expenditures on new capacity.
This calls for an expanding peacetime economy.

Still another temporary prop has been our fabulous excess of exports over
imports. This so-called favorable balance of trade has resulted largely from
our financial aid to crippled nations. The need still exists. But obviously it
will not go on forever. Eventually we must adjust our imports to our exports.
And then we must find an enduring substitute for the expenditures represented
by our excess of exports.

In brief, we can be thankful for our recent economic prosperity but we shouldn't
be misled by it. We should recognize that it ha$ resulted in part from temporary
stimulants. This does not comprise an alarmist's forecast of sharp recession.
Most of these stimulants are still at work but they are diminishing. Now is the
time to develop more permanent foundations for lasting prosperity.

DEFINING OUR EOONOMIC GOAL

Everyone seems agreed that steady high production is a major goal for our
Nation. But the goal needs more specific definition.

I suggest that for the immediate future we take something like the following
set of bench marks as a measure of satisfactory national economic performance.
Obviously, these bench marks must be raised progressively as we grow.

1. A national income of $185,000,000,000.
2. Civilian employment of 58,000,000.
3. Unemployment no higher than 3,000,000.
4. A consumer price level of about 140 (BLS Index) (this compares with 156

at present, 133 for last June, and an average of 100 for 1936-39).
5. Industrial production over 200 (FRB Index) (this compares with 186 in

May 1947, 160 in January 1946, 239 average for the peak war production year
of 1943, and an average of 100 in 1935-39).

These are the bench marks of a healthy economy in the immediate future. We
must not deviate far from them.

- A PROPOSED PROGRAM FOR ECONOMIC STABILITY

Having defined our goal, we must somehow arrive at basic agreement on the
methods for getting there. -

Obviously, no one has all the answers. This calls for intelligent, vigorous, and
constructive debate in Congress, in the executive branch, throughout the Nation
We must make a beginning in this vast enterprise and we must make it fast:

In mapping a program, we must keep certain guides in mind. High and in-
creasing consumer expenditures must be based upon high and increasing consumer
real incomes. This, in turn, requires high and increasing business investment
expenditures.

It requires also increasing productivity and a proper sharing of such gains
between higher wages, higher, profits, and lower prices. It depends, too, on a
sound flow of international trade. All groups in the Nation must prosper if any
group is to prosepr.

TAXES AND CREDIT CONTROLS

Among the most potent economic tools of peacetime are those which the econo-
mists call monetary and fiscal. They include such items as taxes, Government
financing methods, the-public debt,.gnd banking controls.

Properly handled, these tools obviously can contribute to a health economy. If
abused, they can injure economic activity. We should pay less attention to taxa-
tion as a mere money gathering device for paying Government expenses, and give
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more attention to its economic effects on any program for achieving and maintain-
ing full production.

It seems well agreed that our national tax structure is badly in need of over-
hauling. Any revisions should meet the test of encouraging rather than discour-
aging a full flow of consumer purchasing power and expenditures. Similarly,
any revisions should encourage rather than discourage business investment ex-
penditures.

By these tests the progressive system of income taxation now used by the
Federal Government is relatively sound today. It is flexible, and the total tax
yield grows more than proportionately as national income rises. In the end all
taxes fall on individuals anyway. When they are imposed as a result of a delib-
erate plan they fall more equitably than when the plan is haphazard.

The income tax is the business tax to most retailers, since, according to the
1939 census, 85 percent of the retail stores of the country are operated by inde-
pendent proprietors or partnerships. Too high rates on income taxation, or too
steep progressions tend to discourage business initiative among this group be-
cause the most successful businessmen cannot undertake new venture without
giving the bulk of its proceeds in taxes to the Government.

But by these same tests our Federal excise taxes siphon away purchasing power
from the millions of families least able to afford it-and the families who com-
prise the mass of customers in our economy. Excise taxes had a proper role in
an inflationary war economy. But they have no place in a sound peacetime
stabilization. program.

Our present system of excise taxes is selective. Aside from such traditional
items as alcohol and tobacco, most of the commodities now subject to excise
taxes were selected with the idea of raising as much revenue as possible, and with
little regard to the effect the tax woud have on the commodity.

Probably all of the present excise-tax rates were imposed under the same
theory, which while highly proper in wartime, should not be tolerated in peace-
time. The result is that taxed commodities must compete with untaxed com-
modities for the consumer's dollar. While retailers take the long-run view that
excise taxes are taxes on expenditures which cannot be anticipated or controlled
they must admit that for the present revenue conditions are such that some
revenue must be raised from this form of taxation. During this period, they
feel that excise taxes, collected at lower rates on broad classifications of mer-
chandise will produce more revenue than higher rates on selected items. But
while admitting the present need they do not depart from their traditional
opposition to this form of taxation.

Likewise, our Federal corporation tax structure requires revision to insure
adequate incentive for corporate business investment. In general, more em-
phasis should be placed upon taxing corporate business earnings when they be-
come individual incomes of the ultimate recipients, and not as earnings in the
hands of the corporation.

Corporate earnings are now taxed twice, once as corporate earnings and again
when they are distributed to the stockholders in the form of dividends.

The timing as well as the character of changes in our Federal tax structure is
important. This influences not only the flow of consumer expenditures but also.
the question of national debt retirement. Our complaints and fears about the
tremendous national debt are too readily overcome by our natural desire for lower
taxes.

Tax revision, therefore, must be examined carefully as to its effects on the
economy. Where it will serve as a business stimulant, and so in the long run
produce more revenue, it is more than justified, even in the face of the amount of
national debt to be retired.

And let's not fool ourselves on one major point.
If our economy slides into substantial recession, we would, and should, pursue

a policy of deficit financing. We should prepare early against that contingency,
both by reducing Government debt and expenditures now, and by preparing a
shelf of well-conceived projects for Government expenditure if and when the
necessity arises. We should not allow prejudices to blind us in this matter.

In order to be ready for this, and to bring tax rates down to their proper level,
all Federal spending should be carefully examined. Added efficiency in Gov-
ernment operations will, of itself, help to reduce tl*, amounts of revenue needed
to conduct Government, and no Government spending,, whether from current.
revenues or from borrowed money, should be done on make-work projects with
no long-run economic effects.
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Expansions and contractions of credit often have marked effects on the economy.
I am not talking now about regulation W. It now has only limited application.

However, since the behavior of the entire economy often hinges on the ques-
tion of credit no one is likely to take issue with the idea that the whole subject
merits careful reexamination in the next year or two.

PRICES

Our economy is now largely adjusted to a price structure substantially above
the prewar level. It seems likely that only a severe depression would bring
prices back to 1939 levels. We should adjust our thinking to that fact.

Consumers particularly should not expect the impossible in retail stores. They
have every right to expect reductions in the prices of many goods. But they
are deluding themselves to expect prewar prices. They would lose out if their
incomes were readjusted to such a price level.

I do not mean to imply that prices should stay at their present inflated levels,
they definitely should not.

We have been on a price spree in this Nation during the past 12 months. And
we may well wake up with a painful hang-over. Consumer prices are up 18
percent from last May. Wholesale prices are up 32 percent.7

The relative stability of retail and wholesale price index figures for the past
4 months-has been encouraging. The situation would be more encouraging if we
did not realize that the price level is full of price distortions. The uninformed
should be made aware that the total index figure may maintain a stability that
becomes freakish when the components are examined.

It is probable that we are near or past the peake of prices. A month ago I
would have said so without reservations. I would be more wary just now with
grain prices acting up and meats already showing marked upward activity as a
result.

The maladjustments in the price level are nearly all on the high side. Indeed,
I know of none on the low. They are the hang-overs of war and probably will
disappear only when supply is ample to all needs.

A heavy responsibility rests upon American business to make voluntary price
cuts on many items. Labor must help by being moderate in its wage demands
and by helping to increase productivity. Farmers must help with all-out
production.

Your committee can perform an important service by lending its great prestige
ptiblicly to the proposition that price reductions are needed to keep. goods from
piling up on shelves and to keep industrial activity from bogging down.

Your committee possesses the potent instrument of moral suasion which might
be used effectively in breaking the price log-jam at strategic points. As retailers
we urge you to use your full strength.

I think it fair to say that retailers have gone further than most groups in
trimming their margins and by passing along price reductions from their sup-
pliers. This attitude is being reflected in current profit statements. The -first
quarter statements which I have seen all reflect some loss over the first quarter
of last year. Inl many cases profit rates are as low as one-half what they were
last year.

Retailers need a lot more help from manufacturers in getting prices down if
we are to avoid clogging the pipe lines of prosperity.

On this matter of prices, let us not forget that the Government possesses
another important tool which we haven't seen enough of lately. I refer to the
antitrust laws. Some of my friends in business, and I might say in Congress,
have come to regard the antitrust laws as a pernicious form of Government
intervention.

They forget that the antitrust laws express the most vital tenet of a free
enterprise system. These laws guarantee the freedom to compete. They stand
against monopolistic strangulation of free business. They militate against col-
lusion in pricing, the throttling of expansion and free entry, and curtailment of
output.

The Department of Justice, with the full backing of Congress, should ferret
out those instances where output is being cut to prop up high monopolistic prices.
Restrictions sbl~fimposed :by -business' are just: as deadly. to our economic system
as restrictive policies by Government.

'Bureau of Labor Statistics.
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WAGES

The wage increases of the past year, to the extent that they were unaccom-
panied by price increases, raised the real purchasing.power of the workers and
salary earners receiving them.

But many workers in the past 12 months have lost out in the race between
wages and the cost of living. Between last May and this May, average weekly
take-home pay in all manufacturing industries, as I said earlier, rose from
$42.51 to $47.86, or less than 13 percent. In the same period the worker's cost
of living rose 18 percent.8 These figures spell a cut in real income. Most non-
manufacturing workers fared much worse. From the retailer's viewpoint, that's
not good business.

In some areas there may well be room for further moderate wage increases
which can be absorbed out of high profits or increasing productivity and not
reflected in price increases. But certainly there is far less room than there
was this past year. Another round of large wage increases thisfall and winter
would very likely preclude the kind of downward price adjustments which the
good health of our economy demands.

We must not forget the central lesson of our Nation's economic history. For
decades wages and profits rose while prices declined. This was made possible
by progressive increases in productivity. Management and labor must work
effectively together to get back on the track of rising productivity. Business
in the years ahead must follow the sound and tested policy of dividing the
fruits of increased productivity equitably. Production progress should be shared
with workers in higher wages, with management in higher profits, and with
consumers in lower prices.

We must not overlook, however, the serious present plight of those groups
whose income has lagged far behind the rising cost of living. Their situation
is not merely one of injustice. Their plight is a serious threat to the Nation's
economic health and future.

I refer to the recipients of pensions, to the employees in .our lowest-paid indus-
tries, to those white-collar workers who have been bypassed in the wage in-
creases of recent years, and to those employed in Government. The cuts in
real income suffered by many of these people since before the war has been
ruthless.

There should be prompt inquiry- into the equity of these standards. The
fullest possible information should be made available to the public covering
not only wages in public service but the impact of inflation on those who draw
benefits. It should be obvious that where groups exist that have not had some
form of income increases dinring the war, the pressures must be intolerable.
- And our Government should refurbish the real incomes of its own employees.
We all complain about the apparent inability of Government to attract enough
competent personnel. With a wage and salary policy that would drive a private
business into bankruptcy, how can we expect great efficiency from Government?

We talk -in pious words And with knit brow about. America's fine educational
system, -about education being the- fountainhhad of dembcracy. gut we are
tearing the quality out of our educational system with a blind and stupid wage
policy. Underpaid teachers, underpaid policemen and firemen, underpaid pub-
lic servants generally, cannot give us the efficiency in Government we need.
And they don't make good customers for American industry, either.

AGRICULTlURE

Prosperous farmers make good customers, across retail counters, for the
products of American labor and industry. Any blueprint for a prosperous
America must include a decent'income for the farmer.

The merchant, as you have seen, believes in abundance. For that reason he
often has been troubled by policies of Government which made it appear that
the farmer likes a system which creates scarcity and pinches consumers to
reward farmers.

*We think it to the everlasting credit of farmers that individuals are hard to
find who will support such policies. Indeed: all the farmers I know say that
they despise the philosophy of scarcity, that-by the very nature of their business
they too believe in abundance for all. What they want out of their efforts to
create this abundance is a fair degree of security.

8Consumer Price Index, Bureau of Labor Statistics, Department of Labor.
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So we think it is up to Congress to devise a system based on good diets, as
good as the farmer can produce, for the Nation. What we want is high produc-
tion and high consusmption of farm products to provide the robust strength
required for maximum industrial production.

It is a strange thing to see a farmer wanting more production of the good
things that come from the industrial production line, maintained himself by a
policy of scarcity that reduces the flow of equally good things from the farm to
the city. It makes no sense.

The objective of farm-price parity primarily is to give the farmer a decent
income, call it parity income if you will. But the gyrations of the price parity
formula and the operations of the support program which result in .feeding
potatoes to hogs make the means employed to guarantee income extremely
questionable.

The whole present parity principle should be challenged. If there is a better
way to insure the farmer a decent living'in return for all out production effort,
it should be found. It is equivalent to a crime against nature to destroy food
and not give it to people to eat merely because the price drops.

Let prices drop and give the undernourished children of the cities oranges and
apples for their pockets and more milk and cereal in their school lunches. If
'declining prices threaten the farmers' economic security, we should find other
ways to care for him even if we are forced to resort to outright income guaranties
or subsidies. None of us like the guaranteed-income idea. We would resent
seeing it extended to business and labor, but the farm problem is peculiar. It
may be that we will be forced to junk a lot of our ideas before we attain maximum
food production and distribution.

In a hungry world let there be no more talk about restricting crops or destroy-
ing surpluses to'bolster prices. That is the stark economics of bankruptcy, moral,
if we accept it, as well as economic.

There are, in addition to these long-range farm problems, some immediate ones.
Farm prices today are high. Current reports indicate that they.will go higher.
This would be unfortunate because higher food prices touch the match to the
fuse of higher wage demands.
- .The demands of labor and the parity formula work against each other like a
jack. Each upward surge becomes the basis for more. violent maladjustments.of
the economy injurious to everyone including farmers and industrial workers.
No good to anyone can come from another spurt in food prices. It is encouraging
to take note of the fact that.their spokesmen are expressing awareness. of the
fact.

I have been a little perturbed by growing .talk that the food price situation
may make it necessary to resort again to war-type controls. I regret to hear
that such suggestions have been made. Having been more close to that type of
control than most people, I do not think they would be effective again. It takes
a long time to organize such controls and my war experience convinced me that
they work only under the pressure of great emergencies when everyone is in favor
of what is being done.

But there are important steps short of such controls that need to be considered
and acted upon. First, we should insure against speculative manipulation of
farm prices on the commodity exchanges.

Such operations line the pockets of the speculators but only harm the farmer,
the consumer, the whole economy.
* Second, the Government as the biggest buyer of farm products should be intelli-
gent in its procurement practices. -Instead of heaping heavy purchase orders
onto the market at times when supply is tightest and prices highest, Government
purchases should be timed to have the least disturbing effect. . The unfortunate
incidents of this type in. the past appear usually to have resulted from poor
procurement planning. .

If our agricultural officials can set aside their.traditional phobias of "impend-
ing surpluses" and concentrate on businesslike procurement practices, we can
avoid much unpleasantness on the farm price front.

Finally, we should call upon the Nation as individual consumers and as proces-
sors and handlers of food to pursue conservation practices while the need exists.
If necessary and if it will help avoid more extensive controls, we should employ.
formal limitation and conservation restrictions. We should control exports to
insure that the food is shipped where itwill do the most good and in quantities
not to exceed necessity.
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HOUSING

Next to the broad challenge of fbll employment, housing is our No. 1 domestic
economic problem. The whole institution of private enterprise is on trial as a
result. A solution to our housing and general construction problem would go
a long way toward providing permanent foundations for prosperity to replace
temporary supports.

No other major segment of our economy has contributed more to instability
in the past. In the 20 years before the war, the worst year of general industrial
production was only 50 percent below the best year. But in housing, the worst
year was only one-tenth as good as the best year. Such extreme fluctuation in
a major industry exerts a tremendously disturbing influence upon our whole
economy.

In no other segment of our economy has private enterprise fallen so palpably
short of filling the needs of our people. Before the war more than one-third of
our nonfarm dwellings were deficient in some major respect! By now the situa-
tion has grown worse. The drastic housing shortage since the war ended is in
no small measure the result of underbuilding before the war.

During 1946, under the veterans' emergency housing program, private-enter-
prise housing began a phenomenal come-back from the depressed condition in
which the war left it.. The outlook for 1947 was promising. But now the hous-
ing boom as fading fast. The housing industry has followed its familiar course.
It is pricing itself out of the best market it ever enjoyed. As wealthy as our
Nation is, the bulk of citizens, and particularly the bulk of veterans who need
housing most, cannot afford homes at current prices.

What's wrong with our housing industry.? It makes good rhetoric to blame the
Government, and unquestionably much responsibility rests there. But the basic
sources of trouble are more deeply rooted.

The plain fact is that our housing industry has not kept pace technologically
with our other major industries. In our method of building houses we have not
yet left the Egyptians far enough behind. Our housing industry needs drastic
modernization. We need to learn to build new kinds of houses, to build old kinds
in new and more efficient ways, to make and use new kinds of materials.

That will take time, but there is no time to waste. Promising new develop-
ments in housing are appearing. They need encouragement from every side,
including Government.

It is well known that our housing industry is badly handicapped by restrictions,
largely self-imposed. We hear most about labor restrictions, and apparently
there are plenty. But Wemu~t also'open our eyes toiother restrictions as well-
monopolistic practices in the production and distribution of building materials,
collusion in construction bids, and protective restrictions of local codes.

Rather than point the finger of blame (which might take many fingers), we
should recognize and understand these restrictions for what they are. They
reflect the combined effort of all groups in the housing field to protect themselves
against depression and the rigors of competition, much as other economic groups
seek similar protection through tariffs, barriers to interstate commerce, licensing
arrangements, and the like. It reflects the philosophy of "abundance through
scarcity" which has hampered our whole economy so much in the past.

Until the housing industry, from top to bottom, has reasonable assurance
of a stable market in a stable economy, we cannot hope to rid it of these strangling
practices.

But all is not gloomy in the housing field. No industry today faces greater
markets, greater opportunities for self-advancement,-and for contributing tremen-
dously to the stability of our whole economy. Housing and construction generally
has an opportunity to become a major balance wheel in our economy.

Our Nation badly needs at least 1 to 1/4 million new housing units a year for
the next dozen years. But the bulk of them must be low and medium cost to fit
the pocketbooks and needs of our people. The opportunities for private enterprise
are vast, if they are but recognized and developed.

Clearly the first step must be a big cut in construction costs and housing prices.
To say that this is impossible may amount to an admission that private-enterprise
home building has muffed its last chance. It is the responsibility of all parties
in the housing industry to contribute heavily to cost reductions.

Bureau of Census, National Housing Agency.
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Materials producers must cut their prices. Their volume in most instances
is at unprecedented levels," their profits appear very good,"° but their prices are
nearly double the 1939-level and have risen-38 percent in the last year."

Materials distributors must contribute.
Labor must raise its productivity rapidly, give a good day's work for a good

day's pay, by dropping restrictive practices, by broadening their ranks with
capable younger men, and by cooperating fully with contractors. Builders must
develop and adopt more efficient techniques of building, and must be moderate in
their profit charges. Real-estate brokers and financing institutions must add
their share to the cost reductions.

The alternative to immediate and substantial cost reductions in housing is for
the industry to go through the wringer in the old-fashioned way. As a retailer,
I feel strongly that costs and prices should be brought down now before they
are driven down later by the ruthless pressure of collapsing markets.

I can think of no other sphere in which there is a greater need for the advo-
cates of private enterprise to display enlightened self-interest and the qualities
of initiative, imagination, daring, and energy which has made our Nation great.
I can think of no other area where blind emotion and unenlightened selfishness
can cause private enterprise to fail more miserably and more quickly than in
housing.'

INTERNATIONAL TRADE

Our foreign-trade picture at present and for some time to come is affected
by abnormal factors. We must avoid the emotional and economic pitfalls in
this area. We must build now the foundations of an enduring and sound flow
of international trade.

At present we are cleaning up the economic rubble of the war. And we are
building the economic defenses against another war. We are putting billions
into foreign economic aid and apparently must put billions more. This is a
costly business. But if we succeed, it will have been a bargain price to pay.

There are many problems ahead for us as a result of the foreign-aid program.
This is not something we can do in our spare time or with left-over energies.
It must command.priority of our attention and of our productive effort. The
stakes are truly colossal.

Obviously, an important requirement is that we extend such aid judiciously.
We must place our dollars and our goods where they will yield the greatest
results. We must do it in a way -least upsetting to our own economy. But
we can't afford to underdo this job.

Looking beyond this immediate period, as I said earlier, we must recognize,
however, that the tremendous excess of exports we are now experiencing must
eventually diminish and vanish. We must not fall into the trap of thinking
that a "favorable" balance of trade is a good thing because it fosters full em-
ployment and forget that we are not receiving the consumption benefits-of that
extra employment.

When the period of emergency foreign aid has passed, we must look to a
high volume of exports as an important contributing factor to a healthy economy.
But it must be balanced with a comparable flow of imports.

CONCLUSION

In concluding my remarks, I would like to call your attention again to my
opening statement that I am unable to say how many retailers would join me
in the statement that I have just made.

Parts of this testimony rest upon long and generally accepted policy. Other
sections deal with policies never submitted to them for an expression of opinion.
The American Retail Federation has been doing considerable research work in
recent months with the end in view of submitting an integrated policy program
to its membership for approval or disapproval.

What I have said here in a large degree has been drawn from the results of
that preparatory research work. It will go forward in somewhat more detailed
form to the membership shortly.

"Department of Commerce.
Bureau of Labor Statistics.
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It has been offered to you at this time (perhaps prematurely from the view-
point of our members) because-acceptancetof your invitation. to,,appear certainly
imposed upon me the obligation to bring you the most comprehensive work
which we have done.

NATIONAL ASSOCIATIONS

American National Retail Jewelers As- National Association of Retail Clothiers
sociation. and Furnishers.

Association of Credit Apparel Stores, National Association of Retail Drug-
Inc. gists.

Cooperative Food Distributors of National Association of Shoe Chain
America. Stores.

Institute of Distribution. National Retail Dry Goods Association.
Limited Price Variety Stores Associa- National Retail Farm Equipment As-

tion. sociation.
Mail Order Association of America. National Retail Furniture Association.
National. Association of Chain Drug National Retail Hardware Association.

Stores. gNational Rbetail Hard
Stores, 7 ' a . ~~National Shoe Retailers Association.

National Association of Credit Jewelers. National Stationers Association.
National Association of Food Chains. Retail Credit Institute of America.
National Association of Music Mer-

chants.
STATF ASSOCIATIONS

California Retailers Association.
Colorado Retailers Association.
Delaware Retailers' Council.
Florida State Retailers Association.
Georgia Mercantile Association.
Illinois Federation of Retail Associa-

tions.
Associated Retailers of Indiana.
Associated Retailers of Iowa.
Kentucky Merchants Association.
Louisiana Retailers Associaiton.
State Merchants Association, Inc.

(Maine).
Maryland Council of Retail Merchants.
Massachusetts Council of Retail Mer-

chants.
Michigan Retailers Association.
Mississippi Retailers Association.
Missouri Retailers Association.
Nevada Retail Merchants Association.
New Hampshire Council of Retail Mer-

chants.

Retail Merchants Association of New
Jersey.

New York State Council of Retail Mer-
chants.

North Carolina Merchants Association,
Inc.

Ohio State Council of Retail Merchants.
Oklahoma Retail Merchants Associa-

tion.
Oregon State Retailers' Council.
Pennsylvania Retailers Association.
Rhode Island Retail Association.
Retail Merchants Association of Ten-

nessee.
Retail Merchants Association of Texas.
.Retail Merchants Association of South

Dakota.
Utah Council of Retailers.
Vermont Council of Retail Merchants.
Retail Merchants Association of Vir-

ginia.
West Virginia Retailers Association,

Inc.



The economic situation

1946 1947
1939 1941 1944 t -_ _ _.

January June January February March April May

Retail sales: I
Millions of dollaMs .-- 3,503 4,624 5,790 6,695 7.736 7,838 7,464 8,746 8, 819 9, 275
Index (1935-39=100) -------------------------- 408.7 143.5 . 179.7 237.6 238.7 276.2 280.6 2977. 6 274. 2 274.1

Retail inventories I millions of dollas 1 d 5,974 7,1 4 8,943 9, 441 9,954 9,939 9,76:1
Outstsnding orders 

2
millions of dollars (296 department stores) ----------------------- 899 1,048 619. 603 485 387 3411

Industria creduit2milons. o i dexl(193 --3910------------------- 7,981 9,899 5,781 6,427 7,911 9,783, 9,728 10,049 10:2560 .----
------------------ ------- 109 162 2315 160 170 189 189 i89 186 18(1

Empl°Vlonymrl-ent,' thousands-46,9300 4,090 .51, 780 51, 020 56 56,360 55,390. 55,520 56,060 56, 700 58,3301
Unemployment,'tbousands---- ---------------- 7.300 5,010 840 2,300 2,570 2,400 2,490 2,330 2,420 1. 960

Wages, week rly: aAlnl emxan~lufi~asct~urinxg, dollars-~ ~ - 23.86 29.58 46.08 4-- - - - - - 2386 298 41.15 43.31 47.10 47.29 47.72 47.50 48.86

All items-~~~~~~~~~~~~~~~-------- 99.4 105.2 125.5 129.9 -133.3 153.3 353. 2 156.3 156.1 155. i)
Food -- - 95.2 105.5 136.1 141.0 145.6 183.8 182.3 189.5 188.0 187.1i
Clothing-------------------------------- 100.5 106.3 '138.8 149.7 157. 2 179.0 181. 5 184.3 184.6 184.4
Housefurnishings---------------------------- 101.3 107.3 -136.4 148.8 150.1 179.1 180.8 182.3 182.4 181.1

Wholesale prices,
3

index (1935-39=100):
All commodities ---------------------------- 77.1 87.3 .104. 0 107.1 112.9 141. 5 144.5 149.5 147.7 146.01
Food --------------------------------- 70.4 82.7 104. 9 107.3 112. 9 156.2 162.0 167.6 162.4 159.8E
Building materials -0---------------- -------- 0. 5 103.2 115. 5 129.0 129. 9 169.7 174.8 177. 5 178.8 177.0

National income billions of dollars -70.8 96.9 160. 7 152.9 158. 169.4 177.5 180.5. °S ----------
Expenditures on new plant equipment: 4 Commercials and miscellaneous,

millions of dollars-. ...--.....- ----..- 1,850 2,490 970 580 740 900. 1,080 900 D 940

I'd

tv

M '
t9

t; t-

0

Id

00

00

r0

_3P1z

CI)

z

0

0

Ci)

N

0z4

' U. S. Department of Commerce.
2 Federal Reserve Board.
3 U. S. Department of Labor.
i Sevur!ties and Exchange Commilsion

Co



380 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

The CHAIRMAN. Our next witness is Dr. Arthur R.I Upgren.

STATEMENT OF DR. ARTHUR R. UPGREN, ASSOCIATE EDITORIAL
EDITOR, THE MINNEAPOLIS STAR, AND PROFESSOR OF
ECONOMICS, UNIVERSITY OF MINNESOTA, MINNEAPOLIS, MINN.

Dr. UPGREN. Mr. Chairman, I am prepared to proceed in either way
you desire; either proceed with the formal statement or extemporane-
ous remarks.

The CHAIRMAN. You may proceed in any way you wish.
Dr. UPGREN. From the letter of the chairman, it is the, statutorial

responsibility of this committee to develop a program for maintaining
productive, high-level employment in the United States.

The CHAIRMAN. That is rather difficult to achieve. Very few wit-
nesses venture to tell us how that could be effected by law.

Dr. UPGREN. Perhaps it could not be. I notice it is Government
policy and you have had many reports which show what is wise to be
done by industry in the country, but what government should do about
it is a question I should like to raise.

I speak entirely for myself. One who is a professor of economics at
a university does not speak for other groups.

The CHAIRMAN. Before you came to Minneapolis what was your
experience, just in a brief, general, over-all way?

Dr. UPGREN. At one time I was with the United States Government,
the Department of Commerce, Chief of the National Economics Divi-
sion, and later with the Department of State, then vice president of the
Federal Reserve Bank-of Minneapolis.

The CHAIRMAN. Have you specialized on farm economics?
Dr. UPGREN. No, sir; mostly on the business cycle.
The CHAIRMAN. All right: go ahead.
Dr. UPGREN. The problem is one of alleviating economic depression.

I do not think we can do anything abroad unless we relieve depression
at home, and unless we have economic stability, such a. thing as tariff
does not deserve the importance that we have attached to it.

The CHAIRMAN. That was our experience in 1929 with a very high
tariff.

Dr. UPGREN. From 1935 to 1937 our industrial production rose ap-
proximately 30 percent. Imports rose considerably more than $1,000,-
000,000 from a very low level, of $1,400,000,000 to $2,400,000,000, or
by 70 percent

The next question I would like to raise briefly is why do we have
these depressions? I would like to point out that a Robinson Crusoe
economy does not have any depressions. They have to scratch each
day for their daily bread. They can't afford unemployment.

I recall some while ago seeing an issue of Life magazine which
depicted a consumer's heaven with all those things, a house, a station
wagon, television set, a nearby golf course, swimming pool, and a heli-
copter, over the whole entourage-all those things the American people
want for personal enjoyment. Industry of course wants a large amount
of capital goods, so it is a rich economy only that can afford unemploy-
ment. It comes when we fail to make large amounts of these goods.
Ours is by far the richest of all.

Now I would like to turn to a fundamental principle. It is that of
capital formation.
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r irst, to elaborate briefly on the nature of capital formation: Capi-
tal formationlis production of all those things in a current year which
are produced for use in subsequent years. Take in 1929, we produced
a capital formation of $30,000,000,000. In 1932 that fell to $7,000,-
000,000. D

I think in Minneapolis our concern was whether or not we would
have enough milk on the doorstep each morning for the needs of the
people, whether the price of meat, butter, and eggs was going to be
high, all this depends on good factory pay rolls. It does not depend
on the volume of farm production. I would propose the Government
stabilize the amount of our capital formation.

The CHAIRMAN. Have you any idea about the proportion of em-
ployees in capital industry as against the proportion in consumer.
industry.

Dr. UPGREN. I think we perhaps could get at it in this way. If at
the present time capital formation is running at an annual rate of
$55,000,000,000-old figures-I assume we must have, all told, some-
thing like 10,000,000 or more in the capital. industries. because with
$5,500 productivity per man-a little high-would indicate 10,000,000.
I would assume the figure must be upwards of 10,000,000: I think the
figure might come to rest somewhere around 14 or 15 million.

The CHAIRMAN. Particularly when incidental industry, transporta-
tion, and other things affecting railroad transportation and every-
thing

Dr. UPGREN (interposing). That is right, and it does not work the
other way around.

The light goods industry, as agriculture., cannot increase prosperity.
It is how your pay rolls are in the city and capital industries that will
determine how you will come out in the country.

Now I will just run over these points briefly.
I think the best way to get at our needs for the future is from a

consideration of our accomplishments in the past.
The immediate past accomplishment which should be our guide and

objective in the future is our present high rate of capital formation.
But a collapse in capital formation is also possible. Capital does

not grow like Topsy nor does it even maintain itself.
Only modern industrial States have capital formation. But the

most significant fact for them is that their capital formation can most
abruptly decline causing heavy unemployment. All we need to have
that is just get along with what we have got.

A comparison of the decline in the components of capital forma-
tion from 1929 to 1932, and of the gain in this capital formation for
private accounts from the rates that prevailed in the second quarter
of 1945 to the final quarter of 1946 throws light on this "jet propulsion
element" in our great industrial economy.

Now I will enumerate them quickly. They are familiar, I am sure,
to all concerned and they would include construction, partly residen-
tial, and a large part commercial, industrial, and factory.

'the next class is producers' equipment that manufacturers put into
the plants or into their factories.

Next there is inventory accumulation.
Then there is net export, and finally consumer purchases of durables.

These are available in greater detail, if so wanted.
65
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Now I would like to suggest we, have had rather persistent reports
of. a recession this year. It was to come because inventory accumula-
tion would fall.

Now then I would propose the Government take these component
elements of national capital formation and generally give it as a
national aim that we maintain~t high. Government can help inform
the country too, but we should aim to keep capital formation that
between $50,000,000,000 or $60,000,000,000 (old figures). I suggest
it might not be, cannot be, much below $50,000,000,000 or much above
$60,000,000,000.

The CHAIRMAAN. Is there not the danger, if you go to $55,000,000,000,
of getting ahead of yourself and, as occurred in 1929, by overbuilding
a lot of things you cannot use for a number of years?

Dr. UPGREN. Yes; and we are still going to have the difficulty. We
may get "caught up," just as you say.

The CHAIRMAN. I felt very strongly in 1929 and 1930 that we over-
built in the whole field of commercial construction; hotels, office build-
ings, and factories. We had overbuilt, and so for the next 5 years
after that, there was no occasion to even start on that kind of building.

Dr. UPGREN-,- That is right. It looks to me like it will happen again.
This is easy to say now wvith hindsight that we should have shifted
over to areas that needed it, but now we should Oexercise some foresight.

The CHAIRNIAN. I was only suggesting there was as much danger
in getting capital goods too high as too low.

Dr. UPGREN. Yes; the range in 1929 would be too low today. The
wartime munitions production would be far too big.

Senator O'MAHIONEY. As I understand it, there is a definite mini-
mum below which capital formation should not be permitted to drop?

Dr. UPGREN. Yes, sir.
Senator O'MAHONEY. And a maximum above which it should not

be permitted to rise?
Dr. UPGREN. Yes. I think that is a good way to get at a specific

principle as an objective of Government and Government compulsion
to act.

Senator O'MAHONEY. Now in order to keep capital formation within
these limits, it is desirable, if I understand you correctly, to have a
shift from one kind of formation to another

Dr. UPGREN. Exactly. I am, going to try to illustrate that.
Senator O'MAHONEY. How is that to be brought about? That is

your next problem?
Dr. UPGREN. Yes, sir.
Senator O'MAHONEY. Will it be brought about by Government

action do you think, or can we proceed on the laissez faire theory.
Dr. UPGREN. I do not think we can leave this to the laissez faire

theory. The way is Government construction and highway construc-
tion, especially promoting house building.

The first way.I think is need of plans to promote residential con-
struction and urban redevelopment in an amount ranging between
$5,000,000,000 and $10,000,000,000 annually.

The most obvious and most desirable form of capital formation now
needed wanted in the United States in larger amount is residential
colstruction. But it is lagging badly.

Despite a far more powerful economy now than 23 years ago, after
the last war, we failed last year to build more than 600,000 family
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dwelling units. The figure was almost 50 percent higher in'the cor-
responding period after the last war. This time it should be 50 per-
cent higher', not way below the earlier results.

Ten years or so ago Congress, after exhaustive investigations, placed
the capital market under adequate national control.

I think the joint conmnittee should urge and forward plans so that
ve may soon come upon the ways and means to build 1,500,000 houses
a year, and certainly that number in every year of a future business
recession. We need them. I suppose, though I am not at all certain
-this is the best analysis, here there will be two main stumbling
blocks: the first will be the very high cost of construction. The second
will be that we simply have not learned yet at all how to rebuild our
cities.

Our tax rates have increased sharply. As a result, property seems
literally to flee the city. As a result, our total tax revenues increase
not at all. In fact, in the past 16 years or so, the tax rate in Minne-
apolis has risen from below 90 mills to more than 120 mills. That
increase in the rate has only offset the substantial decline in our tax
base from $300,000,000 to $240,000,000 for the value of appraised
property within the city upon our 35 percent appraisal basis for tax
purposes.

Now I would like to turn to your question you have asked in what
way can Government policy assist here.

First, I would suggest a congressional investigation of the housing
industry.

The other day I rode down here with a young man. a former student
of mine who sells a "floating" concrete layer.' He says he can sell
more in Canada than in the United States. It takes concrete a little
stiffer and it smoothes it out, and it can be done in much less time, but
he can sell more in Canada because of the lack of restrictions there.

There are other restrictions in the case of building.
Senator O'MAbONEY. What are those restrictions?
Dr. UPGREN. In one large city in the Midwest the machine is simply

smashed. In most cases they are restrictions from building ordinances.
Senator O'AIAHONEY. Building ordinances?
Dr. UPGREN. Yes, sir-. By way of illustration I might say that they

were painting my filling station recently with a spray gun. I noticed
all the sandstone sills had been covered with paper and I asked why,
and they said it could not be painted with spray. They were saved
for later laborious painting by brushes.

In Britain, an article appeared in the 1936 Monthly Labor Review,
pointing out how Britain brought down the prices of housing about
as much as ours had increased.

To be sure, the countries are not comparable. The practices are not
the same, but they did give that experience, which permitted the entre-
preneurs to expand on a large scale as our contractors do not.

I think an investigation is needed because I think the American peo-
ple want it.

The CHAIRMAN. We have a resolution by Senator McCarthy, to set
up that exact investigation.

Dr. UPOREN. I have not seen it.
The CHAIRMAN. He has introduced a resolution to cover that field-

employers, material, men, and the whole field.
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Senator O'MAHONEY. Senator Taft has named the three most im-
portant restrictions, labor unions, building activities, and material.
These have all been discussed in a monograph printed by the Tempo-
rary National Economics Committee. This is very important. It
seems clear to me that local communities, if they tackle the problem of
their own building codes, can break down these restrictions. Com-
munities throughout the United States which are in need of more
housing are overlooking the opportunity which they have in their
own hands to build more houses within their own boundaries by a
reasonable change of building codes.

Dr. UPcREN. If I may speak to that point, our tax receipts in the
city have fallen from $300,000,000 to $240,000,000. Our tax rate has
increased.

We got a majority, and our chamber of commerce has approved the

city of Minneapolis building some public housing. But it all stops

right at an impasse, until we get a small area, or percentage or grant

to get the land, provided by the Federal Government to induce the city
to build up square miles of the city and not merely square blocks which
will put back on the tax roll and enlarge the tax opportunities so that

we can get that tax rate pulled down.
Senator O'MAHONEY. That illustrates again the trend towvard cen-

tralized government action, and the trend today from private action.

Here you seek in the city of Minneapolis today a movement tow ard
public housing.

All over the country communities are turning to Washington. The

point I make is that taxpayers are completely dominated or seem to

be completely dominated by the community control through building
codes and they seem to neglect the opportunity they have to change

those codes so as to stimulate private construction.
The CHAIRMAN. The Federal Government, as far as making money

available, has been very generous. You can build a house today with

no money. We have done everything possible for the veterans in that

field. We ought to investigate these restrictions.
Dr. -UPGREN. I would say one other thing, when I speak of the

chamber of conmerce approving a housing resolution, it was not by

ally manner or means all public housing. The businessmen in our

city have approved in principle a public housing building program

bue we want most of it done privately.
So, that would be proposal No. 1, a combination of resources, OULS

and yours, trying to increase the efficiency and trying to provide a

moderate amount of assistance from the Federal Governnment to stilnll-

late all of us, to stinmulate when needed to cyclic stability, public and
private housing.

The second important way in which I would suggest there is need

to help, to even capital formation, is highway construction.
It occurs to me the high ways of America are very obsolete and people

will not travel because of the dangers and risks attendant to that
travel.

The CHAIRMAN. People will not travel because of danger on the

road? That is a conclusion I have not arrived at.
Dr. UPGRuN. Perhaps, but you live below the ice line. I live in

Minnesota, above it, and I would like to drive down to the Gulf coast

again in the winter, but we don't dare risk it in the wintertime when
I can get away.
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The CHAIRMAN. The number of Ohioans that drive to Washington
is more than the number that live there, I think.

Dr. UPGREN. In the winter there are many hazards above the ice line.
I formerly taught in Alabama, but in the North we have 6 months of
dangerous operation. It is hazardous. Anyway, I think the high-
ways are obsolete, in this way: We have automobiles that are on the
average much over 5 years old, but if the automobile companies do
what they say, we shall soon have new autos. I think we would want
new automobiles to drive on such roads as we have, but later we will
want more roads to use all our new autos on.

The CHAIRATAN. Our difficulty is to prevent the full highway pro-
gram going forward when we do not need it to balance us. When we
want to come to a balance, there is no way to increase it further.

Dr. UPGREN. I think in this blue print for capital formation-
The CIIAIRMAN. It is very difficult to hold back public works because

times are prosperous. That is a legislative program.
Senator O'MAHONEY. One of the interesting charts which was

printed in the monograph on highways by the Temporary National
Economic Committee showed that the low price range of automobiles
has resulted in a great shift to the purchase of automobiles rather than
the purchase of homes. Homes were so much more costly than auto-
mobiles that people preferred to live in a very poor grade of house in
order to have an automobile-the moral being that if we had sense
enough to change and modernize building codes and laws, and thereby
make it possible to build low-cost houses, we could-have in the housing
field as great a stimulus to prosperity as we do in the automobile field.

Dr. UPGREN. I thoroughly agree. Thoroughly. With respect to
housing, at least in Minnesota, and Senator Thye could verify this, we
approved at the end of the war the huge capital outlay for a new
approach to our capital or statehouse. We found it was not needed.
It has been indefinitely postponed. I think it is a case where we will
catch up later and have our new approach. Washington might emu-
late Minnesota here.

This is not the time for the extension of highways, but I think in
housing the problems are so immense that we are just bound to have
2 or 3 or 4 years of high activity in order to try to solve that problem.

Then the third suggestion is-and this is the last of the three-that
it will be increasingly necessary for official planning organizations,
such as the Joint Committee on the Economic Report, to make sched-
ules of all capital formation outlets and their amounts as they may
be currently changing either disparately or in general up and down
movements.

In the first two, urban redevelopment and household construction,
a lot of private capital will have to be used. The second outlet is the
construction of highways. Here, too, I think we can use a perfectly
colossal expenditure.

I am under the impression the Pennsylvania Turnpike on the total
cost before the war was earning approximately 11/4 percent. When I
drive along that highway the gratification I get from a safety point
of view more than makes up the remainder.

The third way is need for action to stimulate capital formation.
Coming from an agricultural area, I think I should speak for agri-

culture. I would like to speak to that. There is an article entitled
"'The Mid-Continent and the Peace." Europe can have American aid.
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We had immense bargaining power in 1918 which we did not choose
to exercise.

I would suggest as one of the considerations for Marshall plan aid
that Europe should reorganize her agriculture.

The countries producing wheat in 1936 had wheat prices ranging
from $1.80 to $2.29 in Germany and to $2.46 in Italy, when we were
trying to give it away at 96 cents. We paid agricultural benefit pay-
ments of one kind or another amounting to $1,000,000,000 a year at
one time. At the University of Minnesota we have calculated that
the excess cost that the Germans and Italians and French paid for
wheat, barley, pork, and lard was a billion and a half dollars a year
over the cost they would have had to pay if it had been obtained from
the four producing export countries of the world, of which we are one.

We had a pronounced manifestation of the isolationist feeling, in
Minnesota due to the unfair treatment of the farmers following the
last war which gave economic nationalism to those countries. When
the depression of 1934 came on the farmers seized upon that as need
for aid here.

The dictators in Europe had to have food. We saw the dictator of
Italy stripped to the waist helping produce that food. That took
50,000,000 bushels of wheat out of the economic hide of the Dakotas.
Consequently we think that agricultural overdevelopmnent in cereals
in western Europe should be cut way back as one method to permit
as large or even larger export sales than we had in the twenties. It
makes good economic sense.

The CHAIRMAN. How does that compare with capital formlation?
Dr. UPGREN. Only as a direct aid to sustain our natural exports and

to ship them from specialized points in the agricultural areas. I am
digressing somewhat, but coming from an agricultural area-I think
that should be done-require on economic merit less wheat production
in Europe. If that were done, I think the agricultural areas would
come more generally to support an increase in imports so that Europe
could pay for the agricultural exports that would be first arranged on
merit.

Senator SPARKMAN. Do you think the great imbalance in exports
will be adjusted? Our exports are greatly in excess of our imports?

Dr. UPdREN. Yes, sir.
Senator SPARKMAN. Rather unhealthily so, are they not?
Dr. UPGREN. Yes, sir.
Senator SPARKMAN. Do you think that is going to adjust itself

normally?
Dr. UPGREN. Yes; I think it will. I hope it will not be too long.
Senator SPARKMAN. The increased exports which you argue for for

agricultural products will not aggravate that situation?
Dr. UPGREN. No; I think it will give it much better balance. It

will be intensified. The dollar value would not be at all excessively
large. Some of our industrial exports-far more in value-could
be reduced.

Senator SPARKMAN. If I follow you correctly, your argument is,
take wheat for instance.

Dr. UPGREN. Yes.
Senator SPARKMAN. Where wheat cannot be. economically grown

in Europe in competition with our wheat. Is that right?
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Dr. UPGREN. That is-right. To the extent of the number of bushels
they grow wholly uneconomically.

Senator SPARKMAN. I am wondering what you are going to do about
replacing that agriculture.

Dr. UPGREN. I recommend Europe do just what Minnesota did. As
vou know we were at one time a great wheat-producing State. AWe
produced a hundred million bushels anually. Now that is down to
around 10 or 20 million bushels. Now 55 percent of our farm produc-
tion is animal products.

Senator SPARKMAN. Your argument -would then be for the reor-
ganization of agriculture and not a shift from agriculture to industry?

Dr. UPGREN. That is right, and Europe might produce these prod-
ucts, the food products and milk and she would save the excessive cost
she is paying $1,500,000,000 a year and more, and she would shift
away from these products to other production which is best produced
in Europe, economically on merit.

Turning next to another suggestion I have made, as usually every
Witness has, I bring up taxation.

I would suggest after a decision is made, if it comes to be made with
respect to personal income taxes, that we at least give consideration,
and that your experts look into the increasing benefit that would
stem from a reduction in corporation taxes if times get slack. I might
add that I asked a larae industrialist in Minnesota, without laying
open the subject I was trying to explore with him when he was here
if the corporate taxes were reduced what action he would take: He
said he would lower prices, next he would increase wages and then
expand the plant, and I asked why. He said "I would lower prices
because I could get along with lower prices and I think it would be a
little discouraging to new ventures that couldn't possibly be successful.
I think I could do better by my workers to-hold them from the blandish-
ments of others." He also said: "I would expand my plant."

So, with lower prices, with increased wages, with plant expan-
sion promoting capital formation, the market would be larger,. and
with the market larger he would expand his capacity in order to meet
that somewhat larger market. That would expand markets further.

Those are the three steps. I do not think we could do any better
with industry.

The CHAIRMAN. You are not proposing any reduction in corpora-
tion taxes at this time?

Dr. UPGR1N. Yes, sir; such a proposal is for later.
The CHAIRMAN. In the case of a depression it would be a good

thing?
Dr. UPGREN. Yes, sir; and there has been so little investigation of

it, it should be explored.
The CHAIRMAN. Presumably if a depression were once to start,

competition would operate so much more effectively it would force
prices down.

Dr. UPGREN. That is right.
The CHAIRMAN. Then your suggestion is to lower taxes
Dr. UPGREN. Yes; if we go into a recession.
Senator O'MAHoNEY. I understood you to say at the outset that

the response of this business executive was that he would reduce
prices because that would discourage new industry ?
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Dr. UPGREN. No; but would discourage doubtful business indus-
tries which would go in. Ably-managed ones might enter the under
field. - I

Senator O'MAHONEY. The phrase that you used was the one that
prompted my question.

Dr. UPGREN. I would certainly want to correct that.
-Senator O'MHoNEY. Discourage new enterprises.
Dr. UPGREN. Discourage new enterprises. I would certainly want

to correct that. I appreciate that correction.
: - Senator. O'MAHONEY. Of course it is a matter of fact that under

present conditions, which require large capital investment, a reduc-
tion of taxes would tend, by promoting expansion of plant, to make
it more difficult for new producers to enter particular fields. I do
not know how you can avoid that, but the general objective is an
increased production and maintenance of employment.

Dr. UPGREN. Yes, sir. And I hope it would give a high tide to float
new enterprises.

Senator O'MAHONEY. Do I understand you to feel that this is a pro-
gramn designed chiefly to be undertaken in the case bf a recession?
Certainly it would not take a recession to revise our taxes?

Dr. UPGREN. I was referring only to corporate taxes in, connection
with that. I would say "yes," to their continuation as long as we have
this tendency, which is a little toward very high employment.

Senator SPARKMAN. I wonder if I may ask you this question to
clarify some of my own conclusions?

Dr. UrGREN. Yes, sir.
Senator SPARKMAN. You referred to the use of the income-tax legis-

lation to help level off inflation?
Dr. UPGREN. Yes, sir.
Senator SPARKMAN. We pass an income-tax law 6 months before it

becomes effective, and it will require a year before it shows any results,
so there is a time lag of a year and a half or perhaps 2 years.

Are you predicting a depression or recession in that time?
Dr. UPGREN. I would be confused, as you are Senator, but I would

use the blueprint of capital formation and be guided by its movement.
It is still running very high.

Senator SPARKMAN. I have often wondered why it would not be
possible to have some kind of tax legislation that could take care of
these varying economic conditions. What are your views concerning
that?

Dr. UPGREN. I share very much that view.
The CHAIRMAN. Do you think you could write legislation to provide

for that?
Dr. UPGREN. I think there should be something of the type Senator

Sparkman mentioned.
Then next I refer to a third subheading, regulation of credit.
I think regulation 11V and that type of restriction should be sup-

ported, for the reason if you remove all regulations I do not think
you help the veteran or the man of low income to obtain a house or
automobile. The net effect is to relax all credit restrictions and I do
not know the extent to which they would impinge on the flow of goods.
I think the regulation on the credit is holding people off from buying
more. If you remove the restrictions, they can get no more todays
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but they can pay higher prices for the same amount. That doesn't
help the veteran.

Senator O'MAHOLNEY. Would that not be harmful?
Dr. UPGREN. I think it would. That is the reason I support the

regulation. If I thought freedom from that regulation assisted vet-
erans and people of low income I would favor such freedom. I do
not think it gets any more goods or cars. It only gets the same
number at a higher price.

Senator O'MUA-oNEY. I note that the reconversion plan table has a
very interesting impact upon this principle, that is, whether or not to
maintain regulation W. That table shows that the second most effec-
tive item of control by Government was increased. That was done
with regulation W in effec.

Dr. UPGREN. I would rather assume that. I am not too sure about
that last figure in the table at the top of page 5, whether it would
be the one which consumer regulation-

Senator O'UM-AONEY (interposing). On top of page 5?
Dr. UPGREN. On the top of page 5, the last column to the right,

the last figure of $16.1. billions-old series of figures-it is still second
as the Senator has indicated. It is still second in size, $16.1 billion
superseded only by the one the Senator has pointed to, the large pur-
chasers of new durables.

The C:GIAIRn5AN. There has been a rapid increase?
Dr. UPCREN. Yes, sir.
The CHAIRMAN. And one of the things you do not want is too

rapid an increase in credit?
Dr. UPGREN-. That is righlt.
Then, finally, I can conclude in just a few minutes, and point out

that in the area of flexibility of prices there must be encouragement.
I think we need to apply our arithmetic here as to the wage increases
and effects of them.

Though the powerful labor organizations at the present time seem
determined.to secure higher wages even at the cost of higher prices,
it should not be impossible that the spiraling waage and price in-
creases will soon teach a, different view. 'The plain arithmetic of
those increases in 1946 was that the 18/-cent national pattern of
wage increase yielded a worker, if he got it, $370 a year. Against this,
there were offsets. for illustration. somewhat as follows:

Increased withholding taxes, $55.
Increased price of his own product, say an automobile, $90. Of

course, it. is admitted they would not buy a new automobile every
year.

Increased price of the product of the other worker whose com-
modity rose in price as his wages were increased, $90.

Increased cost of feeds dcue to the wage price increase causing an
automatic increase in the farmn-parity prices, $90.

I calculated on the basis of the ordinary workingman's budget
what each of those would amount to, and he would be only able
to have about $50 of the increase. In getting it. he hurts vast num-
bers of other people.

I think the arithmetic is badly needed to develop the final goal.
I urge along with others who appear before you the use of social-
security measures. I would point out the increased wages the work-
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ers received. I think the rate of pay for all employment has moved
up from about $28 a week to over $48 a week at the present time
with hours about 37 a week. I am doubtful if anything in the way
of social-security payments of one kind or another are going to
close the gap so people come to prefer relief to work. Therefore
compensation for unemployment should be increased.

I will conclude by restating the reasons for the blueprint of national
formation.

I do not see any danger of depression. Everywhere I think ad-
justment should be welcomed. We do need price adjustments and
unless we want someone down here ordering it done, I think we shall
have to take care of that ourselves.

I think the possibility for the decline in capital formation is im-
mense. I would not be surprised to see a decline in the magnitude of
$20,000,000,000 a year for a little while. After World War I we had
five waves of investment expenditures, first exports, then inventory
accumulations, then a wave for housing, another wave of consumer
durable goods, and, finally, a wave of producers spending to reequip
their plants. Then we had another bigger wave that came in upside
down. It was the recession. So, we have aln opportunity again with
wisely considered measures to meet this situation.

So, I would suggest the blueprint of planned high level capital
formation be presented to the American people for stability.

The CirAIRMAN. Thank you, Mr. Upgren. Your talk was very
interesting and looks a little more toward the remedy than most wit-
nesses.

(The document submitted by Dr. Upgren is as follows:)

STATEMENT PREPARED FOR TIHE JOINT COMMITTEE ON THE ECONOMIC REPORT, JULY

14, 1947, BY ARTHuIa R. UPGREN, ASSOCIATE EDITORIAL EDITOR, THE MINNEAPOLIS
STAR, AND PROFESSOR OF ECONOM.TCS. UNIVERSITY OF MINNESOTA

I. INTRODUCTION

It is the statutory responsibility of this committee to develop , program for

maintaining productive, high-level employment in the United States.
To do that means solving the most important single problem of the people of the

United States.
This is of first-place importance because without high-level employment there

is no certainty that our free enterprise system can survive.
In addition, neither in enlargement of our imports, nor in granting loans,

will we be able to render adequate assistance to the rest of the world for its
recovery unless we have the firm foundation of high-level productive employ-
ment at home so that our people will permit these needed things to be done.

But I think it unfortunate that the Employment Act of 1946, and the work
of the joint committee, must be envisaged in terms of a relport for 1947, a report
for 1948, etc. I do not think present economic developments have, nor do I think

economic developments in the future will fit themselves into patterns for which
we can propose and take remedial action either conceived or applied within a
single year.

I think this point is of unusual importance at the present time because I be-
lieve the very important planning to which this committee is directing its energies
should be toward mnaintaning mostly long-run, high-level employment and not
directed toward what we should try to do in the calendar year 1948, or calendar
1949. And without good advance planning, I do not see good prospects for the
long-run maintenance of high employment.

But first may I say I do not see any serious threat to the extremely high level
of employment, substantially more than 58,000,000, that will come_ this year, or
next year, or even in the year after that.
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This is indeed our good fortune. It gives us an adequate period of time, in
light of the complexities of the problems, to deal adequately with our needs for
the longer-run period.

II. THE ECONOMIC POSITION OF THE UNITED STATES IN MID-1947

This is indeed our good fortune . It gives us an adequate period of time, in
the war, continues to enjoy overfull employment. No economy in the world's
history has been as stimulated as has ours in these years.

There are many ways to review what happened during the war to make this
result in the first years after the war almost inevitable. One is to state that:

On the side of goods: Since the end of the war the American people have
been busily engaged in the happy pastime of trying and learning how to pur-
chase enough to live up to their new-found state of money prosperity. Here
is the basic source of the recent, past, immense, upward thrust to the economy.

On the side of money: Government had so much work during the war for
the entire country to do that the net monetary national income as a result was
more than doubled.

The larger income of the wartime years might be called the most striking case of
"greenbackism" the world has ever seen. Our five-times-increased gold reserves
mostly permitted it, and our immense productive power prevented its degenera-
tion into sheer inflation. In war the country was soused about 1 foot deep with
cash, and it was 2 feet in our agricultural areas.

As a result, our people are now engaged in making, for the first time that it
has been possible, high peacetime outlays match their doubled incomes.

But as if this demand were not enough, immense amounts of deferred demand
were also accumulated during the war. And for this cash too was furnished. At
the same time, to make such deferred demand to be effective cashwise in the
market place, the savings of the people of the United States increased by more
than $200,000,000,000 during the war. (These national savings inescapably had
to increase in an amount equal to the enlarged national debt.)

Ignoring price rises, the American people thus are able to buy far more goods
than they have ever been able to buy before.

This has placed a severe strain on industry. Of it one banker in the metropolis
of a Midwest State a year or more ago observed to me:

"It looks to me like every industry in my State is trying to raise its productive
capacity by 60 percent."

He was right. Allowing for the price rise, be hit the nail on the head.
In real terms (and if a general average may be used) the American people have

a current money income fully large enough, at present higher prices, to buy just
that much more in. goods. And in the effort of private producers to enlarge their
capacity all across the board is found the chief cause of the successful postwar
reconversion of the American economy, yielding as it has 12.000,000 more jobs
than we ever enjoyed in peace before.

III. THE ARITHMETIC OF RECONVERSION

The figures I next give indicate how we closed the gap, when Government cut
off more than $75,000,000,000 of whr expenditures:

The reconversion balance

[In billions of dollars]

Change (from second quarter, 1945, to fourth quarter, 1946)

Decline in all war expenditures of Government totaled… _______________ -75. 7
Increases followed in-

Pfivate capital formation--------------------------------- +40. 9
Consumers outlays for all nondurable goods----------------- +24. 6
Increase in nonwar outlays of Government------------------ +6. 7

Total increases…------------------------__---___________________ +72. 2

Final net decline in total national outlays amounted to only_------- -3. 5
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Here we see how 951/2 percent of the decline in war expenditures came to be
offset by increased business expenditure for capital goods, consumers enlarged
outlays for durable goods, and small increased Government outlays on current
account.

It records resiliency.
Can we continue to be resilient?
In these figures we see the tremendous response of business to the new, high-

level demand of consumers. That response by business led to an enlargement
of private capital formation by an annual anmount of $32,000,000,000' for producers
and led consumers to enlarge their purchases of durable goods by $9,000,000,000.
In addition, consumers paid more by almost $25,000,000,000 for nondurable goods.
They got some more goods. They paid much higher prices for them.

These figures are better than any others we can produce, the basic guideposts
for a program looking toward maintaining high-level productive employment after
the present great stimulus shall have exhausted itself.

IV. THE DANGER AHEAD

There seems no chance that, by and of themselves, the figures for private capital
formation can automatically or without plan be held to these high levels needed
for full employment after the "catching-up period" comes to an end.

Businessmen today are attempting in the shortest possible period to lift their
capacity.

But they will not continue to do this each and every year in the future. In
fact, their doing it now precludes their continuing to do so later.

Once we have provided the capital facilities for this enlargement of output of
goods flowing to consumers, the depreciation or replacement fund alone is adequate
to maintain the capital piant of American business.

But the depreciation fund is not equal to one-fourth of the expenditure pro-
ducers are now making for capital formation.

In addition, consumers may not continue their present vigorous expenditures
for durable goods. Until recently almost all their automobiles were 5: years old
or older. The time may comae when a very large number of them are .5 years young
or younger.

Thus, total capital formation, which in the fourth quarter last year was-running
at an annual rate of 54.6 billion dollars, might conceivably decline by namounts
that are to 1e measured in magimitudes of 20 to 40 billion dollars for a year.

What action is wise, for both the short run and the long run, to forestall such a
possibility?

V. CAN WE AGREE TO A BLUEPRINT OF NEEDS?

The best way to get at our needs for the future is from a consideration of our
accomplishmients of the past.

The immediate past accomplishment which should be our guide and objective
in the future is our present high rate of capital formation.

But a collapse in capital formation is also possible. Capital does not, like
Topsy, just grow and maintain itself.

Only modern industrial States have capital formation. But the most sig-
nificant fact for them is that their capital formation can most abruptly decline
causing heavy unemployment. That is the nature of this animal.

Robinson Crusoe and subsistence economies cannot afford unemployment. Their
people must scratch incessantly for their daily bread. We want a great deal
more than just bread.

It takes a rich economy to afford unemployment. Ours is by far the richest
of all.

Our capital formation, almost $30,000,000,000 in 1929 and well over $60,000,-
000,000 in the war years, is the source of our great national strength. But
at the very same time it is equally the cause of the most serious disease of
a modern capitalist economy such as ours-the disease of having a hard, persisting
core of unemployment.

In 1932 our net capital formation fell from $2T,000,000,000 to less than
$7,000,000,000. This decline of $20,000,000,000 (from 1929 to 1932) taking per-
worker annual productivity at about $2,000, is the best way to explain why in
those same 3 years we came to have 10,000,000 unemployed.

Today our capital formation is at an annual rate of $55,000,000,000. The
decline this time might be of the order of $40,000,000,000 or double the $20,000,-
000,000 of the early 1930's.
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Happening again. despite higher per-worker productivity, that might again
mean 10,000,000 unemployed, taking present per-worker productivity at $4,000.

But what are the component elements in this capital formation?
What are the replacements for declines in tany of. these components which

might be recommended? What are the stimulants which may be used to keep
our capital formation high? Can we have a national blueprint which a free
citizenry. understanding the necessary arithmetic, will support? Can their repre-
sentatives legislate wisely to forestall the near fatal disease which such a free
society may suffer-continuance of a hard core of unemployment?

v1. THE nBLUEPRINT OF THE PAST

A comparison of the decline in the components of capital formation from 1929
to 1932, and of the gain in this capital formation for private account from
the rates that prevailed in the second quarter of 1945 to the final quarter of 1946,
throws light on this "jet propulsion element" in our great industrial economy:

[Annual rates in billions of dollars]

Decline in the "Great Recovery in the "recon-
depression" conversion period?'

Components of private capital formation
Second Fourth

Year 1929 Year 1932 quarter quarter
1945 1946

Construction- 83 1.8 2.2 8.8
P'roducers equipment --------- --- 7.3 2.4 6.1 15.6
Investment in inventories -1.6 -2.3 -. 7 9. 7
Net exports ------------------------ .6 .2 -. 9 3. 8
Consumer purchase of durables -9.9, 4.2 7.1 16.1

Total capital formation -27. 7 6.3 13.8 84.6

In 1929, at then-existing price levels, private capital formation of $28,000,-
000,000 combined with $64,000,000,000 of production of consumers' nondurable
goods and services and about $8,000,000,000 outlays of all government yielded
full employment for the then much smaller labor force of less than 50,000,000
and a total gross national product of an even $100,000,000,000. That total
product and its component of private capital formation are each twice as high
today. Today we have over-full employinent. much higher prices, and a labor
force enlarged by almost one-third.

By far the heaviest single cause of the 10,000,000 unemployment in the mid-
thirties was the more than $20,000,000,000 decline in private capital formation. -

Agaih, it w-as the very low rate of private capital formation in the second
quarter of 1945 which permitted the peak war production in that quarter. But
the huge recovery in private capital formation to a rate of $55,000,000,000 last
year, more than any other factor, accomplished the successful recovery of Amer-
ican industry to employ practically the last mall in today's labor force of about
$200,000,000,000.

Allowing for further enlargement of the labor force and increased productivity,
the problem of maintaining high productive employmnent in the United States is
mostly the problens of maintaining capital formation at a level in excess of
$50,000,000,000. If we .do that, we shall likely have a gross product of
$200,000,000,000.

But this is certainly not going to be easy. There is still far too'umuch objection
to developing and using techniques for maintenance of capital formation-private
and public. What are they?

The need for exploring the new channels for capital formation grows out of
the fact that industry is going to get its factories rather completely built and
speedily equipped in the next few years.' Industry is now engaged in a tre-
mendous spurt to build and equip these factories to maintain competitive posi-
tions and to produce for the American consumer the greatly enlarged flow of

1 Included further in industry investment is the very great past year's enlargement of
inventories. This, of course, xvill not continue. In fact, it is these net exports, more
than any other single factor, which account for the absence of the widely predicted reces-
sion whose tinse schedule has called for its arrival precisely "in the here and now."
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products he wants. all at once and is able to pay for. In contrast, our net

exports will be substantially larger.
Finally, consumers' purchases of durable goods has passed by 60 percent the

high levels of both 1929 and 1941. In the near-term future, a still further increase
is possible in this most important form of consumer investment.

Because further stimulation of exports and further enlargement of consumers'
purchases of durables-if the consumers durables can be made available by elim-
ination of material and labor bottlenecks-any near, future appreciable amount
of unemployment does not seem likely. If price and other necessary economic
adjustments intervene during this period they certainly should be welcomed
because they do not foretell any sustained unemployment.

In the longer run, both industry and consumers are going "to catch up" with
their heavy present demands for capital replacement., After 4, 5, or 6 years of
capital formation at the rates measured above, a decline in these rates ranging
between 20 and 40 billion dollars might occur without any reduction, in the ability
of industry to produce for current consumption nor in the enjoyments of services
consumers then may secure from the large stock of durable goods they will
then own.

- . To use a long phrase, consumers and producers may "postpone their purchase
of durable goods and construction." To a great many workers, this long phrase
is just a hard way of spelling a single, dread word. That word is "uneinploy-
ment."

What should be done to forestall the likelihood that it will threaten?

VIII: A BLUEPRINT OR BUDGET FOR THE FUTURE

In a complex world there has been no more useful procedure and analytical
tool, for purposeful human control, than the budget or blueprint. Building a
battleship requires two carloads of them.

They need development ingreat detail to solve the far more difficult problem
of sustaining a high peacetime capital formation.

I certainly cannot propose but a small part of what should be done. I hope the
joint committee succeeds in getting a well-rounded picture of all our needs.

But I do want to recommend a concern for, and to urge the continuous develop-
ment of three types of plans for bringing in, as they may prove to be needed, new
large amounts of wanted capital formation-wvanted for their own sake and for
maintaining a bigh-level, productive economy for the United States.

At the same tune inflation, which has thus tended to be induced by this vigorous
increase in exports, has been held back as much as it has mostly owing to the
heavy hand of the Federal tax gatherer.

But that heavy hand no doubt has been needed and if it has assisted in con-
trolling prices, no hand that could have accomplished that could be described
by anything but heavy.

Heavy hands may be necessary, though they certainly may not be liked in com-
plex economies. They don't mean anything to subsistence. There always is felt
the heavy hand of starvation.

Here are the three types of plans:
1. The need of plans to promote residential construction and urban redevelop-

ment in an amount ranging between 5 and 10 billion dollars annually.
The most obvious and most desirable form of capital formation now needed and

wanted in the United States in larger amount is residential construction. But it
is lagging badly.

Despite a far more powerful economy now than 23 yeays ago after the last war,
we failed last year to build more than 6C0,000 family dwelling units. The figure
was almost 50 percent higher in the corresponding period after the last war. This
time it-should be 50 percent higher, not way below earlier results.

Ten years or so ago Congress, after exhaustive investigations, placed the capital
markets under adequate national control.

Now one can certainly urge, and with far more force that there should now be
a complete congressional investigation of the construction industry. Miethods
then could be developed to encourage an orderly behavior for that industry and
steady employment for workers in it, just as in the earlier period orderly rules
and procedure were laid down for the capital markets in the field of finance
instead of construction.

I think the joint committee should urge and forward plans so that we may soon
come upon the ways and means to build 1,500,000 houses a year and certainly
that number in every year of a future business recession. We need them. I
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suppose, though I am not at all certain this is the best analysis, that here there
will be two main stumbling blocks: The first will be the very high cost of construc-
tion. The second will be that we simply have not yet learned at all how to rebuild
our cities. We just let them rot-despite the fact that now it is in cities that most
Americans now live.

One example is available in Minnesota. Bids were asked by our State university,
at which I teach, for two- and three-room apartment, simple barracks-like build-
ings, having direct exits, provided with no public space, frills, etc.

These were intended to be built for married GI's and younger married members
of the teaching staff. After complete elimination of 'all unneeded appurtenances
for so transient a group, the bids for building and equipment came out no less
than $8,550 per apartment.

Such a figure, transposed to an ordinary tax-paying basis (the university re-
ceives tax exemption for such essential housing) an income of more than $4,500
per year would be required to enjoy the unluxurious, confining living accommoda-
tions represented by a two- or three-room barracks-like apartment.

Such a situation needs correction in Minnesota. I suspect it needs that all over
the United States.

In Minneapolis a mayor's commission, of which I am q member, has been
engaged upon a search for new revenue sources for our city.

Our tax rates have increased sharply. As a result, property seems literally
to flee the city. As a result, our total tax revenues increase not at all. In fact,
in the past 15 years or so, the tax rate in Minneapolis (quite exclusive of our
homestead exemption) has risen from below 90 mills to more than 120 mills. That
increase in the rate has only offset the substantial decline in our tax base from
$300,000,000 to $240,000,000 (the value of appraised property within the city upon
our :35-percent appraisal basis for tax purposes).

Just as there is no way in which taxes can be reduced at the Federal level with
financial safety, unless we maintain a high national income for the people of the
United States, there seems no way we in Minneapolis can lower the heavy
burden of our taxes without that rebuilding of the city which restores to oul
tax rolls much new property. Only that can offset the depreciation of old property
which yields less and less in taxes and costs more and more for city services.

These are'a few of the reasons why I believe the most important single step to
maintain substantial high-level employment in the United States (and to build
homes for our people) is to come upon a plan whereby residential construction
and urban redevlopment can be markedly encouraged so that this form of capital
formation can succeed to any decline which may come in other component ele-
ments of private capital formation.

2. The need of plans in an amount between 2½/2 and 5 billion dollars annually
to promote highway building.

In mileage, most of the highways in the United States, if they ever were built
to a condition deserving of being called highways, have become obsolete.

Five or six years ago I said the people of the United States, when the war
should end, would want new automobiles to run upon such highways as we might
still have, rather than want new highways without new automobiles to run upon
them.

Certainly, we properly have given private capital formation the right of way.
But it soon may have done its job. New forms of desirable activity must be
found.

It has always been puzzling to me that there can be any difference between
the desirability of automobiles in which we ride and the desirability of highways
upon which we ride. Yet I find the business community frequently has a sharp
ideological opposition to building the highways and finds virtue only in a non-
governmental product. A contrary argument, carrying conviction with me, is the
following:

If an individual in this postwar period buys two automobiles, he may borrow
a total of $3,000 to finance this purchase. That use of credit buys cars for him,
stimulates business for others, gives jobs to workers, and permits them to buy
meat and potatoes, apparel, and perhaps automobiles for themselves as well.

But in a few years after the war, the individuals buying automobiles pay off
the debts incurred. But since their autos are still quite new, they now would
then like new and better highways, upon which to travel to the more places their
higher income will permit-them to go.

These car buyers, however, do not find highways for sale at the neighborhood
store, or at the five-and-dime, or at any supermarket. The only provider of
highways appears to be, not private enterprise, but government.
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Therefore, these individuals ask government to provide the additional high-
ways they and 20 or 30 million other purchasers of new automobiles want. Gov-
ernment replies that it takes money to pay for highways. The would-be pur-
chasers of highways, who would like to do more of their driving removed by more
than 18 inches from sudden death, urge that government build the highways and
borrow, of course, if it is necessary to do so, just as they borrowed to buy their
automobiles.

Such borrowing, which might amount to $300 per automobile owner, provides a
commodity that is equally wanted, one that stimulates private enterprise alt
around, and that provides jobs for more in the machinery, cement, and highway-
construction trades. (It also lets the automobile and truck and all who ride in
them do a better job.) Those jobs, as in the case of the purchase of a new
automobile, permit workers to purchase meat and potatoes, apparel, and to buy
new automobiles as well as even to pay for the debt incurred for the new high-
ways themselves.

Certainly, when we have the many new automobiles the industry is increasingly
producing, we should be able. out of any idle resources that may later appear,. to
provide the then-wanted highways. In fact, a program for $15,000,000,000 of
highway construction ($300 for each of 30,000,000 auto owners) over 3 years of
a period of business'inactivity, would involve a total annual cost not in excess
of $560,000,000 (including amortization of the highways).

Such an amount is only $4 per American per year. Is it too much to ask that
cooperation of cities, counties, States, and towns be 'enlisted in an expanded
Federal plan devised now- while we have the time but, happily, not the need?
This can assure us these capital improvements, so befitting the Nation with the
greatest capital-producing ability in the world's history, will yield us better
highways and over 1,000.000 jobs when we shall need them.

3. The need bf stimulating action indirectly to induce expansion of capital
formation.

In my view, it will be increasingly necessary for official planning organizations,
such as the Joint Committee on the Economic Report, to make schedules of all
capital formation outlets and their amounts as they may be currently changing
either disparately or in general up-and-down movements.

This, without conscious planning, has happened during the first half of the
present year when an expansion of our net exports has offset any decline in the
rate of increased inventory investment.

In a complex economy, in which all capital formation is so important and may
be subject to far wider swings than we have known in the past, all component
elements should be charted. Without available detail, these have been listed
above in this statement. They cover investment in construction, in producers'
durable equipment, and in consumers' durable goods, over and above the invest-
ment now mentioned in inventories and net exports.

With these capital-formation magnitudes given and charted, it next becomes
necessary to find what stimulating arrangements-over and above such specific
encouragements as building and urban redevelopment and highway construc-
tion-can induce the wanted compensating upward movements in these items or
other items of capital formation.

W\lhat are some of these stimulating devices?
1. Reduction in the personal-income tax: This permits consumption to be

enlarged right at home by each and every American taxpaying family.
2. Reduction in the corporate-income tax: This, if planned for early in a

time of less-than-average business activity, will encourage somewhat lowered
prices for the products of industry, somewhat improved wages for the workers
in industry, and somewhat larger investment in capital facilities by indastry.

3. The regulation of the volume of credit: In terms of regulation W (covering
consumer installment credit) there appears to be no desire to continue such
authority to contract credit. But it certainly must be recognized that the rather
substantial expansion in all forms of bank credit since the end of the war has
contributed in the direction of inflation precisely as did the expansion of Gov-
ernment credit in the wartime period. It is not a case of the one always being
good and the other bad. Each must be used judiciously.

4. Flexibility in wages and prices: Though the powerful labor organizations at
the present time seem determined to secure higher wages even at the cost of
higher prices, it should not be impossible that the spiraling wage and price in-
creases will soon teach a different view. The plain arithmetic of those increases
in 1946 (whatever the final arithmetic shows for 1947) was that the 18%-cent
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national pattern of wage increase yielded a worker, if he got it, $370 a year.
Against this, there were offsets, for illustration somewhat as follows:

(a) Increased withholding taxes, $o5.
(b) Increased price of his own product, say an onto, $90.
(c) Increased price of the product of the other worker whose commodity rose

in price as his wages were increased, $90.
(d) Increased cost of foods due to the wage-price increase causing an auto-

inatic increase in farm parity prices, $90.
The foreging losses are in addition to those calculated by Sumner Slichter,

made up of the actual money income lost during the strike and usually measured
in terms of the number of niontlis or years of wage increase required just to
offset the loss in wages during strike idleness.

5. Accompanying the rapid gain in knowledge of the arithmetic of production
and prices and wages, we should be able to expect greatly improved cooperation
between labor and management by which alone welfare advances can be won
for labor and all the American people.2

VIII. CONCLUSION

In summary, the following conclusions are presented:
1. There appeals to me no need for the application of antidepression policies

in the near future. A high tide of productive and employment activity is in
prospect. Economic correction should primarily come in terms of price adjust-
ment. That is desirable. It is our society's way of guiding our men and our
resources from places where they are less desired to places where they are more
wanted.

2. Next is needed a widespread understanding of the fact that modern indus-
trial economies are vulnerable in a way all economies up to a 100 years ago were
not. They are vulnerable to great declines in employment that come, about 80
percent, because capital formation can abruptly decline without injury to in-
dustry's ability to produce current consumption goods and without a decline in
the flow of consumption or satisfactions from consumers hitherto-accumulated
stock of all goods, but especially durable goods .

3. From No. 2 it follows that we should concentrate our planning and energies,
in peace as in war, upon the steady production of a high total of durable and
capital goods.

4. But what is most needed, in the interests of stability, is the understanding
that all groups must cooperate to make a free economy work and to make it
always be the most productive in goods and jobs. Workers should plan for
healthy industrial profits. Industrialists should plan for steady well-paying
jobs. Congress should plan tihe willing use of the Federal Government's great
powers to promote capital formation without which there can be neither full
employment nor material prosperity. At a later date, more emphasis may be
considered for schemes that operate directly to sustain purchasing power. They
are not needed today.

The CHAIRMAN. The next witness is Mr. Harder.

2 Perhaps a further word of explanation of emphasis upon the use of private capital
formation should be given. In the interest of exposition, no particular reference has been
made to encouragement of output of consumers nondurable goods directly.

This is because if we built enough houses, highways, producers' durable equipment, and
consumers durable goods, we are certain to find an agriculture that can market large
amounts of its products at good prices. But the causal relationship is not the other way
around. Seldom is it possible in a period of inactivity so to stimulate consumers' non-
durable goods and services as to induce a wanted stimulation of private capital formation.

Some may also wish to inject mere elegance into the foregoing analysis by asserting a
'multiplier' relation between private capital formation and either the volume of produc-
tion of consumers' nondurable goods and services (which, to he sure, vielded greater pro-
portion of total employment). But in the analysis above, this complicating "multiplica-
tive relationship" has been omitted, but not ignored, for the very good reason that the
stimulants of that type of tax reduction, enlarged residential construction and urban
redevelopment, increased highway-building programs, have similar and probably equal
multiplicative effect upon the net national income. Thins, in the blueprint which it is
to be hoped the work of the Joint Committee on the Economic Report can ultimately
develop for policy action, the volume and component elements of capital formation may
be compared directlv with the volume and the type of stimulants discussed above, or new
ones, as they may be developed and quantitatively measured.

6i5210-47-pt. 1-26
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I understand Mr. Wimmer was to present the paper and that Mr.
Wimmer's plane was grounded and he is not here, but that Mr. Burger
has the paper and wilT present it.

Mr. BURGER. Yes, sir.

STATEMENT OF GEORGE I. BURGER, DIRECTOR, NATIONAL FED-
ERATION OF SMALL BUSINESS, IN CHARGE OF THE WASHINGTON
OFFICE, WASHINGTON, D. C.

Mr. BURGER. I am reading this statement for Mr. C. Wilson Harder,
president, National Federation of Small Business, Inc.

The CHAIRAMAN. Mr. Burger, would you identify yourself, please?
Mr. BURGER. George J. Burger, director of National Federation of

Small Business, Inc., in charge of the Washington office at 715 Bond
Building, Washington, D. C.

The CHAIRMAN. All right.
Mr. BURGER (reading): My name is C. Wilson Harder, president of

the National Federation of Small Business, Inc., a national organiza-
tion comprised of independent small businessmen throughout the Na-
tion. For the National Federation of Small Business, Inc., which has
the largest individual membership of 'any business organization in the
United States whose head office is in San Mateo, Calif., and with dis-
trict offices in Chicago, Ill., and Washington, D. C., I would like to
express to the committee our sincere thanks in granting us the privi-
lege of appearing here to state our views before this important body.

I think, before I go into my complete statement, that we owe a debt
of gratitude to the foresight of the Congress in creating the Small
Business Committee in the Seventy-seventh, Seventy-eighth, Seventy-
ninth, and Eightieth Congresses.

During the war years, small business of this Nation had the help of
the Small Business Committees in the Congress. It is a safe conclu-
sion in stating that most of the small businesses would have been eased
out for the duration of the war without this aid. I think it safe to say
that in Great Britain small business did not have this kind of help
during the war years and found itself in a very precarious position
and some industries, the bulk of them small business people, were
eliminated for the duration of the war.

I think, also, at this time it is important and proper to pay tribute
to Senator Taft who was an active member of the Small Business
Committee of the Senate in the Seventy-seventh and Seventy-eighth
Congresses, and 'at the same time, Congressman Wright Patman who
served in a like capacity on the House side on their Small Business
Committee. In our opinion, it was these two important committees
in the Congress that saved the day for small business of this Nation,
and I am glad to have this opportunity to make our position publicly
known.

I believe, in opening my remarks, it is important to know that we feel
this committee has an important obligation on their hands to save the
economy of the Nation-more important, the free enterprise system
on which this Nation was built. The importance of this committee's
undertaking is typified in a letter that I recently noted in the New
York Times under date of June 21 which I quote:
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PLACE OF SMALL BUsiINESS-ITS IMPORTANCE STATED AND PROrECTION AGAINST
BIG ENTERPRISES URGED

To the Editor of the Newv York Tivses:

The recommendation in the repoit of the Committee for Economic Develop-
ment for improving the plight of small business enterprises are encouraging
because they have long been needed. It is hoped that means will be found to
put them into effect with reasonable dispatch.

The report points out that 98 percent of all American business qualifies as
"small business." So long as these little enterprises remain comparatively
sound and active there need be little fear of an over-all business slump..

Over the years, America developed the strongest industrial economy the world
has known through the combined work of her thousands of small, widely scat-
tered enterprises. To further strengthen the place long held by small business,
steps Should be taken to keep the small enterprise harmless from the encroach-
ment of the large enterprise which, by one means or another, would take over
the little fellow or force him out of business. As big blusiness gets larger and
more centralized the balance which has kept America financially strong swings
toward economic unstability.

Some much needed improvement in our patent laws should be considered by
the committee so as to protect small enterprises which are pioneering new in-
ventive ideas. It should not be possible for big business to sit quietly on the
side lines until by hard work and sacrifice an invention is proved successful and
then to throw up legal barriers against its manufacture and. sale.

Regardless of the ability of big business to spend more time and money on
research and development, once they get the inventive idea no subsequent ad-
vancement made pos'sible by greater facilities and manpower, except in rare
cases, should be permitted to deprive the.orig-inal sponsor of rights vested in him
by his patent. Americans are prolific and resourceful inventors and, from the
beginning, in most cases, in order to obtain recognition they haye been obliged
to commercialize their work the hard way. That is how small enterprises are
born.

EDWARD F. CHANDLER.

NEW YORK, June 13, 1947.

We agree with this and the statement recently released by the
Committee for Economic Development in whihh they state, in part:
"We do so fullv aware of the fact that small business in most lines
has been unusually vigorous and prosperous since the war." Their
statement continues, "but the boom times of 1946 and early 1947 will
not last forever."

It is our opinion that the latter condition is slowly approaching the
crisis. It is our opinion that if our Nation had not opened its arsenal
in supplying the world since VJ-day, due to increased production
facilities, small business of this Nation would find itself in a pre-
carious position. In some industries it appears that that has already
come about. The federation, speaking for its members, insists and
demands strong and healthy competitive conditions.

You note I mention healthy competition; there is a big difference
between healthy and unfair competition We seek no special privi-
lege for any of the people we represent, but if it is true, as the Com-
mittee on Economic Development states, that 98 percent -of firms
operating in this country are small business, and further states that.
this is the foundation upon which oUT whole system of business enter-
prise is built, then it behooves this committee to check and double-
check why in normal times the majority of the 98 percent of firms
operating in this country are in a precarious position.

It must be true that a healthy small business structure must mean
much to the fabric of Americaln life. It must be true that small firms
help to keep big firms on their toes. It must be true that the little
fellow frequently forces competition in price, design, and efficiency.
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It is wvell to note in the letter we quoted from the New York Times
of June 91 that this is brought out very forcefully by the writer as to
the expectations he hopes the committee will bring about. I don't
think it is a wvrong or improper statement to state that many of the
major improvements in industry, to a large degree, originated in the
minds and the thoughts of some small business institution. Two
members of this committee, Senator Taft and Congressman Patman,
know that during the early part of the war, in 1942, it was the small
business interests of a major industry that created a program, later
endorsed and put into effect by a special governmental committee,
that vent a long way toward solving a serious wartime transportation
problem. I think that you on this committee will agree that the small
local business institution has an intimate knowledge of the home com-
muniity and has a. personal stake in it. They have this interest because,
after all, they are a part of the community and it is necessary for their
own self-preservation that they have this home-town spirit in their
individual businesses throughout the Nation.

It is my opinion that the purpose of this committee. to a large degree,
is to dig into production and competition in the Nation's industry
which will, after all, bring about a healthy competitive structure and
bring prices more in line so that the consumelr will be in a position
to purchase his necessary requirements. I must comnienld the chair-
man for putting some questions to the preceding witness, the first wit-
ness. The first question, as I remember it, was. "So you still do not
suggest what'the committee should do?" and the second question was
in regard to antitrust laws. That is what we are primarily concerned
with and we thought the witness answered what the committee could
do.

I do not believe that the trend in our Nation's business structure
tends to bring about fair and healthy competition. That is not my
belief only. I refer to the reports of the Senate Small Business Com-
mittee in the Seventy-ninth Congress, Documenit No. 206, Economic
Concentration and 'World War II.

Then again, the same committee reports, SeventyLninth Congress,
second session, Committee Print No. 16, Future of Independent Busi-
ness, and again, United States Versus Economic Concentration and
Monopoly, a staff report to the Monopoly Subcommittee of the Com-
mittee on Small Business, House of Representatives, Seventy-ninth
Conaress.

Then again appearing in the press, July 1, 1947. was a United Press
story stating that in 1947 they list 45 Ameriecan firms in the "Billion
Dollar Club." The total assets of these 45 American firms in 1947
totaled $103,456,016,995.

It would be foolish to suppose that this economic concentration in
the hands of 45 leading corporations would not have some serious effect
preventing a healthy, fair, honest, competitive condition in the Na-
tion's industry. There is a danger, and a serious danger, unless this
committee is insistent that small business is given the proper protec--
tion to function in fair competition in which the public will be the
beneficiary.

Senator O'MAHONEY. It may be appropriate to interrupt you and
say it is no longer a billion-dollar club, it is a $2,000,000,000 club,
and the total assets of these 45 agencies happen to be a very consider-
able sum more than the national debt.

Mr. BURGER. It is less than the national debt.
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Senator O'MAi O Ey. The national debt is $253,000,000,000.
Mr. BURGER. We may reach-a point in our Nation's economy where

it will end in socialization of most of the industries, and we for one,
speaking for small business. will fight to the very end any such attempt.

This economic concentration situation must be serious when Mr.
B. C. Forbes recently stated the following:

Dinosaurs, too big, became extinct. The 11oman Empire, overexpanded, fell.
And the far-flung British Empire is shrinking. Is it possible for ambitious Amer-
ican industrial, financial, and other leaders to overdo expansion?

I have an uneasy feeling that the time has come for the brainy stalwarts ad-
ministering these massive organizations to give very serious thought to their
future policy. Should they reach out unrestrainedly, acquiring vaster and vaster
interest, travel farther along the road toward monopoly, dominance? Or should
they pause to reflect on what the final consequences of unrestrained growth may
be?

These questions deserve the most serious, long-visioned pondering.

It would appear to us in reports we received from our members, our
field staff, and others, that there is a great worry in the minds of small
business if they dare to attempt to force competition. As many state,
they will end up with price wars or, again, their source of supply no
longer available.

Having the closest contact with small business of this Nation through
our membership, these reports eve are receiving every so often show
the fear felt by small producers and small independent retailers, of
what will happen if they attempt to briiig about real competition in
which, indirectly, the public will be the principal beneficiary.

Our members believe that production sparks competition and that
competition in turn sparks production when both are uninhibited by
either business or governmental checks. If this condition comes about,
our Nation's economy will be in fair and healthy competition and fear
of retaliation from suppliers will no longer hinder small business of
this Nation.

It is interesting to note that on July 5, 1947, the American Federa-
tion of Labor recommnended to its Nation-wide membership the set-
ting up of cooperatives. This must all lead to a fact that this eco-
no1nic concentration in the hands of a few corporations controls and
dictates the price structure throughout the Nation. It is not my inten-
tion to state that these leaders in big business get together and plan,.
but it is my opinion that the power in the hands of a few corporations
acts for them as a warning or deterrent, so that the great numbers in
industry don't step out of line.

The Committee on Economic Development in its recent report con-
firms what I have just said when they stated:

The growth of big business in the last 50 years undoubtedly has taken place,
in part, at the expense of smaller concerns.

They further state that "some large firms undoubtedly have taken
unfair advantage of smaller competitors." We might as well look the
facts in the face. We are never going to bring about a real competitive
condition in the Nation's industry until this economic concentration
is broken up for the maintenance and reestablishment of many thou-
sands of small businesses. It is my honest conviction that the public
in this way will get lower prices and better commodities.

It is not our intention to ask this committee for any protective
measure for the inefficient small businessman. We have no interest
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in the inefficient small business institution ; that is, provided his ineffi-
ciency is due to his own negligence.

It is possible that the Government itself has been at fault or negli-
gent; in its administration and enforcement of the antitrust laws. Pos-
sibly big business has been aware of the situation.

Just a few months ago the former Assistant Attorney General, the
Honorable Wendell Berge, stated in substance before the Senate Civil
Service Committee that for the past 35 or 40 years the administrations
have been giving merely lip service to the enforcement of the Sher-
man Act.

Bear in mind, members of this committee, this is not miy statement;
this is the statement of the then Assistant Attorney General in charge
of antitrust. Unfortunately the Nation's press, did not carry his com-
plete testimony. I ask, How are you going to bring about real and
healthy competition within the Nation's industries in which the public
is the present beneficiary unless law enforcement takes place and is
done immediately?

It is significant to note that the Federal Trade Commission has
been appealing to the Congress for nearly 20 years, requesting an
amedndment to the Sherman-Clayton Acts that would prevent or pro-
hibit corporations in the same line of endeavor to merge.

Up to the present time, Congress has not seen fit to pass such legis-
lation; witness the merger upon merger of corporations in the same
lines of industry during the past 10 years. The result is that you are
adding more to the Billion Dollar Club in our Nation's economic
structure, and through this will stifle and prevent healthy competition.

It is my opinion that if there is to be a future for small business of
this Nation, with the public being the principal beneficiary, the main
and foremost action of this committee should be vigorous and imme-
diate antitrust enforcement.

Senator O'MAHONEY. You are aware, of course, that Congressman
Kefauver's bill to amend the Clayton Act has been approved by the
House Committee on the Judiciary and is now pending action by the
Rules Committee.

Mr. BuRGER. Yes, sir.
I need not tell you the effects on small producers when they see

corporation upon corporation merging in their respective lines of
industry. You will know what this must mean to the thinking of a
small producer and even more important, to the small retailer.

Senator O'MAHoNEY. I may interrupt, myself, and say I know what
it is.

Mr. BURGER. It is not my own industry, the rubber tire industry,
but all industries.

So it is my intention to make as the No. 1 issue the recommendation,
before anything else is done, to bring about free competition and the
preservation of small business. Antitrust laws must be enforced; not
merely lip service, but by a directive of this joint committee to the
respective agencies.

A glaring example of the depressing effect of alleged anti-trust-law
enforcement is the action of the Federal court in Sioux City, Iowa,
June 24,1947. I quote:

F.
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TRUST CHARGE D1OPPED-PACKERS MAY AGAIN BE INDIOrED, HOWEVER, BY MIXED

PANEL

SIOUX CITYE IOWA. June 24 (AP).-A- 1942 Federal grand jury indictment
charging three major packing firms with conspiracy to violate the Sherman Anti-
trust Act has been dismissed on motion of the Government. The packing firms
* * * had attacked the indictment on the ground there were no women on
the panel from which the grand jury was chosen..

Federal Judge Henry N. Craven dismissed the indictment yesterday on motion
of United States District Attorney T. E. Diamond, who said he agreed with the
defendants' contention.

While I am talking on the antitrust laws, I must also include the
importance of the Robinson-Patman Act because that ties in with
preventing monopoly if the law is vigorously enforced. Some insti-
tutions have enjoyed special price consideration .from the producer
to them because of the alleged mass purchasing power.

It may be found that the benefits these mass purchasers received
from certain producers will not always be passed on to the ultimate
consumer. What apparently they do, too, with their mass purchas-
ing power is to keep their resale price at a level that prohibits inde-
pendent retailers to compete. It is not competition but destruction.

A recent case caine before the Federal Trade Commission on an
alleged Robinson-Patman Act violation in which certain large com-
panies received benefits over all other consumers of that manufac-
turer; it is true that the Federal Trade Commission issued a cease-
and-desist order shortly before Pearl Harbor day, and it is interest-
ing to note the observation of the report of the House Small Business
Committee on this particular case.

In their press release, dated June 14, 1947, they stated, in part:

During the war the Government virtually took a holiday on enforcing these
laws in the interest of maximum production.

In a recent case in Danville, Ill., the Federal court found that a
niass distributor had consistently operated thousands of retail stores
and those stores were run at a loss. No independent retailer could
hope to meet this unfair competitive condition. It was also found
that this mass distributor had effected lower prices than those granter
to other buyers of the same suppliers-this was circumvented by out-
right cash contributions.

It is significant to note that when this mass distributor received
these special concessions from the supplier, he demanded that he be
protected against any alleged Robinson-Patman law violation.

We find in the court record of the same case that when new inde-
pendent retail stores were 'to be established, this mass distributor
put in effect special practices and policies in the reduction of its prices
until the new establishment was closed out of business.

I have heard it stated that in some other cases mass distributors
establish stores in a community that are run for 2 or 3 years without
a profit, or until they are able to concentrate the business in their
hands and the hands of some other few mass distributors supplying
in that-territory.

Small business is interested in the tax structure, finances, labor, and
business management, but I think small business main and present



404 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

concern is: AW~hat is Congress now going to do with these antitrust
laws; is it going to be just a continuance of lip service by the various
governmental agencies? If this takes place, there canl be only one
alternative-socialization of the Nation's industry.

I ask that this committee recommend:
1. A special appropriation of at least $2,000,000, the minimum, Lo

the Antitrust Division for the purpose of makiing an industry-wide
antitrust investigation in order to-

(a) Get at the problem of concentration.
(b) Prosecute vigorously and immediately all cases pending in

the Antitrust Division.
It is my understanding that the present Congress has appropriated

$2,150,000 for the fiscal year beginning July 1.1947. It is my further
understanding that the Antitrust Division of the Department of Jus-
tice in its original budget requested $3,500,000, but that this request
was reduced by someone in the Antitrust Division.

To substantiate our request, we refer to you the finding on pages 6,
l6, 148, and 51 in the report, United States versus Economic Concen-
tration and Monopoly, Committee on Small Business, House of Rep-
resentatives, Seventy-ninth Congress.

Then again, we refer you to the Senate Small Business Committee's
report, Future of Independent Business. Senate Committee Print No.
16. You will note that their recommendation for the Eightieth Con-
gress was the increased appropri'ation for the Antitrust Division.

It is interesting to know that economic concentration is increasing
in leaps and bounds when, on June 19 of this year, Senator Langer
offered a resolution which -was referied to the Committee on the Ju-
diciary. He cited the reason for the resolution, quoting the Federal
Trade Commission as the source of information.

Since 1940, 1,800 industrial concerns have been absoybed by other
concerns. More than one-third of all mergers since 1940 have been
in three industries in whichn small concerns have prelominated: Food,
nonelectrical machinery, and textiles.

Big companies are most active in mergers of business units since
1940, almost one-third of the absorbed companies being taken over
by the largest corporations with assets of $50,000,.000 or more. At
the end of 1945, the 62 largest manufacturing corporations held 8.4
billion dollars in net working capital. About three-fiftlhs of the
mergers in the past 6 years have been "lhorizontal"-firms producing
similar products. The purpose of Senator Langer's resolution boiled
down to the recommendation of an investigation into the efficiency,
economy, and practices of giant corporations in the United States.

Price discrimination has been the graveyard of most small businesses.
In 1936, after a most thorough investigation by the Congress, thev

approved and put into effect the Robinson-Patman Antidiscrimination
Act, Public Law 692, Seventy-fourth Congress. In the act there is a
provision which I quote:

That the Federal Trade Commission may, after due investigation and hearing
to all interested parties, fix and establish quantity limits, and revise the same
as it finds necessary, as to particular commodities or classes of commodities
where it finds that available purchasers in greater quantities are so few as to
render differentials on account thereof unjustly discriminatory or promotive
of monopoly in any line of commerce: and the foregoing shall then not be con-
strued to permit differentials based on differences in quantities greater than those
so fixed and established.
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No such investigation has ever been made by the Federal Trade
Commission on the quantity discount provision. It is interesting to
note that two very large contracts in a major industry were in effect
just at or about the time the Robinson-Patman Act became law.

In one of these contracts the Federal Trade Commission had found
a preferential of $41,000,000 accruing to a mass distributor over the
independent buyers of the same producer. When the Robinson-
Patman Act became law, that producer supplying this mass dis-
tributor publicly stated the cancellation of the contract because he
could not justify the price under the new law. Some 60 days later
another major producer, with a similar type of contract with another
mass distributor, made the same announcement of the cancellation
of his contract with a leading national corporation-cancellation of
the contract because they could not justify the price under the law.
In other words, quantity discount was involved and they, with the
best legal authority available, came to the conclusion that they could
not justify their prices-hence the cancellation.

It is to be regretted that the Federal Trade Commission did not go
in immediately and make a Nation-wide investigation, at least with
some few principal corporations who were enjoying quantity dis-
counts, and find out whether these quantity discounts were in full
keeping with the provisions of the Robinson-Patman Act.

The next recommendation:
2. That this cofmmittee recommend a special appropriation of not

less than 350,000 and that the Federal Trade Commission be in-
structed to make this investigation which is provided within the law
itself on quantity discounts, and report back to this committee and
the Congress not later than February 1, 1948, an interim report on
their investigation. It apparently has been that the Coinmmission
never had the proper appropriations or the necessary competent per-
sonnel to go in and do this job properly, and until this is done by
the Commission, we say to this committee that insofar as the Robin-
son-Patson Act is concerned, it is a dead-letter law.

Surely this committee or the Congress should not be fearful of
making these measly appropriations to these two important agencies
with a direct mandate to those agencies of what they should do with
this money. After all, Congress since VJ-day has appropriated to
Bretton Woods, British loan, Greece and Turkey, UNRRA, new re-
lief, lend-lease settlement and surplus property, Germany and Japan,
Export-Import Bank, a sumi totaling $19,500,000.000, and with the
larshall plan now coming up we wvill be most lucky if this amount is

not doubled within the next few years-all out of the taxpayers'
pockets.

It is more necessary to the future of our own Nation's economy
that a few million dollars be appropriated immediately to the enforce-
ment of these antitrust laws. For refusing to do so, the result can be
only one thing-regimented economy.

It is my hope and trust. when I make the plea for the 100,000 or more
small businesses for which we speak-and we speak for -all with no
cliques or groups but all our membership-that this committee take
under immediate advisement the recommendations I have set forth
and put into effect at once these recommendations. The result will be
a healthy and steady competitive condition in our industries, and most
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important, the public wvill get lower costs and improvements in the
various commodities.

It was my hope to include recommendations as to the taxing struc-
ture affecting small business, the financial situation affecting small
business, the Iong-term capital loan, the labor situation affectiing small
business, suggested management methods for small business through
the Department of Commerce.

However, I believe that the, subjects I speak on are of more impor-
tance for our Nation's economy and future, and I would like to request
the privilege of filing with the committee a supplemental statement
oni the various programs which I have just mentioned and which
cannot be included in this prepared statement.

I would like to bring to the committee's attention the result of a
questionnaire circulated among our members, through the official
publication, the Mandate. Bulletin No. 141. The questions were as
follows:

1. Are you for or against full-scale investigation of the present lack
of enforcement of the Sherman-Clayton Act and the Robinson-Patman
Act with adequate authority placed in the hands of the Federal Trade
Commission, and full investigation of the Federal Trade Commission
to see that all violations are handled promptly and effectively?

2. Are you for or against full investigation of the Antitrust Division
for the purpose of making all corrections necessary to bring about
prompt and effective prosecution of all monopoly violations now in-
completed; also efficient and prompt handling of all future antitrust
violations?

3. Are you for or against the House and Senate Small Business
Committees giving preference to action on the above-mentioned issues,
over activity \vhich pertains to any certain vocation of business?

That was distributed to 118.000 small businesses.
The answers have been received and tabulated, and the result of

the poll was as follows:
Question No. 1: 97 percent for, 2 percent against, 1 percent no vote.
Question No. 2: 96 percent for, 2 percent against, 2 percent no vote.
Question No. 3: 95 percent for, 3 percent against. 2 percent no vote.
In closing I say to you, in all sincerity, that unless immediate action

is taken through this committee and its recommendation to the Con-
gress of a vigorous and immediate antitrust law enforcements with
the proper appropriations-small business of this Nation might ias

well know the score now as later on-they are through.
I have been a small businessman, Mr. Chairmanl and memibers of

the committee, since 1909. These words of the National Federation
of Small Business, of which I am a director, I say are the truth and
the whole truth.

This committee has an important obligation. I think if these
antitrust laws are vigorously enforced you will see a different situation
in regard to the business of the Nation.

The CHAIRMAN. It would reduce prices?
Mir. BURGER. Yes, and it would be a recognition of the testimony

of the Assistant Attorney General, Mr. Wendell Berge, on February
13, 1947, before the Senate Civil Service Committee. in which he
brought out that the enforcement of the antitrust laws was merely
lip service.

The CHAIRMAN. Thank you very much, Mr. Burger.
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Senator SPARKMAN. Just to satisfy my own curiosity. you say small
business is 98 percent of the firms operating in this country. Where
did vou get that figure?

Mfr. BURGER. That is the break-down in the Comniiittee on Economic
Development. I think their source of inforn-ltion is the Department
of Commerce.

Senator SPARKMNAN. You followed the definition they gave?
Ar. BURGER. Yes we used that because they are from the Depart-

ment of Commerce.
The CHAIRMAN. It is a difficult thing to define and in the various

sizes and kinds of industry it is almost impossible. We ought to
leave it to somebody just to decide whether it was small business
or not.

It depends on the number employed, the capital investment, which
in some businesses may be verv big and some very small. It is a pretty
difficult thing to define.

Senator SPARtKMAN. I know that has been generally true. I thought
perhaps his organization had a specific definition.

MIr. BURGER. Senator Taft, I understand that on July 11 a delegation
from the food canners appeared before a committee in the House
and stated there was a tremendous suflplus of 'canned goods on hand,
and one of the members of the committee-and I am not going to
take the time to read the report in the New York Times-asked them
why they did not lower the prices.

I notice in the press that a delegation will come from California
and ask for a subsidy for the grape growers to convert them to raisins.

The CHAIRMIAN. That is for the Atomic Energy Commission.
Al. BURGER. I was very much impressed by your questions, Mr.

Chairman.
I know in Senator Sparkman's own State, in Gadsden, Ala., a big

business institution moved in and destroyed efficient small business-
men.

I can see the effect of these large mergers in my business-the rubber
tire industry.

Among the small producers in Akron-I know these independent
tire dealers with independent rubber companies-many of themn can-
not go on under present conditions.

In my home town in New Rochelle, N. Y., in buying a suit of clothes,
I said something about it and the merchant said, "Air. Burger, it is
not only in your business, but it is going into the clothing business."

'Senator SPARKM3AN. It is iniso many different lines of business I
was just wondering if you think there may have been some element
of that in the recent agreement between Big Steel and the miners.

Ar. BURGER. I think there was an editorial in the Times-Herald, and
about "all I know is what I read in the papers", as the late Will
Rogers would remark. They said Steel was interested in reaching
mass production and they did not care what process they used.

Whether there is an agreement between big business and labor-
well. I think there is concentration in business and the same thing ap-
plies to labor. There is "something rotten in Denmark."

The CHAIRMAN. The committee will adjourn until 10 o'clock to-
morrow morning.

(Whereupon, at 12: 40 p. in., the committee adjourned until 10 a. im.
Tuesday, July 15, 1947.)
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TUESDAY, JULY 15, 1947

CONGRESS OF TH-TE UNITED STATES,
JoiN T COM31ITTEE ON THE ECONOMIc REPORT,

Washington, D. C.
* The committee met, pursuant to adjournment, in room 357, Senate

Office Building, at 10 a. in., Senator Robert A. Taft (chairman)
presiding.

Present: Senators Taft (chairman), Watkins, Sparkman, and
O'Mahoney; and Representatives Bender and Hart.

Also present: Staff members Charles 0. Hardy, Fred E. Berquist,
and John W. Lehman, clerk.

The CHAIRMAN. The committee will come to order.
Mr. Earl Bunting, president of National Association of Manufac-

turers and president of O'Sullivan Rubber Corp., Winchester, Va., is
the first witness.

STATEMENT OF EARL BUNTING, PRESIDENT, NATIONAL ASSOCIA-
TION OF MANUFACTURERS AND PRESIDENT OF O'SULLIVAN
RUBBER CORP., WINCHESTER, VA.

The CHAIRMAN. Do you wish to submit your statement with the
appendix, or do you w'ish to make a short statement?

Mr. BUNTING. I think, if it -ill suit the convenience of the commit-
tee, Mr. Chairman, I would like to file the complete statement and
make an oral statement with the use of the charts we have assembled.

The CI-IAIRMNAN. Your statement will be placed in the record in full
and you may proceed.

(The document referred to follows :)
BRIEF SUBMITTED BY ]EARL BUNTING, PRESIDENT OF NATIONAL AssoCIATroN OF

MANUFACTURERS, AND PRESIDENT OF O'SULLIVAN RUBBER CORP., WINCHESTER,

VA.

This brief is presented to the Joint Committee on the Economic Report in the
earnest hope that we can make a tangible contribution to the important work
assigned to your committee. . It is our hope, too, that by this presentation, we
may play a constructive part in the maintenance of a high level of production and
employment, to the end that this Nation will continue to enjoy an ever-risilg
standard of living and that the national strength so essential to world peace will
be assured.

On the whole, Amierica's economic situation is definitely encouraging. Coin-
paratively few elements are unfavorable. The problem facing all of us is to
preserve the many favorable elements and to eliminate the few but dangerous
snarls in our economy.

409
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Our primary job is to establish a better economic balance-not a static balance,
but a dynamic and progressive set of relationships that will make America move
forward and upward from the present level.

To achieve this, Americans iust work for the long pull, not the short haul.
United effort can never spring from opportunism and expediency. But it is
entirely possible to establish certain principles to guide our decisions-this year
and next year-so as to open up a new era for this Nation and the world. If
our guiding principles are correct, we shall not need to call upon the crystal
gazers every time there is a slight change in economic affairs.

Without attempting to forecast future developments, we can, nevertheless,
examine the facts of the situation to advantage, bearing in mind that any such
examinations must inevitably involve individual judgment and opinion as well as
facts.

I believe I can best contribute to this committee's program by an appraisal of
major economic developments. But first let us briefly review our present economic
situation.

EMPLOYMENT

Despite predictions of Government economists, the threat of reconversion un-
employment never materialized. You will recall that in the fall of 1945, the
OWMR predicted that 8,000,000 woud be unemployed by the middle of 1946.
Actually at no time since VJ-day did unemployment exceed 2,700,000. At no
time did it even reach that level except in March 1946 when serious strikes had
disrupted production.

The following table (table I) gives the record of civilian employment and un-
employment from 1939 through May 1947. It is sufficient to point out here that
civilian employment is at an all-time high of 60,000,000 and that unemployment
is now a negligible factor. There has been no mass unemployment since 1939,
when 8,800,000 were unemployed. Factory employment alone in April 1947,
according to the Bureau of Labor Statistics, totaled 15,418,000, an increase of
5,340,000 over 1939.

TABLE I.-Civilien labor force, employment and unemploymnient

[In millions]

Civilian labor force

Total Employed Unemployed

1939 -53.7 44.9 8.8
1940 -------------- 54.0 46.5 7. 5
1941 -54.1 49.1 5.0
1942 -54.5 52.1 . 2. 4
1943 - 53.5 52. 4 1.1
1944 -52.6 51.8 .8
1945 -53.6 52.5 1.1
1946 - 57.5 55.2 2.3
1947-January - 57.8 55.4 2. 4

February -58.0 55.5 2.5
March -58.4 56.1 2.3
April - 59.1 56.7 2. 4
May- 60.3 58.3 2.0

Source: Bureau of Labor Statistics and U. S. Commerce Department.

PRODUCTION

This spring, total industrial production has been running at the highest levels
ever experienced in peacetime. The Federal Reserve Index of production is
approximately 90 percent abdve the prewar average, 1935-39. Even if we lop
off the great upward bulge that occurred between Pearl Harbor and VJ-day,
there remains a picture of continuous peacetime growth at a rate averaging con-
siderably better than 10 percent per year. This is a remarkable achievement
of which we can all be proud.

There was a distinct wavering of production trends from VJ-day to mid-1946
without a distinct trend in either direction, up or down. In mid-1946, however,
with the major strikes settled and prospects for an end of price controls beginning
to crystallize. production moved resolutely upward. The percentage rise in
production was not great in this period because the level was relatively high even
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during the reconversion period. It wits about 60 percent above the 1935-39
average during all the reconversion, despite strikes and shortages of materials.

The difficulties during the winter of 1945-46 seriously delayed production of
many basic iteims for which people were clamoring. Material shortages, major
labor disturbanlces, pricing policies and other factors gave us a faltering start
on'the problem of meeting immense pent-up needs.

The delays were not due to the physical problems of reconversion. These
problems were largely solved, and the physical transition was completed, within
a few months after VJ-day.

In advocating the elimination of price controls, the NAI predicted that we
would get an increase in production and-even more important-a better balance
of production. Over-all production itself-as measured by the Federal Reserve
Board 1ndex of Production-began to rise in July, 1946. You will recall that
there were no price controls from June 30 to July 25, 1946, because of the Presi-
dent's veto of the first price-control bill. The new price-control act was in effect
from July 25. until November 9 when the President removed all price controls
except those on rents, sugar, and rice. During this interim period from July
25 to November 9, 1946, price ceilings were raised for many commodities because
of the provisions of the new act which allowed producers some increases in line
with increased costs. The FRB Index of Production (corrected for seasonal
variation) rose from 170 in June, 1946, to 183 in November. At no time since
then has-the index fallen below 182.

Now let us see what happened to. the production of many items that the Ameri-
can consumer desperately wanted, and still wants in great quantities, as revealed
in United States Department of Commerce reports.

The output of automobiles has increased rapidly. With some temporary set-
backs, it has increased to a point where the industry is producing more than
100,000 cars and trucks per week. This output is exceptionally high and bids
fair to continue-even to increase to new record levels.

Tire production has climbed to all-time highs-far ahead of any output ever
achieved before. The increased supply of tires has already resulted in price
reductions.

Washing machines are making all-time records in output. The same is true of
vacuum cleaners, which are being produced at more than double the rate of output
in 1941.

Radios have been flooding the American market, particularly since the fourth
quarter of 1946. Here again the unit production far exceeds 1941, and, as every-
body knows, the price of radios has already broken sharply.

Electric ranges are making new production records and so are water heaters
of the nonelectric type. The output of cooking stoves climbed steadily through-
out the last year and through the first quarter of 1947.

Especially significant is the supply of basic materials underlying such consumer
goods. The Federal Reserve Board indexes show output of steel running more
than double the 1935-39 average.

Machinery output is 234 times the prewar average.
Transportation equipment is more than.double.
Production of nonferrous metals and products is nearly twice prewar.
So are most of the leading products in the stone, clay, and glass fields.
Despite many difficulties, even lumber and lumber products are almost half again

above prewar levels.
Throughout the soft-goods fields the output is not as high in relation to prewar

averages as the heavy- and durable-goods fields-with a few exceptions such as
rayon and industrial chemicals.

Goods that have been long scarce have reappeared in increasing quantities in
the Nation's stores from month to month since the latter part of 1946. This is
a fact that can be sensed by the average consumer. by observation of trade journals,
by reports of buyers' activities, and so forth. There is growing evidence of im-
proved balance in consumer-goods inventories at the industrial level and at the
retail level as well.

The NAM1 said last year that production would go up if price controls were
removed, and production has most certainly gone up.

PRICES

The subject of prices in the reconversion and postwar periods has become highly
controversial. The problem of cost-price relationships cannot be solved by finger
pointing and name calling. Analysis of the factors involved, not recrimination,

-JA
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is called for. In this brief statement I cannot present a complete analysis of
the price situation, but I can deal, with some of the underlying problems and
present some of the basic facts of price trends.

During the war period, price controls and rationing of consumers' goods were
necessary. On the one hand, there were tremendous inflationary pressures due
largely to deficit financing of the war. On the other hand, the Government delib;
erately curtailed the production of consumer goods so that a maximum of our
labor force and productive facilities could be used for war production. With
increased purchasing power on the one hand and a great shortage of goods on the
other, consumers' prices could have gone through the roof. Hence drastic price
controls were imposed. Rationing of foods, gasoline, oil, tires, and other items
was set up to assure a fairly equitable distribution of essential goods among
the civilian population.

With the cessation of hostilities, most rationing was immediately eliminated,
thereby releasing a great pent-up demand for many commodities. But price
controls were retained for over a year after the cessation of hostilities. This
prolonged continuation of price controls restricted production of important lines
because price ceilings were too low to allow for increased costs. Since pro-
ducers could not afford to produce at a loss, many important items did not
come onto the market in sufficient quantities. In maintaining price controls
long after VJ-day, the Government in effect was sitting on the lid. The NAM
believed that this was not a solution of the problem.

Recorded prices during OPA, in many cases, did not represent true prices
because:

A. Many prices were kept low by subsidy payments to producers, especially
of farm products. In this way, higher prices were really paid out of taxes.

B. Many of the items priced in the indexes could be bought only on the black
market at over-ceiling prices. Black market prices did not get into the indexes.

C. Many items in the price indexes reflected lower quality, therefore the offi-
cial figures concealed some price increases.

The cfficial indexes of prices throughout the whole period of price control,
and more particularly in its later months, did not reflect true prices. Therefore,
it was to be expected that when controls were removed or greatly relaxed and
when subsidies were removed, there would be a short period of turbulence in
the price indexes. In other words, the process would be like releasing a com-
pressed spring. For a while it would jiggle up and down and then settle at a
newv level.

The following table (table II) gives three of the major price indexes and
average hourly earnings in manufacturing from 1939 through May or June,
1947 (whichever is the latest available figure).

TABL.E II.-Hourly earnings in manufactutring. cost of living, wholesale prices
(middle of month)

[1939=1001

Wholesale prices
Hourly earn-
ings in manu- Cost of living

facturing All commodi- Mannfactured
ties products

1939-Averace- - 100.0 100.0 100.0 100.0
1940-January -103. 6 100.1 103.2 101. 7

February -103.3 100.7 101. 7 100.9
March -103.8 100.4 101.6 100.9
April -103.6 100.5 101.3 100.6
May -104.3 100.7 101.9 101.4
June -104.6 101.1 100.5 100.0
July -103.9 100.9 101.2 100.6
Aucust-104.3 100.6 100.3 100.7
September -104.7 101.0 101.2 101.4
October -105.1 100.8 101.4 101.4
November -106.0 100.7 103.0 102. 6
December -106.8 101.3 103.5 103.1

1941-January-107.9 101.4 104.7 103.8
Fcbruary-108.2 101. 4 104.5 103.8
Match-108.8 101.8 105.1 104.1
April -110.9 102.8 107. 7 106.1
May-113.9 103.5 109.9 108.1
June -115.6 105.2 112.6 109.9
July -116.1 105.9 114.4 111.4
August -. ,16.3 10 116 4 113.1

. ,A l
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TABLrE II.-Hourty earnings in manufacturing, cost of living, wholesale prices
(niddle of mosctk)-Continued

11939=100]

Hourly cain- W9holesale prices
ings in manu Cost of living

facturing All commodi- Manufactured
ties products

1941-September - - - 118.2 -108.8 119.0 115.2
October - 120.2 110.0 119.1 115.9
November - - - 122.1 110.9 119.9 116.6
December - - - 123.7 111.2 120.9 117.2

1942-January - - - 126.5 112.7 . 124. 2 119.6
February - - - 126.9 113.6 124.9 120.1
March - - - 128.1 115.0 126.1 121.3
April - - -129.9 115.8 127.7 122.2
May - - -131.9 116.7 127.9 123.0
June - - -133.5 117.1 127.8 122.4
July: - - -135.2 117.7 127.7 122.3
August - - - 137.4 118.2 128.4 122.8
September - - - 140.9 . 118.5 128.8 123.0
October ' - - - 141.1 119.7 129.4 123.5
November - - - 143.0 120.5 130.0 123.5
December - - - 143.3 121.1 130.5 123.7

1943-January - - - 145.2 121.4 131.9 124.,3
February - - - 146.0 . 121. 7 132.6 124.5
March - - - 147.6 123.5 134.0 124.7
April - - -149.1 124.8 134.4 124.9
May - - -150.6 125.9 134.8 125.2
June - - -151. 5 125.6 135.1 124.8
July -- 152.1 124.6 133.6 123.4
August 152.4 124.1 133.4 123. 9
September - - - 156.9 124.6 133.6 124.0
October - - - 156.1 125.2 133.6 124.3
November - -. 157.3 124.9 133.5 124.3
December - - - 157.2 125.2 . 133.6 124.4

1944-January - - - 158.3 124.9 133.8 124.4
February - - - 158.5 124.5 133.9 124.7
March - - - 158.9 124.5 134.5 124.7
April - - -160.0 125.4 134.8 125.0
May - - -160.7 125.9 134.5 . 125.2
June - - -160.7 126.2 134.7 125.2
July - - -160.8 126.9 134.9 125. 2
August - - - 160.5 127.2 135.1 125.3
September - - - 163.0 127.3 134.5 125.3
October - - - 162.9 127.3 134.8 125.4
November - - - 163.5 127.4 135.2 125.4
December -- 164.3 127.8 135.6 125.5

1945-January - - - 165.2 127.9 136.0 125.7
February - - - 164. 8 127. 7 136.4 12.89
March - - - 164.9 127.6 136.5 126.1
April - - -164.9 127,9 137.0 126.4
May - - - 14.6 128.9 137.3 126.4
June - - - 164.0 129.8 137.7 126.4
July - - -163.2 130.2 137.1 126.3
August - - - 161.8 130.1 137.0 -126.5
September - - - 155.9 129.7 136.0 126.1
October - - - 15.6 129.7 136.8 126.3
November - - - 156.4 130.1 138.1 126.6
December - - - 157. 0 130.7 138.6 127.1

1946-January - - - 158 6 130.7 138.6 127. 4
February-- 158.3 130.4 139. 2 127. 9
March - - - 163.5 131. 0 140. 8 129. 2
April - - -167.1 131 7 141.9 129.9
May --------------------------- 169.2 132.5 144.0 131.5
June - - -171.2 134.1 145.2 132.3
July - - -172.7 141.9 156. 8 142.9
August - - - 17.5. 7 145.0 166. 6 152.3
September - - - 177.9 146.8 158.1 143. 6
October - - - 178.5 149.3 163.6 147. 0
November - - - 179.9 153.1 176.4 161.6
December - - - 381.4 154. 2 181.4 167.0

1947-January - --- 183.4 154.0 182.9 169.0
February -- ---------------- 184.8 154.1 185.8 172.4
March - --- 186.4 157.2 192.6 176.1
April - ------- 187.4 157.0 192.3 176.0
May ------------------------ 191.2 156.7 190.9 176.2
June --------- 91.7 177.1

Source: Bureau of Labor Statistics.

65210-47-pt. 1-27
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Over-all price increases in basic indexes have been as follows:
From mid-June to mid-November-roughly the period of no controls and re-

laxed controls-the wholesale prices of all commodities increased 21.5 percent;
during the same period the wholesale price of finished manufactured goods
increased 22.1 percent. The cost of living increased 14.2 percent in the same
period.

From mid-November to mid-June-the period when all controls were off-
the wholesale prices of all commodities increased 8.7 percent, and of finished
manufactured goods 9.6 percent. The cost of living from November to mid-May
rose only 2.4 percent.

The figures show that all prices increased only moderately from 1942 through
1945, the war years. This was due to the arbitrary handling of prices already
referred to. But it is amazing that the lifting of controls has resulted in such
moderate price increases, considering the fact that until July, 1946, we had
imperfect reporting of actual prices; that price ceilings did not allow sufficiently
for increasing costs; and, that many of the goods priced were available only in
black markets. Moreover, all the price indexes have flattened out since March
of this year.

In indicating the broad price movements since 1939, it might be well to note that
all commodities have increased 91.7 percent, while finished manufactured goods
have increased only 76.8 percent, and the cost of living only 56.7 percent.

In view of greatly increased costs, I believe that manufacturers' prices have
been kept well in line.

WAGES

Wages must be examined from at least two general standpoints. On the one
hand, they are income; on the other hand they are costs.

From the standpoint of income, the record shows that in-the manufacturing
field, as a whole, average hourly earnings actually have moved up ahead of
consumer prices-the cost of living-ever since 1939. Wage rates have been
"out in front" all the way. There has been much ado about one period-
between VJ-day and the end of 1946-when some held that labor was being
squeezed. But all that happened in this period was a slight reduction of the
wide spread between soaring war-time wage levels and the cost of living.

Average hourly earning of factory workers in May 3, 1947, were 91.2 percent
higher than in 1939; while the cost of living was only 56.7 percent higher.
Real wages have actually increased 22 percent through this period. Those who
make comparisons between wages and prices from a starting point around
VJ-day (to indicate that workers have been losing ground) merely blot out and
ignore the enormous gains and advantages obtained in the wage structure prior
to these starting points and since 1939. - I

Regarded as a cost, this record of wages goes far indeed toward explaining
prices and price trends. The direct wages paid by a particular manufacturer
may amount to 10 or.25 percent or even 50 percent of the price of his product.
But it is obvious that there are more wage costs in all the materials, supplies,
and components that the typical manufacturer buys. Additional wages and
salaries go to his salesmen, his accountants, and his engineers. There are wages
in the transporting of materials to his door and in the transporting of finished
products away from his door:

Throughout the long chain of production and distribution, wages tend to
pyramid into the ultimate price of the finished product. Wage increases within
a given plant do not reflect the full effect of wage increases throughout industry.
The manufacturer pays, through increased costs for his materials, for the wage
increases granted in supplying industries. For example, the wage increases
recently granted to coal miners will be reflected in increased costs of manu-
factured products and of transportation. Ultimately, such a wage increase is
pyramided in the final price which all of us pay.

It is difficult to trace the full effect of widespread wage increases throughout
our economy. But this much we knowv:

In the last analysis nothing is made and nothing is moved without labor.
Therefore, broad and fundamental wage changes reverberate throughout the
entire economic structure and constitute the overwhelming bulk of the price of
the finished product by the time it finally reaches the consumer. In the final
analysis, labor costs are from 75 to 85 percent of all costs.
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We have observed the overwhelming pressures of wages upon prices, and of
prices upon wages. It is difficult to say which causes which to move, unless we
select a somewhat arbitrary starting point for our discussion. But I think we
wilt all concede that wages and prices tend to move hand in hand in a period of
broad and basic economic changes. There are, of course, various important lags-
and leads, but wages never can get very far out of line with prices for any long
period of time. They constitute a comparatively fixed proportion of the sales
dollar.

Production is the real answer to real wages. We cannot have things which we
do not produce. We get more only by producing more.

PROFITS

Profits are the spark plug of our economy. Yet from much of the current dis-
cussion of profits, one would think they are a burden on our economy and that it
would be better if all business concerns-incorporated and unincorporated-op-
erated constantly at the break-even point. "Production for use and not for
profit" is the seductive slogan to the Socialists. But a dynamic society cannot
operate on such a basis. Even a Socialist state has to keep its operations in the
black. To me, profits are associated with freedom. Elsewhere I have said:

"The important thing is not the difference between average profits in a year
of great demand, and average profits in a year of business failures left and right.
The important thing is whether X company or Y company or Z company made
enough to stay in business and go forward.

"The important thing is whether past profits or the outlook for profits to come
is attractive enough to make persons who have the funds to invest feel like risk-
ing their money, despite losses already sustained, or despite the possibility of
future losses.

"Finally, more important than profits as such-either their 'bigness' or their
'littleness'-is the effect which the freedom to make a profit has on everybody.

"Freedom to profit is what impels the enterpriser to try to produce a better
product than his competitor. It drives people into never-ceasing effort to surpass
other people in giving the consumers and users what they want, when they want
it, and at a price they want to pay."

Much of the current discussion has been of over-all aggregate profits without re-
gard to the volume of sales. . Such discussion is bound to give a distorted and
unreal picture.

According to a study released by the United States Department of Commerce
on June 17, net profits of manufacturing corporations, after taxes, in 1946, were

*61%3 billion dollars. In total dollar volume, this figure is the highest in our his-
tory. Manufacturers' profits were about 12.8 percent higher than in 1943-the
previous peak year.

Many people have the naive notion that profits are available in cash. The
businessman knows this is not so. To a considerable extent, profits represent
accruals of physical assets. The accrual of assets in recent years has been largely
affected by price increases. A large part of the profits in 1946 were due to the
increases in inventories and the higher prices of these inventories. The De-
partment of Commerce said:

"An aspect of the recent profit trend meriting special attention in judging the
corporate profit and investment situation is the increase in the value of inventory
holdings that resulted from the rise in prices. It is extremely difficult to sep-
arate the increase in the book value of inventories arising from the price change
from the increase resulting from the physical addition to stocks."

Yet this vital point has been completely ignored by those special pleaders who
charge business with exorbitant profits.

Stockholders in all corporations have not benefited much from dividend pay-
ments in the past 5 years despite a considerable increase in profits over those
of the 1930 s. This is because corporations have had to retain an unusually large
portion of profits for capital needs. In 1946, only 44 percent of corporate profits
were paid out in dividends. In fact, since 1942 dividend payments ranged from
43 to.53 percent of profits.

If we consider aggregate-profits, it is fair to consider them also in relation to
aggregate wages. This comparison can best be made with respect to manu-
facturing industries and is shown in the following table III.
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TABLE III.-Manufacturinfg corporations profits and total wages in manufactur-
ing industries

[Millions Of dollars]

Manufacturing Total wages in Manufacturing Total wages in
corporations anfcuigcorporations manufacturing
profits (net industries proft(nt idsre
after taxes) after taxes)

1929 -4, 392 10,996 1938 -1,129 7,954
1930 -1,318 8,893 1939 -2, 941 9, 390
1931 -- 487 6, 742 1940 -3,818 10,752
1932 -- -- -1,426 4,648 1941- 5,695 15,729
1933 576 4, 986 1942 -5,209 23,025
1934 - 1, 047 6,414 1943 -5,605 31,401
1935 -1, 776 7, 381 1944 -5,373 32, 463
1936 -2,874 8,564 1945 -4,553 27,551
1937 -2, 923 10,217 1946 -6, 338 25,016

NOTE.-Profits, net after taxes.

Source: Profits, U. S. Department of Commerce; wages, based on Bureau of Labor Statistics data.

It will be noted that wages in manufacturing increased from $9,390,000,000 in

1989 to $25,016,000,000 in 1946, an increase of 166 percent. This reflects not only
increases in wage rates but fuller employment. During the same period aggre-

gate profits of manufacturing corporations increased from $2,941,000,000 to

$6,338,000,000, an increase of 115 percent.
The best over-all measure of the rate of profits is the return on sales. Viewed

in this way, corporate profits, though high in 1946, are neither exorbitant nor

unprecedented.- In 1946 profits of all corporations were 5.1 percent of sales,

based on United States Department of Commerce figures. This ratio was ex-

ceeded in 1941 when the rate was 5.2 percent and in 1929 when it was 6.0 percent.
Manufacturing corporations had a profit rate of 5.0 percent in 1946, compared

with 6.2 percent in 1941, 5.8 percent in 1940, and 6.2 percent in 1929.
Again, it is instructive to compare the profit rate (percent of sales) with wage

rates (average hourly earnings). This is done for manufacturing in table IV'

Wage rates, as measured by average hourly earnings, have risen from 63.3 cents

per hour in 1939 to 108.4 cents in 1946, an increase of 71.2 percent. (In May

1947 average hourly earnings were 121.0 cents.) But profit rates have shown
no such increase. Profit rates from 1939 to 1946 have ranged from 3.3 percent

in 1945 to 6.2 percent in 1942. As a matter of fact, the profit rate in 1946
(5.0 percent) was slightly lower than in 1939 (5.1 percent).

TABLE IV.-Profit margins on sales-Manufacturing corporations and average
hourly earnings in manufacturing industies

ManuactuI)g Average hourly Manufacturing Average bourly
Manufractuiongs vrg on corporations eangsi

corporations earnings in profit margin marnufacturin
profit margin manufacturing on sales mauctrn

on sales

Percent Cents Percent Cents

1929 - -6.2 56.6 1938 2.3 . 62.7
1930 2. 3 55.2 1939 5.1 63.3
1931 - - -1.1 5 .5 1940 5.8 66.1
1932 - - -4.6 44.6 1941 -. 6.2 72.9
1933 1.7 44.2 1942 - -4.5 85.3
1934 2.6 53.2 1943 3.9 96.1
1935 3.8 55.0 1944 3.6 101.9
1936 5.1 55.6 1945-- 3.3 102.3
1937- 4.8 62.4 1946 : 5.0 108.4

NOTE.-Profits, net after taxes.

Source: Profit margins based on U. S. Department of Commerce data; hourly earnings, U. S. Bureau of

Labor Statistics.
NATIONAL INCOME -

National income is the best single measure of the net value of goods and
services produced in a single year and of the shares of the national product
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going to the various segments of our economy. While national income fluctuates
with periods of prosperity and depression, the relative shares paid out in com-
pensation .to workers and to various types of property owners remains substan-
tially unchanged. There are, however, minor variations even in the relative
shares when shifting from a period of prosperity to one of depression. The war
also shifted slightly this relative share of national income, but we are now
returning to the normal type of distribution.

For example, in depression years profits fall or may even be converted into
over-all deficits and this shift tends to increase the relative share paid out in
wages and salaries. In the war years, total wages and salaries were relatively
large because, in addition to a large civilian labor force, we maintained as many
as 10,000,000 men in the armed services whose compensation tended greatly to
increase the relative share of the national income paid out for compensation.
I mention this because the return to the normal proportion of national income
paid out in wages and salaries has been interpreted by special pleaders as evi-
dence of a redistribution of national income, whereas what we are experiencing
is merely a return to a normal labor force, exclusive of a large Army and Navy
personnel.

Let me high light a few features of the trend in the relative shares of national
income:

(a) Compensation of employees has, since 1929, fluctuated around two-thirds
of the national income.

(b) Corporate profits-barring severe depression years when there have been
over-all deficits-have been around 6 to 7 percent of national income with the
highest point 8.8 percent in 1941.

(c) The income of unincorporated business, including compensation of the
entrepreneur, such as farmers and small businessmen, has been around 16 percent
of national income. Because of greatly increased income of farmers, this type
of income reached 18.3 percent of national income in 1946.

(d) Interest, net rents, and royalties before 1939 were roughly 10 to 17 percent
of national income, but have, in the past 5 years, ranged from 6 to 8 percent.

FOREIGN TRADE

Without a soundly based international trade, the world cannot prosper. But
international trade cannot raise living standards unless each country first puts
its own house in order. We can do our greatest share for world rehabilitation
and progress by keeping our own house in sound and prosperous condition. This
is our first and our paramount task.

We all realize that our former allies in Europe need a great deal of help from
us if they are to be able to help themselves and be able to participate effectively
in a sound exchange of goods and services.

In terms of national income our exports today are higher than in almost any
peacetime year. However, they were higher relative to national income in the
first year of peace following World War I than they were in the corresponding
year following World War 11-12 percent in 1919 as against 8 percent in 1946.
Total exports of goods and services in 1946 was 15.3 billion dollars but foreign
sales to us amounted only to 7.1 billion dollars. At the rate we are now going,
the difference is getting steadily wider and it is estimated that our total exports
for this year will reach $20,000,000,000 with very little change in the volume of
imports.

It is also estimated that foreigners will have only $12,000,000,000 (inclusive of
their exports to us) with which to pay. If we are to meet this deficit by loans or
gifts, we must make sure that, in our desires to help our friends abroad, we do
not disrupt our own economy. This can easily be done and, as a matter of fact,
it has already been done through enormous Government purchases of farm and
food products. The consequent price rise has raised our living costs to the
detriment of consumers.

In our sincere efforts to help our friends help themselves, we must bear in
mind that such help has repercussions at home too. Billions of our own dollars
spent for foreign purchases in this country cannot but push prices upward.

I have presented these thoughts to you because I believe that foreign trade
and foreign aid are problems we must face. The world needs not only goods
but also our know-how and our spirit of enterprise. These problems are ex-
tremely complex and I have no panacea to offer. But I would like to impress
upon you that we must analyze all aspects of the picture if we are really to
achieve our goal of helping others to help themselves to prosperity and peace.
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MONEY AND CREDIT

Sound fiscal and financial affairs are necessary if business is to be able to
render its best service to the public. Unbalanced Federal budgets, deficit financ-
ing, and other threats of inflation are not conducive to good business and pros-
perity.

During the war, sound financing was set aside in every country in the world.
We were no exception to the rule. Our public debt is staggering and the need
for private venture. capital great.

Today the money supply is three times as high as in 1939. It is about $107,-
000,000,000. Since October of 1946 a slight decline has occurred but the general
level is about the same as at the end of 1945. The extent to which these avail-
able funds constitute an inflationary threat depends on public psychology and
fundamentally on increased production at low unit costs.

THE NEED FOR CAPITAL

To continue to grow and prosper, and provide reasonably full employment,
we must accumulate savings needed for capital formation. , There is no more
important factor for sustained employment than adequate capital investment.
Our whole history demonstrates this. Basic studies by the National Bureau of
Economic Research, and more recently by the United States Department of
Commerce, show that in the past three-quarters of a century we have had to
devote roughly one-fifth of our gross national product to capital investment.
The accumulated investment of new capital and the replacement of worn-out
and obsolete capital-in the form of plants, machinery, and equipment-have
enabled us to increase the output of workers. This has also enabled us to
increase real wages and raise the general standard of living of our people.

The NAM, in its testimony before the House Ways and Means Commhittee,
has made this problem the keynote of its proposals for tax reduction. Our
program is based on a careful study of the needs of the Nation for capital
investment over the next 10 years and of the sources of savings from which
this capital investment must come. Our study further demonstrates that the
present system of taxation must be substantially overhauled to make it possible
for our country to grow according to the normal, historical trend. To have
steady employment, continued prosperity, and a rising standard of living, this
trend must be resumed.

It is impossible for me, in this brief statement, to summarize the basic study
upon which our tax proposals are based. Because of the importance of this
subject to the work of this committee, I am taking the liberty of attaching to
this brief a copy of that part of our testimony which deals with the need for
capital formation. I should like to point out, however, that we estimate that
the total need for capital formation will increase annually from $42,000,000,000
to about $50,000,000,000 in 1956. In its study, the NAM has made annual esti-
mates of the amount of savings available from various sources: (a) Business
reserves, (b) corporate retained earnings, (c) Government, and (d) individuals.

We have ~made a distinction between venture and nonventure savings. Non-
venture savings consist of institutional savings, absorption of bank deposits
created by bank loans, and the absorption of liquid assets now held by cor-
porations. Our study also shows that most of the venture savings of individuals,
as distinct from corporate venture savings, come from those individuals in the
higher brackets of income-primarily those who have incomes of more than
$10,000 a year.

We find that, so far as'total savings are concerned, the deficiency of savings
with respect to capital needs will increase from 4.5 billion dollars in 1947 to
7.3 billion dollars in 1951. From this point on, the deficiency will drop and
will run at the rate of about 1.7 billion dollars throughout 1956. This would
seem to indicate that there would be a great drop in the need for savings after
1951, but that is an incomplete and misleading assumption. We find, when we
estimate the amount of venture savings which will be available, as compared
with the investments which will have to draw on this type of savings, that
there will be a great increase in the deficiency in 1950 and 1951 and that from
1952 through 1956 it will run at about $9,000,000,000 a year. This is shown in
the following table:



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 419

TABLE V.-Prospective deficiency in savings

[In billions of dollars]

Deficiency Deficiency Deficiency Deficiency
in total in venture in total in venture
savings savings savings , savings

1947 4.5 1.2 1952 -1.6 8.4
1948- 5.1 2.1 1953 -1. 7 8. 7
1949 -5.1 2.1 1954 -1.6 9.1
1950 -------- ' -6. 6 13.0 1955 -1. 6 9.4
1951 -7.3 13. 9 1956 ------- 1. 7 9.8

Our findings, we believe, have important implications for your committee. To
provide sufficient savings to take care of the increasing need for capital forma-
tion, our whole tax structure must be revised and we must have a general
lowering of Government spending and taxing.

SUMMARY

In my judgment, there is much reason today for the people of this Nation to
look forward to the future with confidence. Production is steadily rising and,
equally important, it is becoming better and better balanced. Total-wage pay-
ments have held up amazingly well in our reconversion 'from war to civilian
production. Prices are high as compared to prewar, but the increase has been
less than the irise of wages, and during the past 4 months the price level has
definitely flattened out. We yet have to see the full effects on prices of the
current-round of wage increases. But if we can keep production and productive
efficiency moving forward, we should be able to hold this potential price rise
from getting out of hand.

For.the general situation to be this favorable only 2 years after the end of
the war should be a source of real pride to the American people. But it would
be a serious error to assume, that we are now in a position to rest on our
oars. Two major problems confront us and they must be solved if the Nation
is to continue'to move forward:

The first of these problems is to make the necessary changes, in our tax laws
to provide the capital formation essential to the continued growth of production
and the provision of jobs for our growing labor- force. This is a problem which
must be solved by the Congress.

The other problem is for all of us to forget our selfish group interests and,
in a spirit of genuine unity, put our shoulders to the wheel.

By "unity" I mean not only teamwork in the productive activities of our
Nation but unity of understanding of what has made America great; of what is
needed to perpetuate this greatness; of what real, wholehearted teamwork means
to the future of every worker in this land, the future of our Nation-indeed,
the future of the whole world-for only a strong, united America can insure
peace in the years to come.

That is why we have approached this presentation with a full recognition
of the tremendous import of the problems with which you are dealing. We have
confidence that you share this recognition and that you will provide the leadership
that will carry the American people safely through the turbulent times that lie
ahead of us.

APPENDIX

STUDY ON CAPITAL FORMATION AND TAXES SuBMrrTED ON JULY 11, 1947, BY THE
NATIONAL ASSOCIATION OF MANUFACTURERS TO THE HousE WAYS AND MEANS
COMMITTEE

CAPITAL FORMATION AND' TAXES

It is customary to approach the problem of taxes from the point of view of
how much the Government proposes to spend and, then, when this is determined,
devise ways and means to collect the needed amount-from the taxpayers of the
Nation.

When the amount is small-either in dollars' or as a percent of the national
income-such an approach to the tax problem is economically sound. In these
circumstances the total amount collected in taxes is not enough to disrupt the
economic system, and consequently the primary consideration is simply that of
distributing the tax burden equitably.
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But today the potential demand for funds on the part of the Government has
become so great and the tax burden in this Nation has become so heavy, that it
no longer is safe from' the point of view of the future welfare of our Nation and
our people to think only in terms of the distribution of the tax burden.

Today the first and primary consideration must be not how to collect so many
billions of dollars, but how many billions can we afford to collect in taxes if the
country is to continue to progress, if we are to continue to have full employment
and full production, if our people are to continue to enjoy a steadily higher
standard of living.

The tax problem of this country, we submit, therefore becomes one now of
substantial relief for all the people from the crushing burden of wartime taxes,
plus the maximum of assurance that this relief will be so planned as to promote
the continuation of industrial and agricultural growth, prosperity for all, security
for the individual, and the national strength which will mean so much to world
peace in the years to come. That is why we are here proposing both a new
approach to the tax problem and specific measures to implement this approach,
all to the end of providing-

The maximum of tax relief now to all citizens, and the maximum of protec-
tion for all citizens against unemployment, distress, and national weakness in the
years immediately ahead.

To answer the question of how much this country can afford to pay in taxes,
it is necessary to keep one fact constantly in mind: When Government collects
taxes from the people it does not reduce the total volume of buying power in
the country. What happens when Government takes away part of the people's
income is simply that Government, instead of individuals or private organiza-
tions, spends the money. In other words, taxation is, in its immediate impact,
a problem not of how much buying power there is in the economic system, but
of who is to use this buying power and in what ways.
* In view of this irrefutable fact is there any possible answer to the question
of how much taxation our Nation can stand and still prosper?

If we are to answer the question of how much taxation we can afford, we
must find some way to distinguish between that taxation which represents merely
the transfer of an inescapable burden and that taxation which undermines the
economic progress of the Nation. We must find some bench mark without which
the Nation and our people cannot continue to progress. This bench mark must
be one which would remain the same regardless of whether the Federal Gov-
ernment proposes to spend 20, 30, or 40 billion dollars, and regardless of whether
our national income is 150, 175, or 200 billion dollars. In other words, we must
have a bench mark which is definitive in the sense that we can say with positive-
ness that unless such and such is done the Nation cannot continue to grow and
prosper, regardless of what else may be done.

Fortunately, there is such a bench mark. It is the amount, on the average,
of each dollar of goods and services produced which, instead of being consunmed,
is saved and through investment is used for further production, In technical
terms, this is known as capital formation. It includes not only machines and
factories, but everything used in the productive process.

'We have data on the amount of such capital formation from 1869 to the present.
The data from 1869 through 1939 were compiled by the National Bureau of
Economic Research. From 1909 through 1946 similar data have been compiled
by the United States Department of Commerce. These two organizations have
used somewhat different definitions in their studies, but when allowance is made
for the differences the results are so nearly identical as to remove any doubt
as to.their fundamental accuracy.

Specifically, as the following table shows, just about one-fifth of the Nation's
total production must be'devoted to capital formation.

Percent of gross national product devoted to capital formation

Gross capital formtation, Gross capital formation
as percent of gross as percent of gross

Period : national product Period: national product
1869-78________------------- 18. 9 1899-1908_------------------ 20. 1
1874-83________------------- 18. 9 1904-13_-------------------- 19. 7
1879-88 ______--___________ 19. 3 109-18--------------------- 20. 7
1884-93 -------------- _ 20.8 1914-23____________-________ 21. 7
1889-98________------------- 21. 3 1919-28_--________-________-20. 8
1894-1903------------------- 21. 1

Sourse: National Bureau of Economic Rtesearch.
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This capital formation has been accompanied by growth in production as shown
by the following figures:

Gross national product

[In dollars of constant purchasing power]

Gross national product Gross national product
(in billions of dollars (in billions of dollars

Period: of 1929 purchasing power) Period-Cont. of 1929 purchasing power)
1869-78_-------------------- 10. 3 1899-1908:-_________________ 41. 2
1874-83_-------------------- 14. 8 1904-13_--------_____________49. 8
1879-88_-------------------- 19. 5 1909-18_-------------------- 56. 5
1884-93_--------------------- 23. 1 1914-23_-------------------- 64. 5
1889-98_-------------------- 26. 7 1919-28_-------------------- 77. 8
1894-1903_------------------ 32. 9

Source: National Bureau of Economic Research.

Not only has total output increased, but the product per man-hour of labor has
also grown phenomenally.

This increase in productivity is a direct result of the worker being given more
and better machinery and tools with which to work; that is, of capital formation.

The recor dof the product per man-hour in manufacturing industries since 1899
is shown in the following table:

Product per man hour in maanufacturing

[1899=100]

Product per Product per
Year: man-hour Year-Continued man-hour

1899__________-------------- 100 1923_-______________________ 179
1909 --------- ------------- 118 1925_---------------- 7 200
1914__________---------------137 1927_----------------------- 213
1919__________---------------135 1929___________________-____ 238
1921__________-----__________ 164

Source: National Bureau of Economic Research.

Because of the increase of productivity resulting from capital formation, real
wages have risen in this manner:

Real hourly earnings in man-ufactutring, 1869-1929

1869_______________ 21.9
1870_____---------- 23. 2
1871_____---------- 24. 0
1872_____---------- 24. 1
18738-------------- 24. 6
1874_____---------- 24. 0
1875_____---------- 24. 5
1876_:____-------- - 24.8
1877_____---------- 23. 9
1878_____---------- 23. 5
1879_____---------- 23.4
1880_____-----------23.5
1881_____---------- 23. 3
1882_____----____ 22. 9
1883_____---------- 24. 6
1884 - ---------- 25.9
1885_____---------- 20. 6
1886_______________-26. 3
1887_-------------- 27. 6
1888_-------------- 26. 9
1889--------------- 27. 2

[Cents]
1890_-------------- 27. 6
1891_-________--___ 28. 9
1892_---------- 28. 5
1893 ------- 29. 6
1894_-------------- 29. 7
1895_-------------- 29. 7
1896_-------------- 30. 0
1897_-------------- 29. 2
1898_-------------- 29. 4
1899_-------------- 29. 4
1900_-------------- 29. 2
1901_-------------- 29. 0
1902_-------------- 29. 3
1903__-_____________29. 1
1904_-------------- 29. 4
1905_------------ 29. 8
1906 --_______ 29. 9
1907 --__________ 29. 3
1908 --__________ 29. 7
1909_-------------- 30. 0
1910_-------------- 29. 7

1911_-------------- 30. 0
1912_-------------- 29. 5
1913 ------------- _ 31. 3
1914_-------------- 31. 1
1915_-_____________ 35. 7
1916_-------------- 37.1
1917_-------------- 35. 8
1918_-------------- 37: 6
1919_-------------- 38. 5
1920_-------------- 38. 9
1921_-------------- 40. 0
1922_-------------- 40. 4
1923 -- _________ 42. 8
1924_-------------- 44. 8
1925_-------------- 43. 6
1926_-------------- 43. 4
1927_-------------- 44. 4
1928_------4- - 8
1929_-------------- 46. 2

Source: Based on data from the Bureau of Labor Statistics, and Paul H. Douglas' Real
Wages in the United States, 1890-1926.

During this 60-year period, 1869-1920, the Nation, by devoting approximately
one-fifth of its output to capital formation, has been able to increase its produc-
tion at an average rate of 3.8 percent per year. This is a record of achievement
without equal in the history of any other nation in the world. -
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The record of the decade, 1929 through 1938, is equally impressive-in reverse.
This was the first 10-year period in our history when the Nation did not reach a
new high level of production. This also was the first 10-year period since the
Civil War when capital formation fell substantially below the historical per-
centage previously noted.

Specifically, the record of capital formation from 1929 through 1938, as
compared to what would have been necessary if the Nation had progressed at its
historic rate, was as follows:

Capital deficiencyi, 1930 though 1938

[BiUions of dollars]

Private gross capital Deficiency Private gross capital Deficiency
formation in private formation in private

Year gross Year - gross
capital capital

Actual Required formation . Actual Required formation

1929 -------- 17.6 16.9 (1) 1934 5. 3 10.9 5. 6
1930 12. 1 15.0 2.9 1935 6. 7 12.0 5.3
1931 6.4 12.2 5.8 1936 ----- 10.0 13.9 3.9
1932 2.2 9.4 7.2 1937 -11.6 14.9 3. 3
1933 3.3 9.3 6.0 1938 -- -- 7.7 13.7 6.0

I Required less than actual capital formation.

Source: Computed from data of U. S. Department of Commerce.

Such a record doe s not mean that it was the absence of capital formation which
caused.the depression of the 1930's. But this record, in combination with that
of the preceding 60 years, does prove beyond reasonable doubt that when there
is a deficiency of capital formation the Nation neither'progresses nor prospers.
Or to put this conclusion in positive terms: Unless we have an adequate volume
of capital formation, neither the Nation nor its people can progress and prosper;
moreover, if the rate of progress is to be that enjoyed for the 60 years from
1869 through 1928, the rate of capital formation must be a certain ascertainable
proportion of the gross national product.

This means that we have an excellent tool with which to approach the prob-
lem of taxation, both from the point of view of the amount which the Nation
can afford, and equally the extent to which various types of taxes may safely
be levied, because, as will be explained later, different types of taxes have
widely different effects upon capital formation.

The first step in such an approach is to determine the amount, in dollars,
of the capital formation necessary to keep the Nation moving forward at its
traditional rate. In'other words, how much capital formation is necessary to
enable our Nation to resume its forward progress of 3.8 percent a year?

Two elements are involved in arriving at an answer to this question.
Our economic system today is not in good working order. At numerous

places, in some cases because of inadequate capital replacement in past years
and in other cases because of shortages and intensive operation during the
war, our productive organization is in need of extensive rehabilitation. If
we are to have an accurate idea of the amount of capital formation needed
from here on, allowance must be made for this rehabilitation.

This is not an easy problem. The best that anyone can do is to make an
intelligent estimate. And the best means for doing this is to start with thq
fact that, according to Department of Commerce figures, the capital formation
deficiency during the past 10 years has amounted, in the aggregate, to $125,-
000,000,000. This $125,000,000,000,. in other words, is the additional amount
which would have had to be devoted to capital uses if the Nation had progressed
during these years at the predepression rate.

It is not to be expected that this entire deficiency will be made up. And neither
Is, it necessary. The mere passage of time means that, had such capital been
created during the 10-year period, much of it-machines, for example-would
already be worn out or obsolete. Therefore, to be on the conservative side,
from the point of view of future capital needs, let us assume this passage of
time eliminates the need for restoring half of the accumulated deficiency, re-
ducing the total to some $62,500,000,000.

i
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But making up even this amount of deficiency will take time, and again
this will reduce the amount necessary. So, to allow for this, let us again be
conservative and once more cut the total in about half, or to $30,000,000,000.

This, then, gives us a fair and reasonable over-all rehabilitation figure. But
it leaves the question of how rapidly the capital formation for this purpose
can, or will, take place.

From the point of view of the American public, the more quickly this re-
habilitation is completed, the better it will be because it will mean that the
Nation and our standard of living will get back on the uptrend just that much
sooner. But it takes more than mere wishing to bring about such a result.
It involves the whole problem of the adequacy and character of savings, the
availability of supplies and the general outlook for investment. So, once again,
let us be conservative and assume that this necessary rehabilitation process
is extended over a 5-year period at the rate of $6,000,000,000 a year.

In making this assumption it is imperative to keep In mind that it is con-
servative, that it probably should be considered as the absolute minimum, and
that the American people would be served well if steps could be taken to speed
up this rehabilitation process.

What of the other aspect of the need for capital-the amount, aside from
that for rehabilitation, which is negessary if the Nation is to resume its upward
trend? This is relatively simple to determine.

As explained before, the record shows that this must be a definite percentage
of the gross national product. Applying this percentage as developed by the
Department of Commerce-in order to have up-to-date figures on an annual
basis-we find that for this purpose we would need $36,000,000,000. This, added
to the conservatively estimated need of $6,000,000,000 for rehabilitation, means
that, at the minimum, it is necessary to have $42,000,000,000 of capital formation
in 1947 if the Nation is to move forward at its historic rate of progress.

We can assume that in 1948 the need for rehabilitation will remain the same;
which also will be true for the following 3 years. But granting we resume our
forward march at the rate of 3.8 percent per year, so will the need for capital
formation increase at this rate. This would mean that, while $42,000,000,000 is
the minimum necessary for 1947, we must have a minimum of 43.4 billion dollars
in 1948. And year by year thereafter the amount will increase. Specifically,
with allowance made for the completion of the rehabilitation process in 5 years,
the need for capital formation over the next 10 years will be as follows:

Billions Billions
of dollars of dollars

1947_-________________--______ 142. 0 1952_---------------------- 43. 4
1948_-1------------------ 43. 4 1953_-_________________________ 45. 0
1949--------------------------1 444 8 1954___-_______________________ 46..7
1950_------------------------- 146. 3 1955_-------------------------- 48. 5
1951_--_______________________ 147. 8 1956_-------------------------- 50. 3

1 Years of rehabilitation.

The next step is to examine the possibility of our actually getting such a volume
of capital formation. For this purpose we need to analyze four segments of
the economy-because there are only four sources from which capital formation
can come.

The first of these four sources is business reserves. Every year, of necessity,
business sets aside from its revenues large sums to provide for the wearing out
of its productive facilities. According to the data compiled by the Department
of Commerce, business thus set aside 9.6 billion dollars in 1946. This provides
a basis for estimating how much in the way of funds for capital formation will be
provided from business reserves in future years.

Were it not for one complicating factor, we would be justified in assuming that
this will be the amount of capital formation provided from this source from
now on (with proper allowance, of course,-for the 3.8 percent annual increase).
This complicating factor is that, because of the rise of prices as compared with
prewar, the machines which are bought today cost substantially more than did
the machines which they replace. In estimating the future of capital formation
from this source, therefore, it is imperative to make allowance for this price
change-for the fact that it may cost $75,000 to replace a machine which originally
cost $50,000.

Since business reserves are computed by amortizing original cost rather than
replacement cost, they will be greater in future years as present assets are re-
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placed by more expensive ones. What the difference will amount to in terms of
dollars depends upon both the amount of the price increase and the speed with
which replacements take place. On the basis of available data it appears that,
on the average, it is reasonable to assume a 50-percent increase for this type of
item. If we allow 5 years for this increase to be, fully worked into the cost of
capital replacements, then we can estimate that the capital formation derived
from business reserves will be as follows:

Billions Billions
of dollars of dollars

1947--------------------------- 10. 5 1952_-------------------------- 16. 5
1948___________________________-12. 1 1953---------------------- ---- 17. 1
1949___________________________-13. 3 1954 -------------------------- 17. 7
1950--------------------------- 14. 6 1955- -________________________ 18. 4
1951--------------------------- 15. 9 1956- -________________ 19. 1

The second source of capital formation is Government. This occurs when tax
collections exceed the current. expenditures of Government for goods and services.
The process may be viewed as one by which Government takes away from the
disposable income of individuals an amount which the Government itself does not
spend. As such, these excess tax collections of Government become available as a
source of capital formation and, as the data are compiled by the Department of
Commerce, must be so considered.

What such excess tax collections will amount to in future years will depend,
first, upon how much Government pays out in such items as financial aid to
farmers or business, and, second, upon how rapidly the public debt is retired. In
1946 it appears from the National Budget figures of the Department of Commerce
that Government, largely through subsidies and loans, made a contribution to
capital formation of 2.4 billion dollars.

Because of commitments already on the statute books it would take considera-
ble time to eliminate this source of capital formation, even should improved con-
ditions throughout the economy convince Congress that elimination of direct
Government aid is wise public policy. In view of this, it appears reasonable to
assume that for a period of 5.years Government will continue to be a source of
capital formation through such activities at a gradually declining rate. If we
add to this another 2.5 billion dollars for annual debt retirement-compounded
annually for the assumed growth of production-then Government would provide
the following capital formation:

Billions Billions
of dollars of dollars

1947-_ - _______--- __________ 4. 5 1952_________-__________________ 3. 0
1948- -_____________ 4.1 .1953_--------------------------- 3. 1
1949_--------------------------- 3. 7 1954_--------------------------- 3. 2
1950_--------------------------- 3. 3 1955---------------------------- 3. 3
1951- - ______________--____- 2. 9 1956_--------_-_______________ 3. 4

If the above assumptions in regard to Government as a source of savings for
capital formation are to be realized, the Government must not only pursue a
salutary tax policy; it must also live within the revenue provided by that tax
system.

The third source of funds for capital formation is the retained earnings of cor-
porations. To arrive at an estimate on this item it is necessary to make assump-
tions on the amount of corporation profits, the volume of taxes which corporations
will pay, and the amount which corporations will pay out as dividends.

The easiest of these assumptions is that on taxes: Since the purpose of this
analysis is to determine how much and what type of taxes the Nation can afford
to pay, we must start with the assumption that corporation taxes will remain
at present levels. Only by doing this can we carry through the analysis in such
a way as to have a sound basis upon which to say what changes should be made
in taxes.

The assumption on the volume of corporation profits is more tenuous, but not
exceptionally so. In 1946 total corporate profits before taxes were 21.1 billion
dollars. This was distributed: 8.6 billion dollars for taxes, 6.9 billion dollars for
retained earnings, and 5.6 billion dollars for dividends.

But in at least two particulars this $21,000,000,000 figure must be modified in
thinking of the future. In the first place, according to official estimates, some
4.5 billion dollars of these profits were the result of inventory appreciation, leaving
only 2.5 billion dollars for capital formation out of the 6.9 billion dollars of
retained earnings. Granting the price level remains steady from here on (as we
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are assuming throughout this analysis), there will not be a recurrence of such
inventory appreciation profits.

The other modification which must be made in this $21,000,000,000 figure, in
thinking of the future, is to allow for the increased charges for capital replace-
ment, as noted before in the discussion on business reserves. It may be said that
this is merely a matter of corporation accounting; a question of which pocket the
money is put into-and that is correct. But obviously it cannot be put in both
pockets. Consequently since this increase was allowed for as a source of capital
formation under business reserves, it cannot also be included in corporate profits.

It is thus possible to assume (and it probably is as optimistic an estimate as
anyone would care to make) that corporate profits will continue at the 1946 rate,
less the two factors just mentioned, plus the accretion which would occur from
the projected increase of 3.8 percent a year in production.

The final assumption, which must be made in determining what contribution
to capital formation will be possible from the retained earnings of corporations,
is the amount of earnings which corporations may be expected to pay out in divi-
dends. In 1946, as stated above, dividend payments amounted to 5.6 billion
dollars. In view of the level of profits in that year, it might appear reasonable
to conclude that this sum, with allowance for the projected growth of production,
is a generous estimate to make for the years ahead. Actually, this is .far fromni
the case.

The reason such an assumption would be quite unrealistic is that the 1946'
volume of dividends was exceptionally low, both as a percentage of the total!
earnings of corporations and as a share of the national income. To be specific,
corporations in 1946 paid out in dividends only 42.5 percent of their earnings as
against a customary average of about 80 percent during the 1920's.

The relation of dividends to national income is even more significant. During
the decade of the 1920's, and again luring the depressed decade of the 1930's,
dividends amounted to 6 percent of the national income. In 1946 they amounted
to only 3.4 percent of the national income.

Dividends are a source of income, and a payment for a contribution to the
productive process, just as truly as are the wages of labor or the income of
farmers. It is not reasonable, therefore, to expect the millions of stockholders
in this country to settle for half of their traditional proportion of-the national
income any more. than it is reasonable to assume that labor or farmers would
settle for half of their historic share of the national income.

Instead it is only fair to assume that, in time, dividends will be restored to
the prewar proportion of the national income; that, if it is not done, there will
simply be a drying up of investment on the part of stockholders. Obviously,
such a restoration does not have to be made immediately, but unless some prog-
ress made along this path it is probable that stockholders will become more and
more wary of equity investments. So, again, let us be moderate and assume that,
although as stated above, corporation profits stay high, the total of dividend pay-
ments will be gradually restored over a 5-year period to their historic proportion
of the national income.

S!uch, then, are what appear to us to be the reasonable assumptions to make
in connection with the retained earnings of corporations as a source of capital
formation.

Put together-the elimination of inventory profits, the assumed increase in
dividends, and the continuation of the present corporate-tax rate-these conclu-
sions would lead to a drastic shrinkage in corporate retained earnings as indicated
below:

Billions Bilions
of dollars ' of dollars

1947 --------------- __________ 2.9 1952_-__------------------- -0. 7
1948--------------------------- 2.0 19-3--------------------------- -. 7
1949_____________-------------- 2. 1 1954______________________-_ -_ . 7
19.50_-------------------------- - . 2 1955---------------------------- -. 7
1951________________________- - - . 6 1956-------- 7

It should be repeated (since we are attempting to determine what should be
done in connection with taxes) that in these estimates we have assumed that
corporation taxes continue to take the same proportion of corporate income as in
1946. Should corporation taxes continue at the present rate, dividends could not
be restored to their historic relation to the national income.

The final source of capital formation is individual savings. In 1946 additional
savings amounted to $19,000,000,000. This amount bore approximately the same
relationship to the disposable income of individuals-disposable income being
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total income less taxes-that the prewar record indicates is customary. As the
shortages of consumer goods are eliminated, it is probable that the public at large
may draw somewhat more heavily upon its income and thus reduce the percent
saved. On the other hand, if dividends are increased to their prewar relation to
the national income, as we have assumed, this will increase the volume of savings.

It would appear reasonable to assume, therefore, that these two tendencies
may pretty generally offset each other and thereby result in savings amounting to
their traditional proportion of the disposable incomes of individuals. This would
give us individual savings as a source of capital in the following amounts:

Billions Billions
of dollars of dollars

1947…---------------------- ---- 19.3 1952--------------------------- 23.0
1948_- -------------- 20. 1 1953_-------------------------- 23. 8
1949_-------------------------- 20.6 1954--------------------------- 24. 9
1950_____________--_____________ 21. 6 1955_-------------------------- 25. 9
1951_--------------------__-- 22.3 1956_-------------------------- 26. 8

We are now in a position to make a direct comparison between the need for
capital formation over the next several years with the sources from which such
capita] formation may be derived, granting present tax rates are maintained.
By adding together the potential sources of capital formation-business reserves,
-excess-tax collections by Government, retained earnings of corporations, and
individual savings-we get the total capital formation which would be possible
under existing tax laws. By comparing this with the amount of capital forma-
tion necessary for the continued progress and prosperity of the Nation, we have
a basis for saying how much additional capital formation must be provided by
changes in the tax laws. This over-all comparison is as follows:

[In billions of dollarsl

Capital Amout ICampint Dealiien
frain sgt formation Amonnt Deficiency frainC
necessary insgtnecessary i ih

1947 -42.0 37. 5 -4.5 1952 -43.4 41.8 -1.6
1948 - 43.4 38.3 -5.1 1953 -45.0 43.3 -1.7
1949 -44.8 39.7 -5.1 1954 -46.7 45.1 -1. 6
1950 -46.3 39:7 -6.6 1955 -48.5 46.9 -1. 6
1951 -47.8 40.5 -7.3 1956 -50.3 48.6 -1.7

At first glance this table would appear to indicate that, even without tax reform,
the inadequacy of savings with which to provide our needed capital formation is
a question of only the next few years. But the problem of savings in relation to
capital formation is not only a matter of whether there is a sufficient volume of
saving, but equally whether the savings are of the proper character to meet the
particular type of capital formation needed. The above table, therefore, is oaly
half of the story. We must now look at the character of savings in relation to
the needed capital formation.

This is a problem of the distribution of those savings which their owners are
willing to put only in what may be termed risk-free investments, and those savings
with their owners are willing to put in more venturesome types of, investment.
The risk-free investments include Government bonds, deposits in savings banks,
insurance, and so forth, and it will be convenient to refer to the savings which are
used for these purposes as "nonventure savings." The other type of savings
includes those put in corporate securities and unincorporated business under-
takings. We shall designate these as "venture savings," and our immediate task
is to determine what the volume of such venture savings will be in the coming years
in relation to the need for this type of capital formation.

First, let-us examine the need for venture savings. At an earlier point in this
analysis, we indicated- what the aggregate need for capital formation will be in
the coming years. We followed that with estimates of what might be obtained,
under existing tax laws, from business reserves, from the excess-tax collections of
Government, from retained earnings of corporations and from individual savings.
From the point of view of taxes in relation to the volume of venture savings the
first two of these need cause no concern. The volume of business reserves is not
controlled by tax rates. The amount we have assigned to excess-tax collections

PI 2 p~
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represents a mere shift from individuals to Government, and then back again,
and, granting we are going to maintain a balanced budget and make a moderate
regular payment on the public debt, we may assume the amounts we have given
are reasonably minimum.

If we deduct these two items from the total of required capital formation, as
stated earlier, we get the following amounts:

Billions Billions
of dollars . of dollars

1947- --------- ________ 26.7 1952________________- - ---------- 23. 9
1948____ _________ __._ 27. 2 1953__________--____-- ----------- 24. 8
1949_---------------------------- 27. 8 1954________________- - ----------- 25. S
1950_--------------------------- 28. 4 1955----------------- - ---------- 26. 8
1951_--------------------------- 29. 0 1956________________-- ---------- 27.8

The question which we must answer is, to repeat, how much of this needed
capital formation can be provided out of venture savings and will there be enough
venture savings for this purpose?

Offhand, it might appear that the proper way to answer this question is to
classify all the needed capital formation according to whether it requires venture
or nonventure savings, and then to match this classification with the savings of
the Nation. But a moment's thought will make it obvious that the question
cannot be answered in this way. The economic system does not divide itself into
such neat categories insofar as capital formation is concerned. -

From the point of view of the managers of business every dollar invested in
business is a "venture" and involves risk. The only difference between one dollar
and another is in the priority of loss, should the venture prove unsuccessful.
Thus, the dollar put in through common stock is less "safe," at least theoretically,
than the dollar represented by preferred stock, and so forth, through the whole
gamut of possible corporate securities. In other words, the problem of analyzing
the need for capital formation in terms of the adequacy of venture savings is
purely a question of determining whether .the needed capital formation can be
converted into instruments which appeal to the holders of savings as suitable for
nonventure savings or as suitable only for, venture savings. The problem of
matching the need for capital formation against the adequacy of venture and
nonventure savings, therefore, is not a question of the use to which funds are put;
it is a question of the means by which savings find their way into capital forma-
tion. When so conceived the problem which confronts us becomes comparatively
simple and we have ample statistics upon which to base conclusions.

We may well start with the item of the volume of savings converted into capital
formation through institutional investments-savings banks, insurance compa-
nies, and so forth. In 1946, about $5,000,000,000 of individual savings were con-
verted into capital formation in this manner. We may assume that this rate will
continue, with allowance for the projected increase of production and the national
income.

Second, in 1946, individuals made a further contribution of about $4,000,000,000
to capital formation out of their savings by accepting the additional deposits
created by bank loans extended to business. We may also assume that this
process Will be continued with the normal rate of growth.

In, both these instances, although the funds received may have been used in
most "venturesome" ways, the funds were attracted by means of instruments
which are suitable for nonventure savings.. Since we assume this volume of
funds will continue to be attracted in this way from nonventure savings, we may
properly subtract these amounts from the total. of capital formation which must
be related to venture savings. This reduces the totals to the following:

Billions . Billions
of dollars of dollars

1947--------------------------- 17. 3 1952_______________- - ---------- 12. 7
i948 ----- _------------------ 17. 5 1953_______________- - ---------- 13. 2
194-9__ _------------------__ 17. 7 1954_________--_____-- --------- 13. 8
10509…--------------------------18. 0 1955____________-- ------- - 14. 3
1951_--------------------- 18. 2 1956_ _- - ----------- 14. 9

It is now necessary to bring in another factor. During the war business or-
ganizations piled up an enormous volume of liquid assets. . With the end of
hostilities, and an increasing supply of materials for private capital uses, busi-
ness began to draw down these liquid assets and convert them to capital purposes.

x(: - i
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In 1946, this process was carried on to the extent of about-$9,000,000,O00. This
again was a case of business being able to attract private savings for capital
purposes through offeridig the holders of such savings various instruments-
Government bonds, for example-which were suitable for nonventure savings.

How long can this process continue? Only for a relatively short time. Be-
cause of the rise in the price level and the increased dollar volume of sales, it
may be assumed that business will find it necessary to hold twice the volume of
liquid assets that it did before the war. This means that, as of the first of
1947, business only had about $30,000,000,000 of such liquid assets that it can
safely dispose of. At the rate of $9,000,000,000 a year (the 1946 figure), it fol-
lows that this mnethod of attracting nonventure savings would exhaust these
liquid assets in less than 4 years. After that business will have to replace this
source of funds by attracting direct investments, i. e., by venture savings of indi-
viduals or by retained earnings of corporations.

When allowance is made for the amounts of capital formation which will be
provided out of nonventure savings through this reduction of liquid assets, we
reduce our totals to the following-and this is the amount of capital formation
which in the years ahead must be provided from venture savings and retained
earnings of corporations:

Billions Billions
of dollars of dollars

1947…8. - _______________ 8 3 1952_------------------------- 12. 7
1948_-__----------- --- 8. 5 1953_-________________________ 13. 2
1949_------------------------- 8. 7 1954_-------------------------- 13. 8
1950_-_________________________18. 0 1955_-------------------------- 14. 3
1951______________ 18. 2 1956_----------------___________14. 9

With these totals established, the next question we need to face is whether
there will be, under existing tax laws, enough venture savings to meet this need.
This, again, is a relatively simple problem.

From two studies made by the Bureau of Labor Statistics (one for 1941 and
the other for 1944) on the spending and saving habits ofAmnerican families, it is
evident that, by and large, venture savings come only from those with incomes
of $10,000 and above. Individuals with incomes less than this have saving-
in the aggregate, comparatively large savings-but they are of the nonventure
type.

This means that if we are to have the venture savings necessary to meet the
required capital formation they must come, insofar as individual savings are
concerned, largely from the savings of those with incomes of $10,000 or more
and from the retained earnings of corporations. The volume of such savings
will be as follows:

- Billions Billions
of dollars of dollars

1947__________________________ 4. 2 1952_--------------5- o
1948 _-_-__-- --------------- 4.4 1953- -------------------------- 5. 2
1949 _______---------------- 4. 5 1954_------------------------- 5. 4
1950____________-------------- 4. 8 1955_------------------------- 5. 6
1951-------------------------- 4. 9 1956_-------------------------- 5 8

All retained earnings of corporations are, by their nature, vepture savings.
At an earlier point we already have estimated what these retained earnings will
beif present taxes are continued. Adding these to the venture savings of indi-
viduals as just given results in the following as the total of venture savings which
the Nation would have under existing tax laws:

Billions Billions
of dollars of dollars

1947_------------------------- 7. 1 1952-------------------------- 4. 3
1948_------------------------- 6. 4 1953_------------------------- 4. 5
1949_------------------------- 6. 6 1954_-________________________ 4. 7
19.50------------------- ------ 5. 0 1955- -------------------------- 4. 9
1951_------------------------- 4. 3 1956_----------------------_- 5. 1

By comparing these totals with the volume of capital formation which must be
financed out of venture savings, we arrive at a conclusion omi the magnitude of
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the problem which confronts the Nation from the point of view of assuring
an adequacy of venture savings. This comparison is as follows:

[In billions of dollars]

Capital Venturo Capita] Venture
formation formation saig

to bo snanr Defiency to bo Id sainsder Deficiency
financed une eiiny-finance, pdre Deicinc

from von- present from von- prxesen
ture savings txes ture savings taxes

1947 8.3 7.1 1.2 1952 - ---- 12.7 4.3 8.4
1948 8.5 6.4 2.1 1953- 13.2 4.5 8. 7
1949 -------- 8.7 6.6 2.1 1954 -13.8 4. 7 9.1
1950 -18.0 5.0 13.0 1955 -14.3 4.9 9. 4
1951 -18.2 4.3 13.9 1956 ------ 14.9 . 5.1 9. 8

This completes the second half of the problem of capital formation and sav-
ings. The first half, it will be recalled, was a comparison of the necessary capital
formation with over-all savings. This second half has carried the analysis to
the point of determining whether, regardless of the total, we would have enough
venture savings to provide for the continued growth of the Nation and assure
"a better tomorrow for everybody."

Putting these two halves together gives the following as the deficiency, first
in total savings, and second in venture savings, which would confront the Nation
if no changes were made in present tax laws:

(In billions of dollars]

Deficiency Deficiency Deficiency Deficiency
in total in venture in total in venture
savings savings savings savings

1947 -4.5 1.2 1952 -1.6 8.4
1948 -5.1 2.1 1953 -1.7 8. 7
1949 -5.1 2.1 1954 -1.6 9.1
1950 6.6 13.0 1955 -1.6 9. 4
1951 -7.3 13.9 1956 - ------------ 1.7 9.8

To summarize this table in words, the tax problem as it relates to savings and
capital formation is for the next 3 years primarily a question of making possible
an adequate over-all volume of, savings. After 3 years, or starting in 1950, the
major porblem will be one of making possible an adequate volume of venture
savings.

One final point needs to be analyzed for the completion of this approach to the
tax problem. This is to. appraise the. effects of various types of taxes on savings
and capital formation.

It will be sufficient for the present purpose to consider three general types of
taxes: (1) Individual income taxes; (2) excise taxes; and (3) corporation
income taxes. In each case the question we must answer is how much of such a
tax comes out of money which otherwise would have been spent for consump-
tion and how much comes out of what otherwise would have been saved. Or, to
state the question another way: if each of these taxes were reduced by, say
$1,000,000,000, how much of the billion will be spent for consumption and how
much will be saved, and hence available for capital formation?

First, individual income taxes: Our conclusion here is based upon the two
studies, which we previously mentioned, made by the Bureau of Labor Statistics
of the spending and saving habits of American families of various income groups.
These statistics are much less complete than one might wish, and a substantial
amount of interpolation is necessary to convert them to the present purpose.
Nonetheless, on-the basis of these studies, it is our judgment that:

On incomes below $5,000, the personal income tax dollar represents 80 cents
-that would otherwise be spent on consumption and 20 cents that would otherwise
be saved;

65
2

iO-47-pt. 1--28

or.
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On incomes from $5,000 to $10,000,. the tax dollar represents 40 cents of con-
sumption and 60 cents of savings; and

On incomes above $10,000, the tax dollar represents 20 cents of consumption
and 80 cents of savings.

In drawing such conclusions it is not our contention that these percentages
apply to every person within the indicated income brackets. These are merely
general averages for the various groups which, on the basis of the Bureau of
Labor Statistics studies, are reasonably accurate and hence provide a basic for
appraising the effect upon capital formation of any proposed changes in the
individual income tax.

Excise taxes are a different type of problem. Excise taxes are levied on each
unit of the taxed item. Thus, in general, they have the effect of increasing the
price of the article by the amount of the tax. In order to estimate the effects of
excise taxes on spending and saving it is necessary to arrive at a conclusion as
to the amount of the taxed articles bought by different income groups. We must
then determine what this amounts to on the basis of the distribution of incomes
within these groups as between spending and saving.

To make a thorough analysis of this kind would be an enormous statistical un-
*dertaking, and we have not attempted it. Rather, we have drawn a conclusion
on the basis of various established generalities. This conclusion is that excise
taxes as a whole come 75 percent from funds that otherwise would be spent and
25 percent from funds that otherwise would be saved.

Corporation income taxes offer still a third type of complexity. This is be-
cause of the question as to what degree, if any, such taxes are passed on to con-
sumers in the form-of higher prices.

Looked at from a purely theoretical point of view one would say that no part of
such corporation taxes are passed on to consumers. The reasoning leading to this
conclusion is that since the price of an article is fixed by the cost of production
of the marginal producer, and since the marginal producer does not pay a corpo-
ration income tax for the simple reason that he has no income, then clearly the
price is no higher than it would be if the more efficient producers did not have to
pay a tax on their profits.

That is the theoretical view. It has the support of probably the majority of
experts in this field. But it is proper to note that not all competent students of
this problem accept this view. Some go to the opposite extreme and maintain
that corporation income taxes are virtually all shifted to consumers. They say
that if corporation income taxes were removed it would be only a matter of time
until the aggregate price of the products of corporations would be reduced by
the amount of the tax reduction.
* Since this problem does not lend itself to statistical determination, we will not
attempt to resolve this controversy. Rather, it seems to us that, for the present
purpose, the wise course is to accept the argument that such taxes are, in the
final analysis, a burden on corporation profits, rather than assume that they are
a hidden tax which is paid by consumers. Such a conclusion necessitates the
minimum of tax reduction to provide a given volume of capital formation. In
other words, by assuming that corporation income taxes are in reality a burden
-on corporation profits, we need reduce such taxes only $1,000,000,000 to provide
$1,000,000,000 of capital formation (granting the corporation retains the billion
rather paying it out in.dividends). By comparison, were we to assume that 50
percent of such corporation income taxes are shifted to consumers, we would
have to reduce these taxes by $2,000,000,000 in order to realize $1,000,000,000 of
capital formation.

By relating these conclusions to what we have explained earlier as to the
source of venture savings, we get the following conclusions:

From saving
From spend -_____ _____

Nonventure Venture

Tax on individual income of below $5,000 - - 80 20 . 0
$5,000 to $10,000 - -40 60 0
$10,000 and above ---------------- ----- 20 0 80

Excise taxes - - 75 22 3
Corporation income taxes - -0 0 100
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To interpret this table in terms of savings and capital formation, if taxes were
reduced by $1,000,000,000 it would have the following effect upon the volume of
nonventure and venture savings:

Increase from $1,000,000,000 tax reduction on saving

[In thousands]

Nonventure Venture

Tax on individual income of-
Below $5,000 --------------------------------------------- $200,000 0
$5,000 to $10,000 - _------------ __------_-- 600,000 0
$10,000 and above -: -0------------- ----------------------- 0 $800,000

Excise taxes -220,000 30,000
Corporation income taxes -0 1,000,000

There is one final point which we feel it is important to emphasize. This is
that, although we have been quite specific in giving figures, we do not claim de-
finitive accuracy for our estimates. In such an, analysis as this, dealing ex-
clusively with future developments, the best that anyone can do is to use the
authoritative data which are available and, on the basis of this, make what ap-
pear to be the most reasonable estimates as to the future.

That has been the procedure we have followed throughout this study, and at
every point we have attempted to explain fully the assumptions we have made
and the reasons for making them. Because of this we are convinced that the
conclusions we have drawn are as accurate as today are possible.
- We are further convinced that only by such an approach as we have made in

this study is it possible to have a sound basis upon which to make those changes
in the tax structure which are imperative for the continued prosperity and growing
welfare of the people of this Nation. In spite of the obvious risks involved in
attempting to make such predictions as we have given, therefore, we urge that
Congress carefully weigh the conclusions we have presented, in order that we
truly may have " a better tomorrow for everybody."

Mr. BUNTING. Thank you.

The National Association of Manufacturers is delighted to have

this opportunity to bring what it can before this committee on economic

conditions as we see them, some of the records of past accomplish-

ment, some of the present problems, and some of the future poten-
tialities in our economy.

In view of the fact that the National Association of Manufacturers
has, from time to time, been accused of taking certain reactionary
positions with relation to matters of public interest, I would like to
point out, Mr. Chairman, and gentlemen of the committee, that in the
52 years of service to the American public since the National Associa-
tion of Manufacturers was organized, its primary purpose has been
purely to serve in the public interest of this country,-while at the same
time attempting to live up to the guiding principles which formed
the foundation of its original creation.

I might also explain that if it were not a constructive, forward-
looking force, it would not attract and hold to it the type of member-
ship which is represented on its roster.

The National Association of Manufacturers has a present member-
ship of more than 16,000 manufacturing concerns. There are about
40,000 manufacturing firms represented by the NAM through the Na-
tional Industrial Council, an affiliate. Probably 90 percent of the
manufacturing output of the United States is represented by member-
ship in the NAM and NIC. About 85 percent of the industrial
employment of the United States is so represented.
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I want to point out that in the case of 16,000 member companies of
the NAM, about 70 percent of.them employ fewer than 500 factory
workers and about 50 percent employ fewer than 250 factory workers.
There are members of the NAM employing as few as seven factory
workers and from that up to several hundred thousand.

In any case, regardless of size of the company, each member com-
pany has exactly the same vote in the determination of policies and
election of directors. The board of directors of the NAM is composed
of 153 men from 39 States. It is truly representative of the country.

In its career, the NAM has pioneered in advocating the establish-
ment of the United States Department of Commerce, in the strength-
ening of the Interstate Commerce Commission Act, in the building up
of the American merchant marine, in the creation of a nonpartisan
Tariff Commission, in the establishment of the parcel-post system, in
the advocacy of the construction of the Panama Canal.

The NAM worked for the passage of the first State workmen's com-
pensation laws. It worked at an early date for State laws prohibit-
ing child labor in factories.

It is a pioneer in the development of industrial safety methods in
manufacturing plants.

It was one of the earliest advocates of the pure food and drug laws
of this country.

It was an early advocate of the conservation of forests, timber. and
land.

NAM members have pioneered in employee pensions, group life
insurance, life insurance, job upgrading, and better physical workilng
conditions inl manufacturing plants.

The test of our industrial system, Mr. Chairman and gentlemen.
camie during two World Wars, and in World War II the NAM
served the Government as an organization in attempting to develop
industrial employment programs in cooperation with various agencies.
The NAM conducted enormous production survey for various Gov-
ernment agencies. It came up with an original list of 18,000 sub-
contractors for the manufacture of components necessary for war
supplies and materials. It later expanded, in connection with Gov-
ernment agencies, the total number of subcontractors participating
in war business to the striking total of 143,000-firms.

It made available to various Government agencies Nation-wide
data with respect to the availability of warehouses and storage space.

Even before the war ended, gentlemen, the NAM had undertaken
studies of causes and possible cures of depressions. It led in the
establishment of national postwar conferences, an organization of
some 25 religious, trade, national, and labor organizations jointly
working on this problem of the economic future of this country.

The NAM officially participated, upon the invitation of the United
States State Department, at the San Francisco Conference of the
United Nations, where it came in with recommendations with respect
to the basic rights of individuals, the registration of treaties, the
trusteeship for conquered territories, the rights of individual coun-
tries, the outlawing of international cartels, and plans and recom-
mendations for the relief and rehabilitation of devastated nations.

As to its labor policies, the NAM is officially on record as approving
the right of employees to join or not to join unions as the individuals
choose.
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The NAM is officially on record as being in favor of genuine collec-
tive bargaining.

*It is officially on record as recognizing the right of unions to strike
when agreements may not be had on the basic things of wages, hours,
and working conditions.

The. NAM is officially on record as favoring stabilized employment
to the highest possible degree within the control of industrial man-
agement.

It is officially on record in support of a program of higher wages
based on higher productivity and superior performance, or output;
on working conditions that safeguard the health and dignity and self-
respect of the employee.

It favors a spirit of cooperation between employee and management.
It is officially, on record as favoring a balanced Federal budget,

Federal debt reduction, lower taxes for individuals, and tax policies
to encourage investment in tools.

That, gentlemen, is the background of those things which I think
must be taken into consideration in any analysis of recommendations
made by this organization to your honorable committee.

The industrial record of the United States is something of tre-
mendous interest to everybody. I would like to refer to that in
just one second.

It took the average worker in 1860, 69 hours of work per week to
produce an output valued at $22.77, on the basis of 1944 selling prices.

In 1944, the grandsons and great-grandsons of those workers of
the 1860's worked 41 hours per week, a reduction from 69 hours per
week by their ancestors and produced an output valued at $59.04 as
compared to $22.77 in 1860.

The hours of work were reduced by 40 percent. The individual
output per worker was increased by 230 percent and certain funda-
mental things made that possible.

In 1860, of the total energy used in all activities, mechanical energy,
principally direct water wheels, and a few isolated steam plants, fur-
nished 7 percent of the total energy used in production.

Human energy supplied 14 percent.
Animal energy. supplied 79 percent.
By 1944, mechanical energy had jumped from 7 percent, in 1860

to 90 percent.
In 1944 human energy. had dropped from 14 percent, in 1860, to

4 percent; animal energy had dropped from 79 percent in 1860 to
6 percent in 1944.

Gentlemen, I submit that this record of industrial achievement in
this country is a perfect example of the incentive to invent, the in-
centive to invest, and the teamwork brought about between man-
agement and labor in their learning how to use these things, tools
and appliances of production, and I think it is important to all of
us that there became a tremendously widespread understanding of
these basic economic factors between the public, the Government,
labor, and management, and, if I may, I would like to start in with a
discussion of some of the things which have been problems in this
country in recent years and have been the subject of controversy
between various groups.
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I have over here chart. No. 1 which shows the civilian labor force
in this country from 1939 through May of 1947.

You will observe here that there were approximately 9,000,000 un-
employed at the end of 1939, and that we are now up to where we
have as of June, according. to the figures just released by the Govern-
ment, 60,000,000 gainfully employed in this country.

On, chart No. 2 we show by parallels for 1939 and 1946 the com-
pensation of employees, dividends paid out by corporations, business
savings remaining in the business, net income of farmers and unin-
corporated small business, and the amount paid in interest, in rent and
royalties.

MILLIONS CIVILIAN LABOR FORCE
60

4C0 1

30

/0 1~~~~~~Chr

It is interesting to observe that the compensation of employees was
67.9 percent of the total national income in 1939, according to the
United States Department of Commerce figures, and it was 66.5 per-
-cent of the national income in 1946.

The biggest bulge in this whole picture was the income of farmers
and operators of unincorporated small businesses. They got 15.8
percent of the national income in 1939, and 18.2 in 1946.

Dividends paid in 1939 accounted for 5.4 percent of the national
in-come. Dividends last year were 3.1 percent of the national income.

Business savings in 1939 amounted to 0.6 percent, and the 1946 busi-
ness savings amounted to 4.2 percent, a subject which I will get into
in just a few moments.

This, gentlemen, is the answer to that craziest of philosophies, which
originated shortly after the depression in 1929-the theory of economic
maturity.
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Chart No. 3 shows how wages, the cost of living, wholesale .prices
of manufactured products, and wholesale *prices as a whole have
changed in the period from January 1, 1940, to date.

The red strip indicates the period between the end of the war with
Japan and the end of OPA controls last November 9.

It was during that period that we made a major part of the neces-
sary postwar price adjustments which every businessman and every
economist in this country knew we would ultimately be required to
go through. That is when these big changes came. I have something
to say about it a little further along here.

In chart No. 4 we show the relationship between profit and wages
in manufacturing.
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Chart 4

This is the total wages in dollars paid by manufacturing plants in
the United States for the years from 1929 going down through the
depression and coming back up through the slow recovery period,
then the war impact and up through 1946.

Total dollars of wages in manufacturing rose during this period
from somewhere around $8,000,000,000-the exact figure is in this
mimeographed brief of ours-to something over $30,000,000,000 at
the war peak in manufacturing, and in 1946 amounted to about
$25,000,000,000.

In that same period of time we had this corporate earnings record-
an almost straight line there since 1941.

Incidentally, 1941, as is shown on another chart, in a moment, was
a bigger year of earnings than 1946.

On chart No. 5 this same information in terms of profit margins
and hourly earnings in manufacturing period from 1929 through 1946.

Here is the average hourly wages of workers in manufacturing
plants through that whole period from 1929 through 1946, and here
is the profit margin in percentage on sales.
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This scale here is in cents per hour. This scale is the profit margin.
In other words, of every dollar spent by anybody for anything, this

is the part that was represented by manufacturers' net profit.
The highest point that we have reached since 1929 was in 1941 and

we have not reached that point subsequently.
Chart No. 6 shows the historical record of this country insofar as

that portion of its total national productivity which was reinvested
each year in capital formation.

You will observe there in the decades 1869 to 1878, 1879 to 1888,
1889 to 1898 1898 to 1908, 1909 to 1918, and to 1928 we used approxi-
mately one-Aifth of our total national product for capital formation.

I am coming back to that chart in a moment.
Chart No. 7, you will note, only goes back to 1928. It shows, in

relation to the total national product in each of the years from 1929 to
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1938, what would have been required at the historic rate in relation
to the national product and the black bars the amount we actually
devoted to capital formation.

The CHAIRMAN (interposing). You mean the cross bars?
Mr. BUNTING. The cross bars is what we needed to spend.
The CHAIRMAN. That is about 20 percent..
Mr. BUNTING. Yes, sir. That is the same figure, and the black is

what we actually spent.
The CHAIRMAN. I see.
Mr. BUNTING. There is the effect of the continuation of the fear

philosophy and the many other things which happened in this coun-
try through this decade, when we did not put back into capital forma-
tion the historical ratio of 1889 to 1928.
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Chart 8

We failed to do that during that period and we paid the penalty
for it.

Now, over a long period of time we have had a growth in our na-
tional economy to the extent of approximately 3.8 percent per year
compounded.

So, that if we start with an index of 1, at the next year we have
103.8 plus 3.8.

The CHAIRMAN. What are you talking about?
Mr. BUNTING. The record of our growth in the United States.
The CHAIRMAN. National productivity?
Mr. BUNTING. National productivity. We have taken approxi-

mately one-fifth of that amount and reinvested it in capital forma-
tion to provide for a continuing successively higher plateau of con-
tinuing investment.
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Now that is well set up on this next chart (chart 8). If we are
to do this job which is ahead of us during the next decade, starting. in
this year, in 1947, then we willibe required to put into capital forma-
tion this year approximately $42,000,000,000, with each succeeding
year increased by 3.8 percent.

Our deficiency in capital formation in the United States in the
decade 1937-46 amounted to a total of $125,000,000,000.

We cannot possibly expect to make up for that deficiency by an in-
vestment at this late date. So, let's cut it in two, or to $62,000,000,000.
We still could not make that type of investment all at once, so let's cut
our total in two again, and assume that the remaining total of $30,-
000,000,000 is spread over 1947, 1948, 1949, 1950, and 1951 to the ex-
tent of $6,000,000,000 a year.
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That is why there is a drop in this chart of $6,000,000,000 between
1952 and 1953.

The CHAIRMAN. That dropped?
Mr. BUNTING. That is just because we will, theoretically, at least,

have made up to that $30,000,000,000.
The CHAIRMAN. It does not indicate a depression?
Mr. BUNTING. No, sir. We are not predicting any depression except

on one issue, and Pwill come back to that.
Now, assuming a present taxation level in this country, gentlemen,

if we take all of the money that we have in sight-all the money which
individuals can put up, all the money which corporations will be per-
mitted to retain out of their reserves for depreciation and replacement
and obsolescence and all the rest of it-we are going to have to face the
deficiency of capital as shown by the light black line on chart 9.
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And beginning in 1950, we will be faced with the necessity of finding
a way to get this volume of capital, as shown by the heavy black line,
out of our venture savings-the money which people can afford to risk
in new industries.

I do not know how many of you gentlemen realize that from the
time the first automobile turned the first wheel on the first street in
America, more than 1,200 companies were formed to build passenger
Automobiles. A- lot of them were ill-timed, ill-advised, ignorant
attempts to get into a new industry by people who had more enthusiasm
than other qualifications. A lot of those companies thought that they
would benefit themselves by the process of merger with some others.
There is no question but what the investing public lost a lot of money
in the investment which went into those 1,200 new automobile manu-
facturing ventures formed in this country.

Senator WATKINS. How many do we have today?
Mr. BUNTING. About nine, I think. There is likewise no questioning

the fact that the introduction of the automobile was a distinct economic
gain to America and all the world-and I am not in the automobile
business.

Now what have we got to do if we carry out the historical program
and pattern of the past? It is to devise a system whereby the necessary
venture capital can be made available.

We have a 3-year period in which we assume that the corporations
of this country, out of their liquid assets, will invest every cent of that
of their own voluntary free will in the next 3 years, and if they do, it
will allow a sum of $30,000,000,000 which they have remaining in their
savings accounts.

Then we come into the.next 2Zyear period where we are going to have
tremendous deficiencies.

The CHAIRMAN. Mr. Bunting, I do not understand the chart. It is
a prospective deficiency?

Mr. BUNTING. A prospective deficiency.
The CHAIRMAN. That is what?
Mr. BUNTING. Mr. Chairman, it is the difference between what we

have got to have if we carry the historical pattern through and what
we will have available from all sources if we do not do something about
the present taxation structure, which will make it possible for venture
capital to go into investments.

The CHAIRMAN. The difference between what and what?
Mr. BUNTING. The total amount available for investment as venture

capital and what we ought to have to do the job, and it runs roughly
around $7,000,000,000 or $8,000,000,000 a year average.

The CHAIRMAN. You start from an assumed amount of savings?
Mr. BUNTING. No, we start from the job that we did historically from

1869 to 1928 with 3.8 percent compounded each year.
The CHAIRMAN. I thought that had to do with the gross national

product?
Mr. BUNTING. It was all part of the gross national product that

went into capital formation.
The source of this information is the National Bureau of Economic

Research.
The CHAIRMAN. How do you assume there is going to be a defidiencyY

:\ Ed~~~~~~~~V
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Mr. BUNTING. Unless we revise our contribution to the Federal
Government and reduce our income taxes on the individual, there
will not be money available to do this job.

The CHAuIrAN. That-may be so, but I do not see any proof of it.
Mr. BUNTING. Perhaps Dr. Robey may be able to shed some addi-

tional light on the subject.
The CHAIRMAN. I-will be glad to have him do so.

STATEMENT OF DR. RALPH W. ROBEY, CHIEF ECONOMIST,. NA-
TIONAL ASSOCIATION OF MANUFACTURERS, WASHINGTON,
D. C.

Dr. ROBEY. Mr. Chairman, what we did was take the amount of
capital which we think we need in the coming year, based on the
present gross national product and the historical percentage.

The CHIAIRMIAN. Between $40,000,000,000 and $50,000,000,000 a year,
which you show on the other chart?

Dr. ROBEY. Yes. We add together how much we have in the way
of business reserves, how much w e can anticipate from the excess of
Government tax collections over what it spends for goods and services,
how much can we get from retained corporation earnings and finally,
what will be available as individual savings under the present tax
law. Add those together and subtract the total from the estimated
amount of needed capital formation, and we get that much difference
there.
* So, what this amounts to is: How much do we see in sight in the

way of savings out of which that capital formation must come, and
we find there is this deficiency on the part of savings to provide the
necessary capital formation.

Now this venture savings figure involves one complication. On the
basis of two studies made by the Bureau of Labor Statistics of the
spending and saving habits of the American people at different income
groups, it is found that most venture capital comes from those with
incomes above $10,000. That means if we are to have the type of
venture capital that goes into business, there has to be a sufficient
reduction of income tax to permit the larger volume of savings.
Otherwise, we will not get the capital formation. In fact, there are
only two major sources of venture savings. One is retained earnings
of business. The other is savings from the incomes largely above
$10,000.

When we compare that with what is needed we get this great
deficiency.

The great hump in 1950 and 1951 is because the liquid assets of
business which were accumulated during the war will be exhausted.

Last year business pulled down its liquid assets by $9,000,000,000.
We assume they will continue to pull them down at approximately
that rate. As Mr. Bunting has said, they have left approximately
$30,000,000,000. When that $30,000,000,000 is gone-that source of
venture capital is gone-and if business is going to continue to ex-
pand, it must get it from certain areas of individual income.

I.A
._. F . :~~~~~~~~~~~~~~~~~~~~~~~6
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The CHAIRMAN. It occurs to me strange all the new capital going
into housing comes from people with incomes under $10,000. That
would be one exception to your general statement?

Dr. ROBEY. We do not consider that as venture capital, unless the
building is for business purposes.

The CHAIRMAN. You would have to include all housing?
Dr. ROBEY. In the total capital formation; yes..
The CHAIRMAN. What do you figure? I do not quite see why it is

not venture capital, but never mind. But why do you divide venture
capital and other capital?

Roughly speaking, of your total capital formation of $40,000,000,-.
000, how much'is venture and how much is the other, type?

Dr. ROBEY. The difference between venture capital and nonventure
capital as it relates to savings depends upon the type of inducement
the user of the funds can offer.

Last year many American business corporations had Government.
bonds. They sold those Government bonds to persons who considered
such bonds as being a risk-free investment, but business used the pro-
ceeds for venture purposes.

The CHAIIRMAN. I am just asking how you divide the $40,000,000,-
000 or $50,000,000,000 gross capital formation between venture capital
and other type of capital.

Dr. ROBEY. Under normal circumstances, the construction industry,
as a whole, my recollection is, makes up about 50 percent of the total
capital formation of the country. It is a very large item.

We assume that every investment in business is venture capital. In
the study by the Bureau of Labor Statistics, they do not distinguish
between a bond-and common stock of corporations. They distinguish
between investments in business on the one side and life insurance,
Government bonds, and savings banks on the other. We call all in-
vestments in business venture capital, even though it may be triple A
bonds.

The CHAIRMAN. It does not seem to be a very good division when
you come to the question of how to get it.

There does not seem to be a verv sound division between the two.
Mr. BUNTING. I might refer tlhe committee to page 22 in this report

where this is explained in a, great deal more detail. The charts are
only prepared to illustrate the actual basis for this report itself.

Now the thing we wish to point out primarily; gentlemen, is that
venture capital in the strictest definition of the term cannot come from
insurance companies. It calnot come from savings banks and it can-
not come from commercial banks because they are not in the business
of providing venture money necessary to start an expanding business
enterprise. .-t

I would also like to summaril our recommendations here, Mr.
Chairman, if I could, and that ft'red on pages 23 and 24 in this
report.

In my judgment, there is rwo a on today for the people of this
Nationi.to lo. forwa to to with confidence. Production
is steadil ri nail .,loy liilt it is becoming better and
better b t aage A n ts have held up amazingly well
in our g i wilian prods ha l rices are
high, as 7 ct oadeicrease ha d A ess than the
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~rise of wages; and during the past 4 months the price level- has
-definitely flattened out. We yet have to see the full effects on prices
of the current round of wage increases. But if we can keep produc-
tion and productive efficiency moving forward, we should be able to
hold this potential price rise from getting out of hand.

For the general situation to be this favorable only 2 years after
the end of the war, should be a source of real pride to the American
people. But it would be a serious error to assume that we are now-
in a position to rest on our oars. Two major problems confront us
and they must be solved if the Nation is to continue to move forward.

The first of these problems is to make the necessary changes in our
tax laws to provide the capital formation essential to the continued
growth of. production and the provision of jobs for our growing
labor force. This is a problem which must be solved by the Congress.

The other problem is for all of us to forget our selfish group in-
terests and, in a spirit of genuine unity, put our shoulders to the
wheel.

By "unity" I mean, not only teamwork in the productive activities
of our Nation, but unity of understanding of what has made Amer-
ica great; of what is needed to perpetuate this greatness; of wvhat
real, wholehearted teamwork means to the future of every worker

.in this land, the future of our Nation-indeed, the future of the
whole world-for only a strong, united America can insure peace in
,the years to come.

That is why we have approached this presentation with a full
recognition of the tremendous import of the problems with which
you are dealing. We have confidence that you share this recognition
and that you will provide the leadership that will carry the Amer-
ican people safely through the turbulent times that lie ahead of us.

In closing my presentation, Mr. Chairman, I would say that if-there
are any ways in which any of the members of our staff may be

-'allowed to provide any. additional information upon this important
subject, requested by this committee or by other congressional com-
mittees, we would deem it a tremendous service to the public to be
allowed to cooperate with you.

Thank you very much.
The CHAIRMAN. Mr. Bunting, yesterday we had testimony which

indicated, or took the position rather, that the question of maintain-
ing capital formation at a fairly equal rate was the, key to the whole
problem. of preventing a depression, not so much the amount but the

*stability.
Mr. BUNTING. That is right..
The CHAIRMAN. What sort of Federal action can be taken to insure

such stability-you are familiar wit, hy ups and downs of the whole
economic history of construction, ilstance. Also in the willing-
ness of corporations to reinvest,...
* Have you any -suggestions as t (4ernment policy on maintaining
some stability of -capital' f n g

Mr. BUNTING. No. I think.you t to h incen e to venture.
'That has to be provided Ffrst-ni h ta he point of
oppression, there is not too much~tte o i estors,
and there is noa quateavai of 6 20-7- 2 -4
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Now I think the maximum amount of Government economy is the
No. 1 item on the list, then such reduction in personal income tax as
may be made so that venture capital may be encouraged to invest
itself in these enterprises.

Now we have a lot of people in this country who are talking depres-
sion, who are talking about business recession of some kind. Some-
where ahead of us there may such a depression, and I will tell you
the fastest and surest way to bring that on is for this country to fail
to have the necessary capital formation. Everything which can en-
courage capital formation on the historical basis of the past will assure
at least a long delay before any serious readjustment period sets in.

This matter of building is a tremendous item because the construc-
tion industry covers, and has, historically, such a very high percent-
age of the total wealth of the Nation.

There have been many things that have contributed to the present
condition in the field. If industry and if labor, if management and
labor and capital, canl be encouraged to live in an environment of
mutual trust and confidence, many of the things that are contributing,
at the present time, to what people consider excessive cost of building
can be taken out of the picture. It is going to take time, determina-
tion, and hard work between all three groups of people.

The CHIAIRAJEAN. Have you any figures on savings on incomes over
$10,000 and incomes under $10,000?

Mr. BUNTING. I think that is included in our report or supplement
attached to this.

I will ask Dr. Robey to give us the page number on that.
Dr. ROBEY. On page 16 of the appendix, Senator Taft, you will

find the estimated amount of venture savings for the coming years.
The CHAIRMAN. I wonder where you got the figures?
I just wonder whether you are not going to have to look to savings

in the future regardless of the income tax, taking a realistic view of
what the income tax will remain, and you are going to have to look
to incomes under $10,000.

Certainly there are substantial savings in this field, insurance
policies and so forth, apart from direct savings in banks. In the pur-
chase of a house over a period of 10 or 15 years, every capitalpayniieiit
is a savings every year during those 15 years.

Do you not rather underestimate the importance of encouraging sav-
ings in the lower incomes, under $10,000?

Mr. BUNTING. When we get into the field of venture capital, Mr.
Chairman, we are excluded from the types of savings which are made'
by people in the lower-income groups: The type of savings which are
made in savings banks, the insurance companies, and other fields are
not the source of capital formation required to be used for venture
purposes in competitive companies of various types and manufactur-
ing concerns.

The CHAIRMAN. I am trying to get some idea how much risk money
must be put into this $40,000,000,000 or $50,000,000,000 a year, and
how much would the insurance companies put in and the savings banks
put in.

Dr. ROBEY. On page 13 of the appendix, at the top, there is an esti-
mate of the total volume of savings in the years ahead and it runs from
$19,000,000,000 this year up to $26,800,000,000 in 1956, and the table
which I just referred to on page 16 is the proportion of that which we
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estimate will be saved by those with incomes over $10,000, which runs
from $4,000,000,000 to $6,000,000,000.

So, the overwhelming majority of aggregate savings comes from-
those below $10,000 according to our study.

The CHAIRMAN. That is what I thought.
Dr. ROBEY. We would like to be able to distinguish between the bond

purchasers and the stock purchasers in business, but unfortunately the
Bureau of Labor Statistics figures, which are the only figures we have,
do not make that distinction, and therefore we had to take that total
lump. It is a comparable figure on savings and the type of investments
made. We would'like more detail if we had it.

In 1946, the institutional investors of the country, savings banks and
so on, invested about $5,000,000,000 in American business. Commer-
cial banks contributed $4,00.0,000,000.

We have assumed this contribution will be continued over the years,
at the 3.8 percent rate of progress which we have mentioned. We have
allowed for all of that in arriving at our final figure.

We have also allowed for a fairly substantial amount in business
reserves accumulating over the years and for a change in the price
level which is involved in the purchase of new supplies.

The CHAIRMIAN. Recognizing the need for some venture capital we
are still concerned to know how we can eliminate the ups and downs in
capital formation.

Mr. BUNTING. That is right.
The CHAIRM3AN. Almost more than what the volume should be. I

suppose we could adjust ourselves to a somewhat smaller capital
formation percentage if it were the same every year.

I don't know what is necessary.
Mr. BUNTING. Our theory is, Mr. Chairman, that unless we continue

this expansion we are very likely to run back to a decade like the
1930's when investments were so precarious. If we do not continue to
progress we will never pay off the $258,000,000,000 national debt.
Naturally that is going to require-

The CHAIRMAN (interposing). I do not think we are going to pay it
off anyway.

Mr. BUNTING. I hope we do.
The CHAIRMAN. I do not see that we need to pay it all off.
We are very much obliged to have these studies on capital formation.

They are very interesting to the committee, and if you have any further
studies from time to time we would be glad, to have them.

Mr. BUNTING. That is fine.
The CHAIRMAN. Particularly on this question of stability of capital

and what to do about it.
Mr. BUNTING. We will be glad to furnish anything we have, Mr.

Chairman.

STATEMENT OF GEN.' R. E. WOOD, CHAIRMAN OF THE BOARD,
SEARS, ROEBUCK & CO.

General WOOD. Mr. Chairman and ge'ntlemen, I am not an econo-
mist, analyst, or banker, but the company of which I am the chairman
of the board distributes consumers' goods of every character, except
food and automobiles, in every State of the Ufiion.> The company'sells
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:through the catalog to the farms, smaller towns, and cities, sells'

through some 600 stores to the larger cities and towns.
- An officer'of our company has an unequaled opportunity to view
the whole panorama of industry, both'of production and of distri-
bution. We can tell when the pace of industry slackens or accelerates.

Looking back to VJ-day, pretty nearly every economic prophecy,
whether from Government or private sources, has proved wrong.
We were told by Government and labor sources shortly after VJ-day
that by November 1945 we would have 5,000,000 unemployed; by March
1946, 7,000,000 to 9,000,000 unemployed. For 2 years we have had
practically no unemployment except voluntary unemployment, and

now for the first time in history we have 60,000,000 people at work.
In the summer of 1946 we were warned by private sources that a

serious business recession was impending, probably beginning in the
late fall of 1946, certainly by spring of 1947-now postponed until
the fall of 1947.

I have never believed that any depression was in store for us in

'1947, and I doubt whether it will come in 1948. Apparently the
majority of our economic prophets had overlooked one vital fact, the
position of agriculture, our basic industry. -

In World War I the*farmers of the country put their profits in
high-priced land, found themselves at the close of that war loaded
with debt, with falling prices, and a lack of markets. At the close

of World War II the farmers of the country have the highest income
in their history, have reserves in cash and 6overnment bonds of over
$22,000,000,000, have vastly superior tools and equipment, and have a
mortgage debt of approximately half of what it was 15 years ago.

Their present purchasing power is very high and there are no signs

'of reduction this year. The initial purchasing power comes from the
products of the soil.

There has been a great deal written about the decline of produc-
tivity in industry in the past 2 years. This is certainly not true of

agriculture, where with greatly improved tools and machinery plus
hard work productivity has greatly increased.

When and if we cease to feed Europe, farm prices will decline, but
they should not decline to anything like the extent they did in' 1920.

Our population in that year was 106,000,000; with the present rate of

-growth, our population in 1950 should be 147,000,000: Our land area

is the same as in 1920. There has not been any great increase in

cultivated acreage and there are approximately 40,000,000 more people
in this country to feed.

All of our population is consuming more food per capita than it

did 25 years ago. Within 5 years, it is doubtful whether there will be

any farm problem in the sense of large crop surpluses. While farm
prices may decline with a large drop in exportations of food- there

should still be a comfortable income for the farmers of the country.

- World War II showed the immense superiority of our tools, ma-
chines, and equipment over the rest of the world. It is these tools

and machines that enable us to out-produce every other country in
the world, to pay high wages, and to maintain our people on a* high

standard of living. If our system of taxation permits sufficient sav-

ings by individuals and corporations to continue the acquisition of

more and better tools and equipment, there is no reason why our stand-

ard of living should not continue to rise. It should be added that
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American ownership and management should adhere to present Amer-
ican practice and should continue to plow back a substantial portion-
of their earnings into improved tools and equipment.

English capital made the mistake of paying out an excessive amount
of earnings in dividends, resulting in general obsolescence of English
industry.

The greatest fallacy enunciated during the New Deal was that there
were no more opportunities in the United States, that this was a
finished country, that it was static. Our country is still a young
country; it will require all the capital we can save in'the next 10 years
to provide the facilities for our growing population and the needs of
the vast undeveloped portions of our country.

With ample capital, with the ablest industrial management in the
world, with the best plants iri the world, tools, machines, and equip-
ment, and with the smartest and most intelligent labor force in the
world, there is no reason why we cannot progress for the next few
vears if our Government and our system of taxation is intelligent and
if there is a reasonable degree- bf cooperation between capital and
labor.

Too much has beein made out of price maladjustments. There are
price maladjustments but most of them will be readjusted within the
next 2 years-line by line. These adjustments may'cause temporary
loss of profits to the owner, temporary unemployment to the workers,
but they will not come altogether; so their effect will not ble -great on
the--general economy. Their. long-term effects should be beneficial

*and tend to postpone a depression rather than cause one. -'
There is one serious cancer in our economy and that is the building

&cnotiruction in-dustry. Building costs have risen all out of proportion
to other costs. High wages can be paid wheni improved tools and
machines enable the worker to produce more. In this particular in-
dustry, there has been little improvement in tools, there has been a
very great advance in wages, an actual decline in production, with a
resulting great increase in costs. The greater part of the increase is
inilabor costs and in the practices- of the building trades-unions. I
should add, that this is not true of the majority of other unions.. In
any- case, the chief sufferer is the worker himself and his family. I
believe a congressional investigation of this industry, to get at the
true facts~ would serve a useful purpose. If we can get the costs of
building construction down, we have billions of dollars of work assured
for'the next 5 years and the problem of housing our people can be
solved:.

I do not touch on the foreign situation except to say that I believe
the importance of the effects of our foreign- trade on our domestic
economy are very much exaggerated. At the present rate, our excess
of exports over imports is around $8,000,000,000. If these exports were
out materially, our economy should not crumble.

A distinction should be made between the loans to the young, grow-
ing countries of South and Central America and Canada, which loans
if properly applied, will result in material benefit to those countries
and to the United States, and loans to the countries of western Europe,
wher6-no amount of money can restore the economic conditions that
formerly prevailed and where the loans cannot be repaid.

I am aware of the uncertainties of the foreign situation, but I be-
lieve that nothing can stop the progress of this Nation.
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The CHAIRMfAN. General Wood, what is your opinion of the present
price situation we have everywhere and the complaints about higher
prices? What is your general view of whether these prices are abnor-
mal today, and if so, whether anything should be done to break them
down.

You do not handle food, but that is the greatest complaint. There
are also complaints in other fields.

General WOOD. In our catalog we keep an index just like the Labor
Department does, and our fall catalog, which has just come out, for the
first time in 6 years shows some reduction in prices, not much, but
some.

The CHAIRMAN. Your present catalog just came out and shows a
reduction over the last catalog?

General WOOD. The last catalog.
The CHAIRMAN. When was that?
General WOOD. The spring catalog which goes out in January and

February.
That is the first time in 7 years it has turned down. It has not

turned down much.
From the standpoint of the worker, his big items are food, clothing,

and rent. You cannot get much reduction in food prices until you
begin to let up on feeding Europe.

Y6u cannot get much reduction in rent until we get a tremendous'
amount of new construction and that is, I think, the most serious bot-
tleneck, because your building costs are terrific and the poor man
cannot afford to pay the price for a new house.

The CHAIRMAN. You handle building materials? -
General WOOD. We handle building materials, but we do not build

houses.
The CHAIRMAN. I understood that you sell prefabricated houses?
General WOOD. Not now.
The CHAIRMAN. Not now?
General WOOD. We got badly burned.
The CHAIRMAN. What is your view about prices of building mate-

rial? Are they abnormally high?
General W6OD. I think they are high. I think they are going to

come down. Lumber has dropped some, but the biggest elements in
building cost are the labor costs and they are terrific, because we are
not getting the productivity.

We have built a number of stores in the last 18 months and their
cost averaged just double of what they were in the 20's and 30?s.

The CHAIRMAN. You do handle clothing?
General WOOD. Oh, yes.
The CHAIR3MAN. Has the price of clothing come down?
General WOOD. A little bit, but the prices will come down more.
The CHAIRMAN. You are inclined to think the slight reduction made

this time mnay be greater next time?
General IVOOD. I think so, because as your supply catches up with

your demand* competition is started-the merchants for 7 years
have been able to sell anything. I mean the demand was greater
than the supply and all you had to do was to put the goods out on
the shelf and merchants sold them at any price they put on them.
Now, as demand catches up, the merchant is going to cut his price,
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give better quality, and better goods before the country will take
his goods.

The CHAIRMAN. Do Sears' prices have much effect on retail sale
pricess?

General WOOD. The catalog is the price guide for the rural districts
and small towns. It has not much effect in the big cities because
we do not distribute catalogs there.

The CHAIRMAN. Your general view as to all prices, these things,
outside of food and rent-

General WOOD (interposing). I think the turn has been reached and
I think you will see a progressive decline. I do not think it will be
a great decline, and I do not think we can ever get back to the price
levels of 1939.

The CHAIRMAN. I assume...the whole level will be up 50 percent,
probably, wages, and prices, if not more.

General WOOD. One trouble has been, and that is very specific, with
the maladjustment of prices.

We have an index of the various lines in our catalog. Generally
speaking, what we call hard lines-hardware and metal products-
show an average increase of 60 percent, but garments show an in-
crease of 130 percent. And it was in garments that the price break
occurred last fall, I mean women's clothing and to a certain extent
men's clothing, but principally in women's clothing, the prices had
gone out of all proportion. A rich woman balked at paying $5,000
for a $2,00 fur coat and the poor woman balked at paying $25 for a
$10 dress, and the garment industry was hurt and prices have been
materially reduced, particularly in women's wear.

The C HAIRMAN. Have you any suggestion as to anything the Gov-
ernment can do? Suppose we start in what looks like a depression.'
Is there any suggestion as to Government policies?

General WOOD. I think one of the greatest things is this tax policy.
I realize, of course, you have got to have much higher taxes in the
future than you did prewar. On the other hand, I think there is a
mean in between. I think the previous speaker brought it out, that
you have to allow enough savings by corporations and individuals
to keep getting better plant. The great superiority of our system
is tools and machiines. As you go around the world, and I had the
privilege of twice going around in the Air Corp~s, you get a chance
to see how far ahead of every other country we are.

It is tools and machines that enable us to pay the wages.
I think it was Mr. Lewis who testified before some committee in

Congress that the American miner is paid three times the amount the
English miner is paid, but he produces six times as much a day. That
is due to machines. It is true in every manufacturing industry and
it is true in agriculture. No one realizes what has happened in agri-
culture today, the number of tools and devices has increased the pro-
ductivity of the farmer enormously. That is why his labor force
has been cut by 25 percent and he is producing roughly 25 percent
more than he did before the war.

It is those tools that enable us to produce, and to continue this pro-
duction you have got to have capital and savings to buy the tools.
And then as you go over this country we have proof that the idea
that this is a finished country is absurd.
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There are enormous amounts of capital required for the development:
of the South, Southwest, Rocky Mountain States, and the Pacific-
Coast States.

The CHAIRMAN. I notice from' your statement you think- the in-'
crease in'pbputltion in the United: States- over 1920 will soon get to
a point where-there is very little'danger- of agricultural surpluses. :

General WOOD. I think the farm prob'lem-'may 'be. 'offs of- Congress'-
hands forever in 5 years. - -' - . _ -

The CHAIRMAN. We could not consume--a- permanent wheat crop:
of that size..

General WooD. That' is true. -
The CHAIRMAN. You would have to ship it?
General WOOD. Wheat, after all, is not a tremendous ' element.:

Wheat today will not amount to over 4 or 5 percent of the total value
of agricultural income, and you could transfer the wheatland- to
something else.'

The CHAIRMAN. In other words, the amount- of exports would be:.
somewhat reduced if we did not have an agricultural surplus?

General WOOD. I am a midwesterner. Possibly I look on it with'
that view, with a view opposed to that of people in New York, Boston,-
and Philadelphia, who think if our export trade goes to pot we, are
ruined. I, of course, realize'we have to have exports and we will'
have exports, 'but I do not think we need maintain them-. at $16,000,-
000,000 a year at the price of, giving the money away to buy the,
exports. That is what we are doing.

I do not think the country's economy would crumble if those exports
were cut say $3,000,000,000 or $4,000,000,000. ' -

The CHAIRMAN. To the extent we have $3,000,000,000 or $4,000,-
000,000 in the Federal Government that comes right out of taxes, we
would have no exports. So, at least, if we-had no exports we would
have $4,000,000,000 at home- to develop a larger American market.

General WOOD. Perhaps you cannot do it right away, but certainly
you should progressively cut them: I mean cut that portion that has
to be raised by taxing the American people.

The CHAIRMAN. If we can permanently maintain exports, that is,
all right, but I do not like to have a purely artificial-business which
suddenly collapses a~s it did in 1929, and tends to accelerate a depres-
sion.

General WOOD. Another point is I distinguish between western-
Europe and Central' and South America. Central and South Amer-
ica are in a position similar to our own country, we will say, 60 or 8S
years ago. They have great natural resources but they are'in transi-
tion from agriculture to some industry. They require capital to
establish that industry and to improve their position. '

The CHAIRMAN. They can pay back their loans as well?
General WOOD. They can pay back, but not western Europe'

Western Europe' was originally the workshop of the world. .They
brought in 'raw'materials, processed them and sent them out at a
profit. Now manufacturing plants are moving. In other words,
England cannot export cotton goods to Brazil, Japan, and China.
The position of western European countries, which are overpopulated,
is bad; I do not care how many loans you pour down, you' cannot re-
store their economy. You may have to feed them. It is just like
pouring money down a rat hole.
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- The CHAIRMAN. Senator O'Mahoney.
Senator O'MAHONEY. Your theory then seems to be that Europe is

finished.
General WOOD. Yes.
Senator O'MAI-IONEY. And that there is no sense in wasting any

concern or time or energy on attempting economic rehabilitation
there?
* General WOOD. Well, to a certain extent, I believe that theory. I

believe that western Europe, a larger portion of it, is finished.
Senator O'MAHONEY. Is there any more logic, sir, in contending

that Europe is a finished country than there was on the part of some
professional economist in contending that the United States was a
finished country?

General WOOD. There is a great difference. We have got about 45
people to the square-mile. England has 700; Germany 600 or 700.
You take England, a little island-it is impossible with its resources
to support the people with a decent standard of living. This country
can support a great many more.

Senator O'AMAHONEY. England is only a part .of Europe.
General WOOD. Well; Belgium.
Senator O'MAHONEY. 'What about the coal resources of England?
General WOOD. Of what?
Senator O'MAHONEY. What about the coal resources of England?
General WOOD. Germany is the'only one that has substantial coal

resources.
Senator O'MAHONEY. What about the iron resources of Sweden?
General WOOD. Sweden is in a different category.
Senator O'MAIHONEY. How did it come about that Germany was able

to organize the economy of Europe so that it took a tremendous effort
of the entire production capacity of the United States to compete
with their producion? Was that production in Europe under Hitler
and Mussolini the sign of a finished economy?
I General WOOD. I think it was in that it required their utmost
resources to take care of that sixty'odd-million people in Germany.
Of course, Italy never did have the productivity.
I Senator O'MAHONEY. Your judgment is, I take it, as far as the
United States is concerned, it should forget all about Europe and all
the people over there?

General WOOD. No; I do not think we can forget all about Europe.
I think we have got to do something, give some help, but I think we
do it more in the nature of charity than anything else.

. Sen'ator O'MAHONEY. If it were possible to restore the productive
capacity of Europe, you would not be opposed to that?

General WOOD. No; and I think we should help them to restore what
we can.

On the other hand, I think their only salvation is for about 10 to 15
million English and 10 to 15 million Germans and Belgians, and pos-
sibly Dutch, to emigrate.

Senator O'MAHONEY. What do you suppose is the thinking of those
American business leaders who are investing millions in an attempt to
build up the oil industry?

General WOOD. They are not building it up in Europe.
Senator O'MAHONEY. Attempting to.
General WOOD. What do you mean by attempting to build it up?
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Senator O'MAI-IONEY. I mean the Standard Oil Co. of New Jersey,
the Socony-Vacuum, and Texas and Standard of California are now
engaged in a very broad-gaged attempt to sell petroleum products
throughout Europe.

General WOOD. They-are putting millions in Arabia.
Senator O'MAHONEY. I am not talking ab6ut production.
General WOOD. The amount they are putting in distribution is rela-

tively small. For $1 put in distribution they are putting $10 in pro-
duction.

Senator O'MAITONEy. All right, General, I will send you some of
the hearings and let you judge what the American investments are,
and I will not discuss the European situation.

I was very much interested in a paragraph which I read in your
statement:

Too much has been made out of price maladjustments. There are price
maladjustments, but most of them will be readjusted within the next 2 years-
line by line. These adjustments may cause temporary loss of profits to the
owner, temporary unemployment to the worker, but they will not come altogether.
So their effect will ndt be great on the general economy. Their long term effect
should be beneficial and tend to postpone a depression rather than cause one.

May I ask you to elaborate a little bit upon this theory that the
temporary loss of profits and temporary loss of jobs would have a
long-term beneficial effect upon our economy?

General WOOD. *What I mean by that, is this, you see an example in
New England today in worsteds. The worsteds mill shut down to
some extent because tle prices were too high and people would not buy.
When the prices are right people begin to buy and people go back
and buy, and New England begins on a new basis to make profits.

If every industry in the country did that at the same time, of course,
there would be a collapse. It is just here and there. In certain types
of radios today you have an oversupply. Some factories are closing
down, but that, you might say, is a drop in the bucket, but if it affects
the general economy and all your mills, cotton, textiles, and steel close
down you have a depression.

Senator OMAIHONEY. You will not misunderstand me when I say
that sounds suspiciously like the talk we heard after the crash of 1929
when gentlemen in positions of importance were consistently saying,
"Prosperity is just around the corner."

General WOOD. I was not one of them. I remember Mr. Lamont
was Secretary of Commerce.

Senator O'MAIDONEY. I know you were not. Why do you take
such a rosy view if you think price maladjustments will lead only to a
temporary loss of profits and temporary unemployment?

General WOOD. Because what I tried to bring out here is that your
basic industry was never in better condition, that is, agriculture. The
farmers in this country are in the best position they ever were.

Senator O'MAHOKEY. What puts them in the best position that
they were ever in?

General WOOD. They had war profits, and instead of wasting their
profits they saved them. They have $22,000,000,000 in bofids and
cash. Every country bank in the Middle West, Far West, and the
Rocky Mountain States. cattlemen, sheepmen, the ranchers, the farm-
ers of the Middle West are loaded with money and with reserves.
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They have got an immense purchasing power to sustain this economy,
and that is where it starts.

I judge, you are from New England, are you not?
Senator O'MARHONEY. No; I am from Wyoming. I started in New

England.
General WOOD. You started there. I can tell'by your voice. That

states the essential difference, as I tried to bring out in the little
memorandum, between 1921, 1929, and 1946.

Senator O'MAHONEY. The purchasing power of farmers will not in
itself sustain the market for farmers. That will constitute a market

'for Sears, Roebuck and industrial producers?
General WOOD. No; that is the start. That is the base of the

pyramid. That is the start.
Senator O'MAHONEY. The agriculture in the future cannot subsist

on the profits of the war, can it.
General WOOD. No; part of- that income is due to these exports to

Europe which keep prices higher than they would-be if they depended
on the domestic market.

Senator O'MAHoNEY. Let us assume that to be a fact, and let us as-
sume the exports to Europe were cut off as you recommend.

General WOOD. I do not, recommend they be cut off.
-Senator O'MAHONEY. You recommend England or Europe. I as-

sume that was your recommendation. Perhaps you wish to change it.
General WOOD. I bring up the question. I do not recommend that

they arbitrarily and suddenly stop this aid to Europe, but I think
you have got to taper it off, and I think you have such immense poten-
tial markets in South and Central America you can more than make
up for Europe.

Senator 'MA.HONEy. Let us assume that the market to Europe is
cut to a minimum, where then will the agricultural production go? To
the agricultural countries of South America?

General WOOD. No; what I tried to bring out was that I think within
5 years your domestic market would absorb all your products of
agriculture except wheat and possibly tobacco.

Senator O'MAHONEY. I am still turning my mind around that tem-
porary unemployment factor of yours, trying to find but how you antici-
pate that will only be temporary. You point out that the f armer is the
basis of our economy, but his prices have -been kept up by the war and
exports to Europe, and that the export market will be cut off and there-
f ore he must look to some other market.

General WOOD. No; I do not say that. I say with 40,000,000 more
people to feed, the domestic market will absorb the products of our
farms in a general way, and that you will not have, with the exception
possibly of wheat, any large surpluses.

Senator O'MAHONEY. I hope you will explain this theory to Mr.
Goss of the National Grange and to Ed O'Neal of the Farm Bureau.

General WOOD. I know Mr. O'Neal very well.
Senator O'MAHONEY. Will you elaborate a little about your concept

-of productivity in- the. United States? In the first place is it a good
thing to increase production, and in the second place, if it is, how can
we increase it?

General WOOD. If production is increased in tools and machines and
in mining, too.
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Senator O'MAHONEY. Do you give any credit to the people, of
America?

General WOOD. The people of America are the people who, invented
these machines.

Senator O'MAHONEY. Do you give any credit to the more liberal
labor policy which you have had in the United States than in other
countries? Many figures are presented to show and comments are
made that shorter hours and better pay with machines have increased
productivity.

General WOOD. The shorter hours and better pay came as a result.
of machines. There is a direct relationship.

Senator O'MAHONEY. It is the old question of the chicken or the
egg.

General WOOD. I do not care how many laws you pass, if you do
not buy the machines you could not pay the wages or give the hours.

Senator O'MAHoNEY. But you do not write off completely the bene-
fits of better working conditions?

General WOOD. Oh, no, and you want to distribute the purchasing
power. Whenever you invent a better machine it gives better pro-
ductivity and the worker who operates that machine should have a
share of that productivity as well as the owner of that machine.

Senator O'MAHoNEY. Have you any comment to make to this com-
mittee about the effect of productivity on the private-enterprise sys-
tem?

General WOOD. Of course, the more I see of it, the more I believe
in a private-enterprise system as against state capitalism, whether
you call it nazism, communism, socialism, or anything else.

Senator O'MAHoNEy. Now there has been some testimony before
this committee with respect to the desirability of reducing prices and
increasing wages for the purpose of increasing production.

General WOOD. I do not see how we can do it.
Senator O'MAHONEY. Mr. McCormick, for example, said the Inter-

national Harvester Co. has deliberately adopted the policy of sharing
between the consumer, the worker, and the owner.

General WOOD. Exactly.
Senator O'MAHONEY. By holding profits down on units, depending

upon the larger output and reduced prices, his theory was that any
price is too high which can. be reduced, and they have adopted the
policy of increasing wages.

Mr. BENDER. Is not that the policy of every businessman?
General WOOD. That of course is business statesmanship. You

have your customer, the consumer, who ought to come first, your
worker comnes next, your stockholder comes last. However, if the
consumer and the worker is taken care of in the long run the stock-
holder benefits.'

Senator O'MAHONEY. Then you agree with his policy?
General WOOD. One hundred percent.
Senator O'MAHoNEY.. And in our present system it is possible to

hold prices down and keep wages up for the benefit of all?
General WOOD. Yes; I think so, always provided you have those

machines.
-The CHAIRMAN. And in the limited field of manufacture where
prices can be controlled on the Chicago gray market ?
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General WOOD. No; that is a'different thing. The whole success
of my own company has been due to the theory that we try to dis-
tribute, we do not manufacture, at the lowest prices we can to the
consumer. In the last 2 years our main problem has been to get the
goods.

Senator OMAHoNEY. What is your view of productivity generally
in this country outside of agriculture?

General WOOD. Well, we have some interest in manufacturing, but
from our own factories I have not seen any decline in productivity
of the average industrial worker, and in that I think labor has been

'perhaps unjustly blamed in the majority of cases, and certainly, as I
pointed out, the productivity of the farmer has increased. The one

.place labor is responsible is the building trades. Now that is bad.
In some of these cities where a bricklayer has gotten down to 400

or 500 bricks a day it is bad. v -
Senator O'MAHONEY. It is only proper to call your attention to

the fact that the spokesmen for. organized labor who have appeared
before this committee, have contended that the blame for the reduc-
tion of output per man, bricklayers, for example, should not be borne
by the worker. He pointed out, for example, in many cases the worker
has to wait around for material.

Mr. BENDER. I want to say this regarding brick, there is no shortage
of brick.

General WOOD. None at all.
Mr. BENDER. That was advocated by a labor witness before. There

are plenty of bricks to be had.
General WOOD. Anyone who has had to build structures in the last

2 years can see the enormous cost and lack of productivity. I do not
agree with you there. It might'be a free country. After all, in a cor-
poration like our own, after we find our costs are too high, we stop,
but the worker who is in need of housing or shelter, is either without a
shelter or he has to pay through the nose, and to get at the true facts
perhaps a congressional investigation would be necessary.

Senator O'MAHONEY. Again there is testimony before this com-
mittee which coincides with previous testimony, namely, that build-
ing codes which have not been revised in years and combinations be-

'tween material men and'labor unions have been important factors in
increasing the cost of construction. So again, I say labor itself should
not be the only goat.

General WOOD. I think you will find in that particular industry
'labor is the principal goat. I- do -not have the facts. Only you
gentlemen can get the facts.

The CHAIRMAN. We are considering a resolution introduced by
Senator McCarthy to go into the question of high costs. -It applies
not only to the building industry but to all industries.

General WOOD. And in some larger cities there is a combination
between material dealers.

Senator O'MAHONEY. But it is your considered opinion that pro-
ductivity can be encouraged by a policy of reducing prices and main-
taining wages.

General WOOD. Yes, within limits, and that is what every wise
businessman tries to do.

Senator O'MAHONEY. Thank you very much.
The CHAIRMAN. Are there any further questions?
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Mr. HART. General, with regard to price maladjustments that are
so prevalent in the country, nearly all of our- witnesses ascribe them
to the law of supply and demand. Is there not some other reason in
these cases 'where extraordinarily high prices prevail? Is this com-
bination against the public welfare limited to collusion between
material supliers and labor, or is it generally prevalent in other
industry?

General WOOD. No; I would not say-it was not prevalent in other
industries.

Mr. HART. You just said the radio industry is in bad shape now;
there is an oversupply of radios and some manufacturers are closing
down.

General WOOD. Yes.
Mr. HART. And yet the prices of radios today are far in excess of

what they were a few years ago,
General WOOD. Yes.
Mr. HART. How is that to be accotnted for if the law of supply

and demand alone determines the price?
General WOOD. The price of radios has dropped materially. It has

dropped and it is dropping all the time. However, you cannot get
your prices back to 1939 because materials that enter into radios and
the wages that enter into radios are so much higher that you cannot
get that price back to 1939. You can get it below that of 1946.

Mr. HART. I am not making any such mntention, but in the light of
the fact, that there is such an oversupply of radios that factories have
to be closed down, it seems a remarkable thing a radio you could
purchase for $10 in 1939 now costs you about $30.

I am not suggesting that it ought to be sold at $10, buf certainly the
disparity between 1939 and current prices cannot be ascribed to the
law of supply and demand.

General WOOD. I think you can buy that radio for $20 now and in 2
or 3 months you can buy it for $15.

Mr. HART. That may be true in the Sears, Roebuck catalog, but not
on F Street.

General WOOD. That is because the dealer is reluctant to take his
medicine.

Mr. HART. Why should the dealer be the only one to take the
medicine? Why should not industry be willing to-share?

General WO0D. I think the manufacturer is. taking, his medicine on
small radios.

Mr. HART. Certainly the dealers ought to be influenced by his
position.

General WOOD. If you care to, I will get you the data on radio prices.
Mr. HART. You think high prices are not due to anything except the

absolute working of the economic laws and these prices are not a result
of any conspiracy or collusion against the public interest.

General WOOD. With very few exceptions.
Mr. HART. There are bound to be exceptions. That is all, sir.
General WOOD. I think the public will break the price. I mean

where they are unreasonably high. I quite agree with you; I have
seen in our own stores last year these little radios for $30.

Mr. HART. The danger of that theory is the public will break the
price when the public itself is broke.
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General WOOD. No; they broke the price on fur coats and garment
prices last fall. The women just quit buying.

Mr. HART. Fur coats are not articles of personal use such as radios.
General WOOD. They cut the price of garments.
The CHAIRMAN. Any other questions?
Mr BENDER. Is it not a fact jewelry prices have dropped?
General WOOD. It started with high prices for fur coats, then wom-

en's wear and costume.jewelry. Then the bottom fell out of higher-
priced cosmetics.

Those four lines all broke and sales stopped. They were tremen-
dously reduced. The public evidently decided that they were too high
priced and they did not want them so they quit buying, and that broke
the market.

Senator O5MAHoNEY. Are there-any other fields in which you think
prices are too high?

General WOOD. I think the textile prices are too high and sooner
or later they will break. The demand is so great right now on cotton,
rayon, and woolen goods that until the supply catches up there will
be no price breaks.

Senator O'MAHONEY. If prices are too high, then, would you not
think in the interest of producers as well as consumers, they ought to
be brought down?

General WOOD. Yes.
.Senator O'MAHONEY. That being the case, what do you think in-

dustry and business should do to bring prices down?
General WOOD. Well, I am now speaking from the standpoint of the

distributor. I buy the goods to resell to the consumer.
I talked to a number of cotton manufacturers and I told them their

prices were way out of line; that they were not following what I call
business statesmanship by reducing their prices, because I think in
some cases their profits are entirely too high.

Senator O'MAHONEY. Do you do anything except advise them their
prices are too high? Do you cut your orders?

General WOOD. We have cut our orders. We have stayed out of the
market 3 or 4 months in the hope we could break the market.

Senator O'MAHONEY. That is a good policy for the consumer and
also for the distributor.

General WOOD. Yes. There is a limit to where we could go. If the
consumer keeps buying from us, sooner or later we have got to buy
from the mill.

The CHAIRMAN. Are there any other questions?
Mr. HART. I read in the press, General, that at the time your last

catalog was issued it carried a caution to prospective buyers that prices
might increase over those in the catalog. Is that so?

General WOOD. Not in our last catalog; not in the one just issued.
As a matter of fact we told our customers if prices declined we would
give them the benefit of this reduction over the quoted price in the
catalog. It is not our belief that prices will ilicrease at all this fall.

Mr. BENDER. Is your catalog still in as great demand as it used to
be?

General WOOD. Well, all I can tell you is we are 1,000,000 short of
our requests.
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I might end, Senator, by saying that one of the, things I think
fooled everybody after this war was the enormous consumptive power
and enormous purchasing power of this country.

In 2 years-now it took Sears 60 years to reach a billion dollars
in sales. We reached a billion in sales in 1945. If we continue at
the rate we are going now, we will reach 2 billion this year.

In other words, we have attained in 1 year in money value the
business it took us 60 years to get.

Senator O'MAHONEY. Do you happen to know how much your cata-
log weighs?

General-WOOD. About 7 pounds.
Senator O'MAHONEY. So you are 7,000,000 pounds short of paper

now?
General WOOD. Yes; twice a year.
Senator O'MAHdNEY. Fourteen million.
General WOOD. We issue a spring and fall catalog. We cannot get

the paper.
Just for your information, I might add one thing.
We built a store in Mexico and we are building two stores in Brazil.

Recently we had some of our engineers up from Mexico and Brazil who
brought their wives along, and their one statement is that they have
had quite a bit of trouble restraining their wives from buying every-
thing. in the States because our goods are so much cheaper. I am
not talking about Sears' goods, but various department stores in Chi-
cago and New York, and our prices compared to the rest of the world
are way under.

In fact, in Mexico we undersell the local merchants 25 percent, and
then they are prices I would be ashamed of in the United States.

The CHAIRMAN. Any other questions? [No response.]
Thank you very much, General Wood. We appreciate your coming

on and your advice and assistance.

STATEMENT OF GEORGE M. HUMPHREY, CHAIRMAN, PITTSBURGH
CONSOLIDATION COAL CO., PITTSBURGH, PA.

Mr. HUMPHREY. Mr. Chairman and members of the committee, I was
summoned to appear before this committee to discuss the subject of
your general inquiry long before there was a settlement of the recent
coal wage contract.

However, in view of all of the questions that have since arisen with
respect to that settlement, it would be inappropriate now not to dis-
cuss the coal contract and its effect upon the so-called wage-price

'spiral.

When the mines were turned back by the Government to the opera-
tors last month, Mr. Lewis simply said that his men were unemployed,
there being no contract in effect, and that if the operators wanted
to employ them certain conditions would have to be met or the men
would not go to work. Whether that would constitute a strike or
not within the meaning of the new labor law was something for the
lawyers and courts to decide, but there was no doubt that little, if any,
coal would be mined in the meantime.

This was not a theoretical matter-it required a practical decision.
There were two immediate courses open: Either let the mines stay
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idle and resort to mediation, litigation, or legislation, or another
Government seizure; or on the other hand, work out with the union the
best possible terms that could be voluntarily agreed upon.

The first consideration was, What would the consequences of each
of these alternatives be?

Coal is in great demand both here and abroad and stocks are rela-
tively low. Without coal production it would be only a short time
before transportation would be crippled, steel production curtailed,
and all 'manufacturing dependent upon coal, steel, and transportation
would be seriously interrupted, with consequent unemployment and
increased shortages of many commodities for use both here and else-
where throughout the world.

While 400,000 miners would face payless pay days voluntarily, there
would be many thousands of other workers who would be forced into
involuntary idleness and loss of pay. Further shortages would force
higher prices and the familiar spiral of increases would continue to go
further out of control.

The Taft-Hartley law was new and its application to these particu-
lar circumstances involved unsettled questions upon which legal
authorities differed.

The Smith-Connally law had expired and talk was current concern-
ing the possibility of new legislation by Congress for seizure by the
Government or proposed new remedies, the results of which no one
could foresee. All this would be time-consuming and nothing was.
suggested which would start the mines working after the miners' holi-
day and prevent the serious interruption to the production of coal,
with all the vicious consequences on the general economy of the Nation
as well as those resulting from further shortages of many much-needed'
articles of commerce. Furthermore, all our past.experience had been
that when once the Government intervened in a labor dispute, it finally
granted about all that was asked by the union, but only did so after
serious strikes had taken place causing great damage and inconvenience
to the public as well as to our customers and ourselves.

On the other hand, what would be the result if an agreement could
be reached through collective bargaining? The men would then re-
turn to work and production would continue in coal, steel, and many
6ther commodities. There would then be no crisis threatening soon
to paralyze a large part of American business. As production rose
and finally supplied demand there would be an application of the
economic law of supply and demand with a resulting pressure on
prices. Clearly the choice of courses to follow was that of reaching
an agreement and maintaining production all along the line with all
of the benefits to the entire Nation that would result therefrom, unless
the price of such an agreement was unreasonable and excessive.

There was so much speculation and misinformation about this
contract during its negotiation and before it was actually prepared
and available for study that many people have become confused by the
inaccurate and misleading stories they have read or heard. Are the

-terms of the settlement really inflationary or unreasonable? Let us
consider just what they are.

The miners' request for six additional paid holidays which was made
in this case, as well as in many others recently, was denied and with-
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drawn. The request for premium pay for Saturdays and Sundays as
such was also denied.

Further safety precautions are earnestly desired by both parties, and
an additional constructive safety program was agreed upon.

The purposes and general administration of the welfare fund which
was the real cure of the last bituminous coal strike and was first estab-
lished bv the Government after its seizure of the mines about a year
ago were settled so as to accord with the terms of the Taft-Hartley
law. This fund is for an employees welfare program to be used and
administered strictly in accordance with that law.

The issue of the unionization of foremen has caused two recent in-
dustry-wide strikes and many local interruptions to production. An
agreement was finally reached in this contract which not only com-
plies with thie Taft-Hartley law, but may well settle this serious issue
for the benefit of all industry.

Under the new contract there is reserved to management, fiee from
union control or organizational activities, all necessary management
employees, and at the same time the union is protected from the abuse
of such exemptions. There is nothing more important to the efficient
functioning of our industrial system than the proper settlement of this
long-standing controversy regarding foremen.

It has been said that this agreement was purposely designed to avoid
the real intent and obligations of the Taft-Hartley law.

It is not practical to try to analyze all the legal obligations of the
parties under the contract: Certain points, however, have been raised
upon which comment is warranted. The first is the so-called willing
and able to work clause, which was first included in an agreement with
this union by the anthracite coal operators about a year ago. That
clause is contained in the following sentence:

It is the intent and purpose of the parties hereto that this agreement will pro-
mote and improve industrial and economic relationship in the bituminous coal
industry and to set forth herein the basic agreements covering rates of pay,
hours of work and conditions of employment to be observed between the parties,
and shall cover the employment of persons employed in the bituminous coal mines
covered by this agreement during such time as such persons are able and willing
to work.

On this point the Taft-Hartley Act provides in section- 502:
Nothing in this act shall be construed to require an employee to render labor or

service without his consent, nor shall anything in this act be construed to make
the quitting of his labor by an individual employee an illegal act.

If an employee is unable or unwilling to work and wishes to termi-
nate his employment, he may do so in compliance with the contract
and the law which says he shall not be required to render service with-
out his consent. If, on the other hand, he has a grievance, the contract
provides that-

* * * any and all disputes, stoppages, suspensions of work, and any and
all claims, demands, or actions growing therefrom or involved therein shall be by
the contracting parties settled and determined, exclusively by the machinery pro-
vided in the settlement of local and district disputes, section of this agreement,
or, if national in character, by the full use of free collective bargaining as here-
tofore known and practiced in the industry.

It is not unusual to provide for the arbitration machinery to be
used as the remedy for disputes under a labor contract, and it does not
contravene the policy of the Taft-Hartley Act.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 463

It has been asserted that the check-off provision of lzhe contract
does not comply with the requirements of the law. There seems to
be some confusion as to whether dues alone may be checked off on the
basis of voluntary employee authorization as contrasted with the check-
off of initiation fees and assessements. This will probably later be
clarified, but regardless of this relative detail, no violation of the law
is intended by the contract which in the check-off section provides:

In order that this section may become effective and operate within the limita-
tlons of the Labor-Management Relations Act, 1947, the Mine Workers hereby
agree to furnish, with all reasonable dispatch, to the respective operators, and
the operators agree to aid, assist, and cooperate in obtaining written assignments
from each employee so employed.

If the law is held to limit check-off to dues only, the law shall be
complied with because it is clear from what I have just read that the
intent of the parties was to "operate within the limitations of the
Labor-Management Relations Act, 1947."

The union did demand clauses which, in the operators' opinion,
would have contravened the provisions of the Taft-Hartley law, but
which in the opinion of the union were proper. The operators were
adamant in refusing to grant such provisions. There is no provision
in the contract which was intended or which, if properly construed,
weakens in any way the right of Government to enforce fully any
and all provisions of the law and which is not in full compliance with
the law. In-fact, it would be impossible for the operators, even if they
cared to do so, to make a valid contract which would be contrary to
the provisions of the Taft-Hartley Act.

This brings us to the important matter of wages and hours.
Under one of the previous settlements maybe the Government after

seizure of the mines, a 9-hour portal-to-portal day underground was
established by Secretary Ickes as a war measure. When the mines
were again seized by the Government about a year ago, an agreement
was made by the Government with the miners that the 9-hour day
continued notwithstanding the fact that the 8-hour day and the 5-day
week was then being adopted by most other industries and an increase
of 181/2 cents per hour was generally being paid to maintain the take-
home pay in view of the reduction in hours.

By this Government agreement the pay was increased but the hours
were not reduced. This left the coal business in a situation different
from most other industry. Wages for the coal industry were increased
but hours of work were not reduced and the preservation of take-home
pay had to be faced in the future whenever a new agreement was
reached which reduced hous. We could have no objection to the
miners' request to eliminate the ninth hour and adopt the 8-hour day
underground. as standard in coal mines as is customary in other indus-
try. But because it had not been settled in the coal business when it
was generally settled in most other businesses, the ninth hour had to
be dropped in the new contract without reducing the pay per day.
We did not think that in view of present conditions we were justified
in demanding a reduction in take-home earnings at this time and we
do not believe we would have been supported in such a demand as the
reason for a serious coal strike.

Despite many statements which have been -made to the contrary,
the only increase in the miners' take-home pay is an increase of 15
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cents an ho6ur, or $1.20 for an 8-hour day. This wage increase is iden-
tical with the wage increase of 15 cents per hour granted recently
*in many other industries to meet increases iii living costs. It does
not set up a new wage pattern, but rather conforms to an already
existing wage pattern.

Under the new contract a coal miner gets the same pay for an 8-
hour day underground as he formerly received for 9 hours under-
ground plus this wage increase of 15 cents an hour. -In the absence
of overtime his take-home pay is increased under the' new arrange-
ment only to the extent of 15 cents an hour oir$1.2'a4 dy.' - -;

Under.the Government agreement in force last year, a base-rate
man working a 5-day week took home $59.25 for his week's work.
Under the present agreement, he will take home $65.25, or an in-
crease of $6 per week. If, because of the miners' declared desires
and the very high cost of premium pay for the sixth day's work the
industry should stabilize on the basis of the 5-day week as is common
in so many other industries, a ba'se-rate man who previously worked
6 days will have $10 less take-home pay for his 5-day week under
the terms of this agreement than he was previously earning, but,
of course, he' would be working one less hour each day and one less
day in the week.

The hourly wage of the miner is high under the agreement, and
it should be. Coal mining differs in many important respects from
almost all other industries. It is a hazardous occupation. The
economy of the whole country now and for the future depends on
the type of men who seek and take employment in coal mines. Since
the war the sons of coal miners have not come to the coal industry
for employment. The industry must attract high-grade young men
if the coal industry in America is to continue to be the most progres-
sive of any country in the world. In our negotiations with the
union we strove to arrive at a contract which would produce this
result.

A comparison of earnings will demonstrate that they are not out
of line with 'those in other industries considering the nature of this
industry and the kind of work required. Certainly there is nothing
wil~dly inflationary or grossly unreasonable in paying such wages to
our employees.

The increase in the cost of coal on this basis will vary with dif-
ferent mines in different districts but even if it is to average as much
as 75 cents to $1 per ton as now estimated, it is entirely possible
that as the working forces get adjusted to the shorter hours and
more efficient operations result, the tonnage per man per hour may
increase and, if so, costs and prices may gradually be expected to
decline. If the cooperation which has been promised by the miners'
union is realized, and it is much more apt to be so by satisfactory
mutual agreement than by strikes and Government controls, increas-
ing production and increasing efficiency will surely mean more coal
at less cost.

On the other hand, the effect of shortages on prices is conclusively
illustrated by the increase in spot prices for coal which have taken
place recently when a strike and shut-down was only threatened and
which are right now much more than the actual advance in cost
which will result from this contract. It is only reasonable to expect
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that these higher prices will gradually be adjusted downward when,
as a result of this agreement, it becomes apparent that production
will continue and a supply of coal will be currently available.

Only continuous production vill give other industries and the Amer-
ican public the coal and the other things dependent upon- coal in the
volume which is required, and not until that volume is attained and
demand is more nearly in balance can we hope to gain much-desired
economic stability. Strikes causing interruptions to production and
resulting further shortages of various articles will be most costly
and damaging to the Nation.

It has been said that Big Steel and Big Coal made this settlement,
to the detriment of small coal business. The exact reverse is true.
Small coal operators are by fai the largest employers of contract
miners who work on tonnage rates while the large. mines, which are
mechanized, employ almost wholly hourly and day-rate men.

Tonnage rates are not increased at all by this agreement and the
tonnage man is increased only $1.20 per day, whereas the hourly
and day-rate men get the same $1.20 per day increase as well as the
maintenance of their old take-home pay for 9 hours for now working
only the new reduced 8-hour day. The advantage competitively is all
in favor of the small mines and against the large operation.

The negotiations which led to this agreement began many weeks
ago. The southern operators' groups immediately withdrew. The
remaining operators' negotiating committee continued to meet with
the miners' representatives only breaking from time to time when
failing to reach -agreements on the several issues. The union's de-
mands for reduction in hours and increase in pay were never modified
in the slightest degree.

Mr. Fairless and I were called in by the operators' committee after
an impasse had been reached, in a last attempt to work out an agree-
ment. When, the settlement as finally proposed was submitted to the
northern and captive coal operators for their approval it was unani-
mously adopted

By avoiding the strike and all of the resulting damage that would
surely follow, this agreement will do more to stabilize the economy

-and retard inflation than has the settlement of any controversy in the
soft-coal business during the past several years. Production and only
production which creates a balance of supply and demand is the only
sure cure for the increasing wage and price spiral.

This new agreement is in full compliance with the spirit of the
new Taft-Hartley law which covered several of the most controversial
issues and it terminates the trend toward Government dictation of in-
dustrial relations and seizure and control' of business.

The CTHAIRMAN. Mr. Humphrey, just commenting on some of your
discussion of the law: In the first place, of course, you are right that
nobody knows whether the law did or could apply to a situation where
you could~require a man to work for somebody they had not worked
for before.

We faced that in drafting the law, and we doubted whether a 60-day
injunction could work.

'Ir. HUMPHREY. I think, Senator, you stated to the press during
.these negotiations that this Taft-Hartley law was not aimed at the
coal business, at this particular situation.
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The CHAIRMAN. At this particular situation: Now onl page 3, the
request for premium pay on Saturday and Sunday, as such, is also
denied. That is, you mean, unless it is sixth or seventh day?

Mr. 'HW'riH-iEy. That is right, premium pay for Saturday or
Sunday.

The CHAIRMAN. For work on Monday he gets none.
Senator O'MAIHoNEY. If Saturday is the fifth day?
Mr. HUMPHREY. It is straight time and not excess.
Senator O'MAHONEY. If Sunday was the sixth day?
Mr. HUMNIPHREY. No; the sixth and seventh are' premium days.

The sixth is time and one-half and the seventh is double.
The CHAIRMAN. Whlat do you think the total results in total pro-

duction will be? Will you require More miners working?
Mr. HUMPHREY. We do not know.
The CHAIRMAN. To get the same production?
Mr. HUMPHREY. We do not know. It is going to vary greatly in

different mines. There are. some mines, quite a number of mines,
that will not lose any tonnage because they have not been getting
enough railroad cars to run full anyway, and in those cases where
the limitation on production is railroad cars rather than the produc-
tivity of the men, it will have very little effect.

lin other cases, where mines -are less efficient, they will get more.
The mines that will suffer the most is the mine that has been running
full time and very efficiently operated.

The CHAIRM1AN. Will more labor be available if you need it?
Mr. HUMNIPITREY. In some places and noti in others. Let me say

one more word there. There will be more labor available under these
terms than there would be without them in competition with other
industry.

The CHAIRIMAN. You state the agreement shall cover the employ-
ment of persons employed in the bituminous-coal mines during such
time as such persons are able and willing to work.

As a. matter of fact, if a mine has no business they do not guarantee
them work?

Mr. HuMYPHREY. No.
The CHAIRIMAN. It does not seem to me there was any violation of

the contract.
Mr. HUMPHREY. It is -simply a normal statement of what hap-

pened; that is all.
The CHAIRMAN. And furthermore it would seem to me if you are

to have free collective bargaining, you could make any kind of contract
you wanted to. If a grain merchant sells 100,000 tons of wheat to
somebody, he may be willing to put into the contract that his failure
to do so may not be a violation of the contract.

It seems to me entirely a question of freedom in collective bargain-
ing. I could not see how it could be said to be a violation of any law.
There is no law concerning the making of a contract like that if the
parties agree to it. It may be an unfair labor practice but there is no
law against it.

Mr. HUMiPHREY. That is right.
The CHAIRMAN. There has been a good deal of talk about how this

will substitute the coirt for arbitration. That has never been so. It
is always subject to an agreement that it shall first be submitted to
arbitration. Nobody in any trade or industry can bring a suit.

a
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Mr. HumpPHREY. We have a system of legal umpires and it is the
most natural thing in the world.

The CHAIR31ANN. I do not think the checkoff provision does include
initiation fees, but if you get a written assignment from a man saying
that you may check off initiation fees, that is no violation of the Taft-
Hartley law. The Taft-Hirtley law says you cannot have the checkoff
or dues or for initiation fees.without the written consent of the man
who is checked- off.

If he does give his written consent it is perfectly legal; it is per-
fectly legal to give consent for the checkoff initiation fees, assess-
ments as well as dues, if he wants to.

Mr. HUMPITREY' That Dvas the subject of discussion between the law-
yers for the union and our own as to what the word meant atrid it was
decided to put in this way, and it was put in it must comply with the
Taft-Hartley law and that lawv settled this issue.

The C-IAIRMrAN. If a. man chooses to give an assignment the law
does not prohibit it. 'What the law was reaching was paying the
union money without the man's consent. That is what is prohibited
by law.

Mr. HUMPHREY. Yes, sir.
The C-AWRNIAN. I notice you suggest an average increase of 75 cents

to adollar. Is that a different sort of poll, 'r is that a different method
of calculation?

Mr. HIuMiPHIREY. No, Senator, these increases vary. The increases
were established beginning last week and, in sending bills, buyers were-
advised that these prices had to be made. These prices were put out
last week. In our own company we have an increase ranging from
40 cents a ton for strip coal in western Piennsylvania, 50 cents for
northern West Virginia coal, which is a large area of production,
73 cents in western Pennsylvania for underground, and 75 cents a
ton in Ohio, and I think that in the South there are some increases that
are being put in as high as a dollar or a dollar and a. quarter a ton.

We ourselves have only two operations in the South, and that coal
happens to be going to some of our companies and we have not
billed it.

The CHAIRMAN. I think there was some statement made asserting
when things settled down these prices should not be over 50 cents.

Mr. HUM3PRHREY. It is going to vary. The increase is going to vary
just the way the price of different coals vary. Coal does not all sell
for the same price. Coal may differ in different districts and it may
sell at the same price, and coal from the same district may sell at a
different price. Coal varies with respect to the quality and kind and
where it comes from. There will be variations in amounts and
increased charges, as in various prices-

The CHAIRMAN (interposing). As coal mining becomes profitable
will any margin of increase be absorbed from profit?

Mr. Hu-,nHmiEy. I have here a statement taken fromithe last 9
months' report of OPA which may be of interest.

This is 1946. [Reading-:]

Hand-loading mines: Labor cost, $2.84; total cost, $4.13; realization, $4.10;
margin, minus 3 cents.

Mechanical-loading mine: Labor cost, $2.15; total cost, $3.46-; realization,
$3.50; margin, 4 cents.

Strip mining: Labor cost, $1.20; total cost, $2.59; realization, $2.88; margin
29 cents.
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The average margin on the total production reported was 7 cents.
The CHAIRMAN. Is this your own company?
Mr. HUMPHREY. No, sir; this is the report of the entire industry

during the last 9 months of 1946, which are the latest figures of the
OPA.

Those margins of course can vary with different companies and in
different sections. That is the composite average.

The CHAIRMAN. Would you say the increase in cost would be re-
flected in the cost of coal?

Mr. HuMPHREY. As nearly as it can be estimated. What we are
doing in our own company is this: We made very careful studies and
have estimated such benefits as we thought probably would accrue in
increased efficiency because of shorter hours and increased produc-
tion per hour per man, and we have based-our estimate of increase
in cost on that, and based the price on that, and in that connection
last week we sent a letter to our customers, reading as follows:

-A new wage agreement with the United Mine Workers involves a reduction
in hours worked and an increase in the total take-home pay which will result
in a. substantial increase in the cost of producing coal.

Estimates of those increases are difficult to make because there are no-means
.of determining what effect the shorter working day will have on the tonnage
output.
* It is believed this increase in cost may vary among producing districts from

50 cents a ton to more than $1 a ton.
We have made very careful studies and have calculated that this increase

will amount to 73 cents per ton in western Pennsylvania, and, therefore, we shall
bill coal shipped on your contract as of July 1 at this increase in price.

This .estimate is based on an anticipated increase in the efficiency resulting
from shorter working hours. Should that increase in the future be greater than
we now think and those costs are found to be lower than 73 cents, we will advise
you by August 15 and make proper adjustment.

If on the other hand actual costs increase under the terms of the new contract
become higher than this figure we will aborb that additional cost.

As there has been considerable discussion of this new agreement we are en-
closing a copy of the memorandum sent to various key employees the day before
the contract was signed, because it may be of interest to you.

The CHAIRMAN. Are you familiar with the -steel situation and
whether or not it is likely to increase the cost on the price of steel?

Mr. HUMPiHREY. I am not prepared, Senator, to discuss the possible
steel increase. I can say this: The cost of coal to the steel companies
will increase and it will increase differently from different districts in
different amounts. Those cost increases will not be particularly dif-
ferent to steel companies than others. There have been some wide-in-
creases in their trade, such as scrap and tin, which have contributed
to the increased steel cost.

Those costs are being studied and until we know more about them
I am not prepared to say.

The CHAIRMAN. Is there a formula of the number of tons of coal
required to produce a ton of steel?

Mr. HUMPIHREY. Not exactly; it depends on many factors, power,
gas from coal, and some use more oil relatively than others, but just
roughly speaking there is from 2 to 3 tons of coal in a ton. of steel
produced; I should say 13/4 to 3.

The CHAIRMAN. Any questions?
Senator O'MAHONEY. Mr. Humphrey, let me compliment you first

on a very interesting and clear statement. I think you have done a
good deal to help the understanding of this committee, and I observe
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in your closing statement you take considerable satisfaction, and I
think properly so, in the fact that the Government is out of the coal
industry and private management is back.

Mr. HUMPHREY. I am very happy about that.
Senator O'MAHONEY. May I ask you' what your judgment is as to.

the probable effect of that upon production in industry?
Mr. HUMPHREY. Well, Senator, I can only give you my own opinion

based on our own experience.
We are interested in the operation of anthracite mines as well as

bituminous mines.
During the past year or more the anthracite mines have been oper-

ated without the Government. They made a contract without Govern-
ment intervention over a year ago. During the period the bituminous
mines have been under Government control there is no comparison
at all between the degree of cooperation and efficiency which has
obtained in the anthracite and. bituminous mines. We went through
the year in the anthracite mines with very little difficulty, with great
cooperation from the union. The union even went to the extent of
advertising in the local papers and writing letters tothe miners'homes'
advising them that the only way in which the higher wages they were
receiving could be paid was for the men to earn that pay by mining

-more tons a day.
That is fundamental to the payment of high wages. You cannot

pay a man, what he does not earn. The only way we can keep up'high'
wages is by better organization, better equipment, better tools -and
more tools, so a man can earn more money.

Senator O'MAHoNEY.- In the anthracite mines the measure of this
better efficiency under private managership as compared with Govern'
ment managership was to be found not only, I take it, in the degree
of cooperation of which you spoke but in the maintenance of. a high
rate of production?

Mr. HUMPHREY. The experience was much better in the anthracite
mines than in the bituminous mines during that period.

Senator O'MAHONEY. So we are entitled to draw the inference there
will be greater production in the bituminous mines now that the Gov-
ernment is out than before?

Mr. HUMPHREY. That is a thing that has been very definitely prom-
ised by' the union, and it'is part of the consideration for the contract.

The CHAIRMAN. Do you- think you can get the sanie cooperation
from Senators and Congressmen-as you do between the union and
yourself ?

Mr. HUMPHREY. I will tell you more about what cooperation we get
a year hence.

Senator 0'1MAHONEY. You spoke of this contract being an antidote,
if you please, to the inflationary trend.

Mr. HUMPHREY. That is right.
'Senator O'MAHONEY. In other words, the soft-coal business during

the past several years suffered from much unrest and conditions were
very unsettled, and you explained why you thought this new contract
would be better all around, and you also explain that under this new
contract tthe increase in wages to the miners is only $1.20 a day?

Mr. HUMPHREY. That is right.
Senator O'MAHoNEY. And extra pay for Saturday and Sunday has

been eliminated, and so forth, so it is not as great an increase in wage
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costs as original reports appearing in the newspapers possibly led
people to believe.

Mr. HUMPHREY. It is not as great an increase in wage money. It
is an increase in wage costs, cutting out the hours. It does not give
you any more money, but it gives much more cost.

The CHAIRMAN. The money has not increased?
Mr. HuMPHREY. The money -has not increased but the cost has sub-

stantially increased by reduction of hours.
Senator O'MAHONEY. In the anthracite mines which the Govern-

ment had not taken over, you had a higher rate of production per man
than in the bituminous mines.

Mr. HUMPHREY. That is not correct. You did not get more tons
per man in the anthracite mines than in the bituminous, but the rela-
tive-situation improved.

Senator O'MAHONEY. The relative situation.
Mr. H-uMPHREY. Right.
Senator O'MAHONEY. So one might be entitled to judge that by the

retention of private management, the rate of production would im-
mediately increase?

Mr. HUMPHREY. No, immediately is too quick.
Senator O'MAHONEY. Immediately is too quick?
Mr. HUMPHREY. That is right. It will increase, I think.
Senator O'MAHONEY. The cost to the consumer is immediately in-

creased?
Mr. HUMPHREY. That is correct because, until that is realized, Sen-

ator, there is not any way in the world of handling it.
There are a great many small mines, as you know, in this country,

there are many of those who cannot afford to take a chance or they
will be out of business. Their margins are very narrow and they
have to get a price which is going to recompense them as they go
along.
- In our own case it might be we could stand some losses for a few
months while we were finding out, but to refrain from increasing
these prices would be a very serious thing and it would be a very
serious thing for our company to do even though we iiiight be able
to stand the loss, because the newspapers have had a story that maybe
this whole thing was widked scheme on our part to: keep cost up and
prices down and bust a lot of our smaller competitors and get them
out of business. Of course, that is ridiculous, but the claim has been
made. We do not know what these increases will be, and we will
not know what it will be in a day, or week, or a month. We will get
some indication of it in the nevt 6 weeks and will act accordingly.
Naturally we do not want to be instrumental in making people operate
at a loss.

Senator O'MAHONEY. I understood you to say this settlement was
of greater benefit to the smaller operators than the larger ones.

Mr. HUMPIIREY. That is correct.
Senator O'MAHONEY. So does it not follow the large operator could

show the way of holding prices down?
Mr. HumVPHREY. We can, and that is what I think we are doing,

as I indicated. There is a lot of difficulty in showing the way. We
have made extremely careful studies in determining the price we
are going to charge. We have discounted greater efficiency.

0
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Senator O'MABIONEY. What is running through my mind, Mr.
Humphrey, is that an increase in cost of fuel may be reflected in
every line of industry?

Air. HuMPHREY. That is right.
Senator O'MAIIONEY. If it is reflected in the cost of steel it will

tend to be exaggerated in- every industry that depends on steel.
Mr. HUMPIIREY. Thatis right.
Senator O'MA1ONEY. And in this paper you have pointed-out that

the future of the coal industry depends on your ability to recruit
young men into mining?

Mr. HTJDIPHREY. Yes, sir.
Senator O'MATIONEY-. It seems to me, therefore, it is of great im-

portance to the coal industry to retard inflation as effectively as pos-
sible, and that ddullcd best -be accomplished by withholding these in-
creases until you actually know by an accounting that you are in
danger of sustaining a loss, since by the return of the mines to man-
agement you will have more efficient management and greater pro-
duction. Is that correct?

Mr. HuM-PHREY. It is coriect right up to the end, and that is where
you, and I differ. We only differ in degree.

We are all interested, everybody is interested; in preventing infla-
tion, in stopping this spiral. It is our firm belief that there is only
one way to do it. Theie is just onie ays'ver to it,. and that is to have
production equal demand or approach or nearly equal the demand
and then you will have a natural pressure on prices which will take
care of them.

Now it was that thing that guided us. It is true, one of our greatest
troubles today is because of fictitious shortages, by the long shut-
downs. That is whv we did not want to repeat it.

The only difference between your thinking and our thinking on
the subject of this price ingrease is that this cost is more than can
be entirely absorbed. I think some part of it can be absorbed. I think
some part of it will be taken up by greater efficiency but I do not
think it all will be. Just where that line is we do not know.

Senator O'MAIONEY. I see your line of argument, but testimony
before this committee and reports-that come from various sources, and
the Department of Commerce, are to the effect that industrial profits
generally were greater by far in 1946 than in 1945, and that in 1947
they have been rather at a pretty high level, so naturally the question
arises whether or not it would not be in the interest of industry itself,
from its own point of view, as well as in the interest of economy gen-
erally, for industry which has profited so much, to rely a little more
upon those profits which have accumulated than to increase prices
in a commodity which is bound to reflect itself all the way down
the list?

Mr. HuVII.I[IEY. Our thinking is exactly parallel to yours except as
to the matter of time and the matter of degree. You realize there is a
lot of spot coal sold thatis way above these prices. Noiv tlieie is a
very substantial tonnage of coal that is going to come down and quite
rapidly and in large amounts.

Senator O'MAHoNEY. There is no doubt about that. The testimony
of automobile manufacturers before us shows that they are holding
prices down and that they are not charging the prices they could have
charged, but the prices in the local communities and in the so-called
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gray market are way beyond the list price. There is that dispro-
portion.

Mr. HUMPHREY. That same thing is true of coal and there are prices
in many instances of $2 a ton more than we charge. We could get a
lot to export at higher prices, but we are sending it in. the regular
channels of trade at customary prices.

The CHAIRMAN. Are you getting the price of coal up where it can
compete with oil, with things settling down in the oil fields?

Mr. HUMPHREY. Senator, that is one of our greatest worries, that
we will pric'e ourselves out of the market and, we will get in an angle
where we will have our volume decline over a period.

The only answer we have is this. It is our job to further mechanize
these mines, and the better mechanized and organized these mines are,
the more we will get the price of coal down and bring it down in com-
petition with whatever we have to meet.

I think that will occur, and I think this is a long step in that direc-
tion. I think avoiding another bitter fight and further shortage is a
long step toward lowering coal costs.

The CHAIRMAN. What you are really saying is expressing the hope
which we all have that at least a part of these increases in wages in
the last 2 years are to be. gradually compensated for by increased
productivity?

Mr. HUMPHREY. That is the only way we could get along.
Senator O'MAHoNEY. Has your company undertaken any recent

experimients on the hydrogenation of coal?
Mr. HUMPIHREY. We are the company engaged on the conversion of

coal to oil.
Senator O'MATIONEY. What do you think is the prospect, for future

development of that?
Mr. HuImi REY. I think it is a long hard job, but, I think, we are

going to do it.
Senator O'MAHONEY. You do not have any information yet what

the price per gallon will be?
Mr. HUMPHREY. No; it is related of course to what the price of gaso7

-line is. OWe have seen enough of it so that we are spending a lot of
money and expect to spend a lot of money through a period of years;
We think we are going to accomplish it and it will make a great change
in this business, but that will be over a period of time.

The CHAIRMAN. Congressman Bender.
Mr. BENDER. Since coal is the big commodity, I think the agreement

you and Mr. Fairless were sponsoring, because of its econQmy, was one
of the finest pieces of work done since the end of the war. In fact, I
think it is one of the finest things that happened. I think it is the
most wholesome thing we have had in a long time.

Mr. HUMPHREY. It is very nice to have you say that. You are in
the great minority.

The CHAIRMAN. Do you have any questions, Senator Sparkman?
Senator SPARKMAN. No.
The CHAIRMAN. Mr. Hart?
Mr. HART. Most of the questions I had in mind are answered in Mr.

Humphrey's statement and the Senator's questions.
With reference to Congressman Biender being in the minority, I

have a number of letters from small businessmen, exorcising your
company and the steel companies for entering into an agreement of
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this kind with the miners because they claim it will cause a general
increase in prices, and while you with tremendous resources will be
able to ride the storm and control it, many of them may be put out of
business on account of it.

What have you to say about that attitude on the part of small
business outside of the coal industry?
- Mr. HUMPHREY. I have had a great many letters just like yours.
The only thing is this, I think they are on the wrong track. I do not
think they took into account what might have happened if we had
a strike and further shortages.

So far as this contract having effect on wages in other businesses is
concerned, I don't think it should have any, and I think the state-
ment we have made demonstrates it to you gentlemen and everybody.

The money increase is 15 cents an hour. The cost increase comes
about through a reduction of hours, and very frankly the reason that
the cost increase falls on us is because the Government when it paid
181/2 cents an hour did not get its money's worth. It passed the buck
to us and we have to take it now. Nobody would want to spend 9
hours a day underground in a coal mine. If the Government wanted
to pay 181/2 cents it should have received its money's worth. It paid
for that production but it did not get it. If it had gotten what it paid
for this thing never would have occurred. There is no other industry
in that situation. It is peculiar to the coal business. It is peculiar
to the coal business because the business was handled by the Govern-
ment and the Government had to work out a deal.

Mr. HART. Even though their argument was incorrect and it did
cast the burden on you, it is believed the burden as a result of the
agreement would be much less than a prolonged strike.

Mr. HUMPHREY. I am just sure of that.
Mr. HART. There is one question troubling me. Generally speaking

industry wants the raised wages passed on by increasing cost to the
public, does it not?

Mr. HUMPHREY. At least partially; yes.
Mr. HART. Well, probably altogether.
Mr. HUMPHREY. It depends entirely upon the emergency and the

demand..
Mr. HART. What I did not understand is you made the statement

the only way you could afford to pay increased wages is to have pro-
ductivity of the worker at the highest level to justify increase in wages.

Mr. HUMPHREY. That is right.
Mr. HART. I do not understand why, if that is passed on to the

public, it would require increased productivity. Industry generally
is not absorbing the cost. It is passing it on.

Mr. HIUMPHREY. It is passing it on. It is a matter of time. There
is an immediate increase of cost. That cannot be offset the same day.
What happens when that increase goes in over a period of time, in-
creased efficiency, equipment, and organization greatly bring that
cost down, and if you will look to almost anything in America where
efficiency has increased, prices have declined.

Mr. HART. We ate told, on the other hand, that the price goes
down because the demand decreases, not because it increases.

Mr. HUMPHREY. No; as your volume comes up, productivity comes
-up and prices come down.
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The CHAIRMAN. There is a stop-loss factor. When you get below
cost of production you have to quit.

Mr. HUMPHREY. Again it is not important. There are a lot of busi-
nesses where the demand falls off and falls below a certain point. It
equalizes out with supply and demand and go about your business.

Mr. HART. I notice in your support of some of your argument you
quoted OPA figures. Do you generally regard OPA figures as being
authentic?

Mr. HUMPHREY. I acquired those figures as being the best figures
available.

Mr. HART. You do not want to attest to their validity?
Mr. HUMPHREY. No, sir.
The CHAIRMAN. We have one of the President's economic advisers,

Mr. Clark.
I wonder whether he wants to question Mr. Humphrey?
Mr. CLARK. Thank you, Senator. I only'wish when I was prac-

ticing law I had a witness as candid as Mr. Humphrey.
The small producers are the nonmechanized.
Mr. HuMj[PuREy. Many of them are nonmechanized.
Mr. CLARK. They are the ones that pay piece rate at their mines?
Air. HUMPHREY. Yes, sir.
Mr. CLARK. What is the coal production from the piece-rate group?
Mr. HUMPHREY. Well, let us see if I have that. Hand-loading op-

erations were 4,547. This is for 1945, the latest figure; they will illus-
trate; 4,547 produced 126,000.000 tons, which was 22 percent of the
total that year.

I will give you the others for 1945.
There were a total of 7,033 mines. The tonnage mechanically

loaded was 263,000,000, or 46 percent. The tonnage hand-loaded was
205,000,000, including that of partly mechanized mines, or 35 percent.
The strip coal, 110,000,000,. or 19 percent. Total tonnage was
578,000,000.

Now, the number of mines that produced that 22 percent was 4,547
out of a total of 7,000, so that about two-thirds of the mines produced
about one-fifth of the tonnage.

Mr. CLARK. Are strip miners on piece rate or daily rate?
Mr. HUMPIHIREY. They are largely on daily rate, almost entirely.
Mr. CLARK. Does a miner in a piece-rate mine produce several tons

of coal a day?
Mr. HUMPHREY. That is right.
Mr. CLARK. Is there any accepted standards, 4 or 5 or 7 tons?
Mr. H-u2PIYIRE. Again you have to explain. We get used to talking

about coal and coal mining. They are different. They are just as
different as eggs and butter. There are little thin seams with hardly
any coal up to very thick seams.

Mr. CLARK. You cannot generalize?
Mr. HuMPnREY. No, sir.
Mr. CLARK. Is it several tons a day?
Mr. HuPiiREY. Yes, sir, over-all.
Mr. CLARK. The total increase in wages of the piece workers is

$1.20 a day?
Mr. HuMPHREY. That is correct.
Mr. CLARK. So the per ton increase will be $1.20 divided by the ton-

nage production per man I

C-,



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 475

Mr. HuMNPHREY. That is right, plus overhead and other charges.
Mr. CCLARK. Plus 5 cents on the welfare fund.
Mr. HuMrPiRE1y. The direct labor cost is exactly as you stated.
In addition to labor costs there are the other items.
Mr. CLARK. Overhead?
Mr. HIUIPHIIREY-. Yes, sir.
Mr. CLARK. There is no change made in that?
Mr. HIUMPIIREY. That is right.
Mr. CLARK. The actual increase in labor cost in these mines will be

a fraction of $1.20 per ton?
Mir. HuMlTPREY. That is for the labor cost. Now I inisspoke myself

when I answered too quickly when I said there would be no increase
in overhead cost because there will be salary adjustments which will
follow.

Mr. CLARK. Your office force and all that will have some effect?
Mr. HUMPI.IREY. That is right.
Mr. CLARK. To offset that increase of perhaps 25 cents a ton there

will be increased efficiency as the operators take charge of their opera-
tions instead of having a naval commander in charge?

Mr. HUMNTPHREY. It will not be the same in band-loaded mines as in
mechanical mines.- I would not expect the same efficiency there. In
the hand-loaded mine the miners are working as independent con-
tractors. Their hours are determined by what they do themselves.
But their immediate loss of tonnage will not be as great as for me-
chanical. In a mechanized mine you have gangs working together
with machinery and equipment and there -will be much more imme-
diate loss of tonnage per hour. But there will be later improvement,
because of greater productivity through machinery application over
a period.

Mr. CLARK. That relates to the relation between your technical
managers and the workers who you expect will be more cooperative
under the new arrangement, but in addition, do you not think that
management contributes a large element of efficiency against man-
agement by a government bureaucrat?

Mr. HUMPHREY. Yes.
Mr. CLARK. It seems the small coal miners need far less than 75

cents increase to make up for the increase in cost?
Mr. HUMPiRiY. It will all depend-in what districts they operate

and the tonnage they produce. The small ha-nd-loading mines will
have less percentage increase in cost than the mechanized operations
at a higher cost base.

Mr. CLARK. One question more. While it is true that you can easily
reduce your prices if your experience with cost is satisfactory, do you
think there is any way we can retract our steps to revise the price level
of the whole American economy?

Mr. HUMPHREY. I think it is timing you are talking about. When
you get enough steel, enough coal, when you get enough of these things,
these prices are going to begin to come down, and I do not think you
can do it in any other conceivable way.

Mr. CLARK. Thank you very much for your courtesy, Mr. Chairman.
The CHAIRMAN. Thank youI. Mr. Humphrey.
The committee will now adjourn.
(Whereupon, at 1: 05 p. m., the committee adjourned until Wednes-

day, July 16,1947, at 10 a. m.)

.-'
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CONGRESS OF THE UNITED STATES,
* JOINT COMMITTEE ON THE EcONOmic REPORT,

Washington, D. C.
The committee met, pursuant to adjournment; in room 357, Senat6

Office Building, at 10 a. in., Senator Robert A. Taft (chairman) pre-
siding.

Present: Senators Taft (chairmnaii), Watkins, Flanders, O'Mah-
oney, and Sparkman; Representatives Rich, Huber, and Hart.

Also present.: Staff Members Charles 0. Hardy, Fred E. Berquist,
and John W. Lehman, clerk.

The CHAIRMTNAN. The committee will come to order.
The first witness is Mr. Leon Henderson.

STATEMENT. OF LEON HENDERSON, CHAIRMAN, EXECUTIVE COM-
MITTEE, AMERICANS FOR DEMOCRATIC ACTION, WASHINGTON,
D. C.

Mr. HENDERSON. Mr. Chairman, my name is Leon Henderson. I
am chief economist of the Research Institute of America and consult-
ing economist for other organizations and some individuals. My
office is at 1026.Seventeenth Street NW., Washington, D. C. I am
appearing here today as chairman of the executive committee of
Americans for Democratic Action and as one of the members of the
A. D. A. Committee on Economic Stability, whose report has been
placed before you, and which I trust may be placed in the record.'

Accompanying me are three other members of the latter committee:
Paul A. Porter, former Price Administrator; Robert R. Nathan, form-
er Deputy Director of the Office of War Mobilization and Reconver-
sion; and Richard V. Gilbert, former economic adviser to the Price
Administrator, who join with me in this appearance in support of
our recommendation.

Will Davis. had lexpected .to be here but had a touch of ptomaine
poisoning and is unable to appear. Other members of the committee
are unable to be present.

Americans for Democratic Action is a newly formed organization
of liberals committed to the principles of freedom and justice and to
the democratic process. We are concerned with economic freedom
and justice quite as much as with their political counterparts. For'

' Report of the committee oo economic stability, Americans for Democratic Atcion, Wash-
Ington, D. C.. May 15, 1947.
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we believe that no nation can preserve and expand the one.unless it
preserves and expands the other. In the past 20 years we have seen
hungry and insecure men putting a heavy discount on freedom. In
the whirlpool of depression and mass unemployment, economic oppor-
tunity is just the first to get sucked under. Afterward come liberty
and the democratic processes. -.

If we are devoted to freedom, we must lfeel the responsibility to pre-
vent the kind of depression that engulfed us in the 1930's. If we are
to preserve this system of ours we must make it work. Not just occa-
sionally, not just during periods of boom, but year in and year out. A
prime responsibility of government today is the avoidance of depres-
sion.

It is characteristic of a boom period that people become convinced
that this time prosperity will last indefinitely. Y6u- will recall how in
the 1920's-and, indeed, down to within a few days of the crash that
ushered in the depression-some men spoke of the new era and
scorned'the notion that American prosperity could falter. We must
avoid any such delusion today. For if there is anything clear from,
our history it is that every boom has been followed by a bust. Nor has
anything happened which would give assurance that the cyclical
character of business activity has changed. This committee will do
well to bear this in mind throughout its proceedings.

Up until the early 1930's there were only a handful of men who be-
lieved that government could do anything to head off a depression, to
cushion it when it came, or to generate a recovery. While the exact
formula of economic stability has not been discovered, we have learned'
alot in the past decade and a half. We have learned a lot about what
makes our system tick. We know where some of the strategic spots are
at which presure must be applied. And we know from experience the
effectiveness with which government can bring its powers to bear on
those spots.

The Congress itself has helped free the Nation from the myth that'
we, are necessarily the prisoners of blind economic forces. The Em-
ployment Act of 1946 consitutes a landmark of national policy. In
that statute the Congress established the policy of maintaining a maxi-
mum level of production and employment. What is more significant
it went beyond that to provide machinery for democratic economip,
planning-planning. designed to insure the conditions required' by ouri
enterprise system in order to achieve the result.

I-ani one of those who believe that the Congress did not go far,
qnough. When it came to a show-down, the Congress hedged. It was
not prepared to commit the full powers of the Federal Government' to'
the maintenance of full production and full employment. Despite this,'
the statute provides a clean break with the past.' Under it,'as I have
said, the Government of the United States is commitWed'to a policy'of.
maximum employment and to the economic planning without which
maximum employment cannot be long sustained. This committee,
established under that statute, has a great-indeed, an unprece-
dented-opportunity to serve the Nation. It has a correspondingly.
great responsibility to the Congress and to the American people.

IIt would be a serious blunder to assume that the task of this com-
mittee is an easy one. While we have learned a great deal in the past
15 years, there is still a great deal for us to learn. We have learned
how to fight our way up from the depths of a depression. We have
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learned to control inflation in time of war and to manage a war
economy vastly better than we ever did before. But we have never
yet had the happy experience of stabilizing a boom and avoiding the
depression which in the past has invariably followed it.

This committee will need all the help it can get and more. That
is why Americans for Democratic Action urged the chairman of this
committee to hold hearings at this time. That is why the organization
asked a group of economists and former wartime administrators to-
study the economic situation and to recommend a course of action
designed to avoid a recession. And that is why we are appearing
before you today.

Let me say right now that we see little immediate danger of a
major depression. That danger lies some few years ahead. We do,
however, see the danger of a repetition of the collapse which in 1920
and 1921 followed World War I. While that collapse cannot be
Compared with the grinding depression of 1929-33, it was no picnic.
Farm prices were cut in-half. Farm income was cut two-thirds.
Factory payrolls were cut by nearly one-half, and unemploymentsliot
up 5,000,000. American business as a whole went into the red. It
sustained losses of $11,000,000,000 on inventories alone. Bankruptcies
and foreclosures appeared by the scores of thousands.

While the collapse lasted only a year and a half and activity made
a strong come-back, it was years before our economy again hit its
stride. It is imperative that the Federal Government do everything
in its power to avoid a repetition of the 1920-21 collapse or anything
approaching it. I say this not only because the economic cost and
the human cost of such a collapse would be so enormous, but because
what is involved is our capacity to manage our own economic affairs.
If we can not in 1947 avoid another 1920-21, what chance is there in
the fifties to avoid a repetition of the collapse in the thirties?

And I may say that it has never before been'so important that we
demonstrate to the world our capacity to manage our own economicX
affairs. For most of the world is looking to us not only for the eco-
nomic assistance without which reconstruction must be intolerably
protracted, but for a demonstration that the critics of our system are
-wrong in believing that it must by its very nature collapse and leave
the field open for. some alternative system to take over.

Nothing can so powerfully strengthen our hand in foreign policy
as a demonstration that these notions, however logical they may be
in the light of our past history of boom and bust, are grievously
in error; that ours is not only the most productive and dynamic
system on earth but the most reliable as well; that we have learned
how to manage it.

Some of my friends tell me that my position on this reflects more
courage than judgment. Certainly the past year has not provided
any demonstration that as a nation we have learned how to manage
our economic affairs.. Nor has it provided evidence that those whose

-responsibility it is to manage those affairs appreciate the importance
of that responsibility. For in spite of the magnificent wartime'record,
the fruits of our stabilization program were thrown to the winds in
the hasty abandonment of the wartime controls.

Two years ago we enjoyed an economic situation which, despite
minor defects, was sound and solid throughout. Prices and costs were
stabilized, profits were generous, and producers knew where they
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stood. Machinery was available for direction of our resources into
those places where they were m ost needed.

Had the basic wartime controls been continued in effect through

the reconversion period, our economy would today be equally solid and

sound. Our prices and costs would still be stabilized, and producers

would still know where they stood. Our resources would be chan-

nelled into the areas where they are most needed. We would have

got houses instead of race tracks. The rest of the world would have

got steel and machinery it so desperately needed for reconstruction
instead of radios, mechanical pencils, and cigarette lighters.

The fact is that when these wartime controls were scrapped we let

ourselves in for a. wild boom just like that which followed the scrap-

ping of controls after World War I. Last time, we paid for the-boom
in the collapse of 1920 and 1921. Unless-something is done and done

promptly, we are going to pay for today's boom the same way. For

today, just as in 1920, prices have been allowed to get out of hand.

Once again, the price structure is shot through with distortions and

imbalances.
What troubles me most, however, about our experience during the

past 2 years is not that errors in judgment were made-God knows

there were plenty of them and they were serious. What troubles me

most is the motivation, the thinking, the philosophy, that led to the

scrapping of controls. What the business community wanted and
what the Congress gave it was the restoration of the unrestricted opera-

tion of supply and demand, before we were ready for free markets, the
restoration of business as usual, with all the planlessness and all the
irresponsibility that that meant under those circumstances. Canada
and England acted more wisely.

Now I know as well as anybody how hard it was to take the wartime

controls. And I never advocated their indefinite continuation. I

deeply sympathized with the desire on the part of all our people to

/get rid of those controls at the earliest possible moment. But what

we had was a revolt against planning as such-against any planning
whatever. It is a sad commentary that at the very time that Congress

was debating and enacting the Full Employment Act it was, by the

actions it took as well as by the actions it failed to take, moving in a

direction precisely opposite to that called for under that statute.

Congress said both "yes" and "no" on a matter of highest national

policy. At the very time the Congress was establishing the machinery

for economic planning it was destroying the barriers which in the

stabilization statutes it had built against postwar boom and collapse.
I believe thoughtful people everywhere agree that a mistake was

made in scrapping the wartime controls too soon. I believe most

people would like to see the Government of the United States begin

now, using the machinery established in the Employment Act, to plan
for stabilizing prosperity. While our present structure of prices and

income is badly out of balance and some business readjustment is

unavoidable-readjustment that is bound to hurt-action taken now
can cushion the decline and bring about a swift and vigorous recovery.

The country looks to this committee for such a plan and such a program.
The people of this country know that this committee is breaking new

ground. They know that national planning is not an easy matter and

they will be tolerant of honest mistakes. What they will not tolerate,

Mr. Chairman, is a refusal to look ahead, refusal to make reasonable
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plans in the face of impending danger. They will not tolerate a
laissez-faire policy of sitting on our hands until the crisis breaks.

It is to help in the development of national economic plans and
programs that we have submitted our report on economic stability
and that we are here today. As we see the situation, the heart of our
present danger lies in the imbalance between our purchasing power and
our capacity to produce, an imbalance which has developed since the
end of effectiye price control in June of 1946.

Since that time prices have run away from wages and have cut deeply
into the savings and the current purchasing powtr and into the actual
consumption of the great majority of our people. The other side of
this development has been, of course, an enormous increase in the
volume of profits. All of this has meant a distortion in the Distribu-
tion of buying power which has already shown itself in a substantial
decline in the physical flow of goods over the counters of our retail
stores. Here are the facts.

Between June 1946 and March 1947 consumer prices rose by 17
percent and wholesale prices by 32 percent. There was more inflation
durinig these 9 months than in the entire period of general price
control and three to four times as much as in the 37 months from the
hold-the-line program of May 1943 to the end of effective price con-
trols in June 1946.

The incomes received by the great majority of our people have
failed to keep pace with the rise of prices. As a result, the buying
power of all consumfers declined 4.4 percent between the second quar-
ter of last year and the first quarter of this year. It declined 12.3
percent between the first quarter of 1945 and the first quarter of 1947.
And contrary to statements made yesterday by representatives of the
NAM, the buying power of wage and salary earners has been cut even
more sharply, by 7.4 percent between the second quarter of 1946 and
the first quarter of 1947, and by 24.8 percent between the first quarter
of 1945 and the first quarter of 1947. Such a-drastic cut in buying
power of our people during a period when production available for
civilian use has steadily expended is surely enough to give anyone.
ground for worry.

The CHAIRMAN. Are you referring there to just wage earners?
Mr. HENDERSON. To the buying power of all wage and salary

earners.
The CHAIRMAN. What about farmers?
Mr. HENDERSON. They are included in the buying power of -all

consumers. At the end of the testimony, Senator, I shall be glad to
refer to the tables which have been introduced in the record. They
have not been noted here in the script, and if you can-

The CHAIRMAN. I just wanted to clarify what it was. I just
wanted to get the clarification whether you were including farmers or
not.

Mr. HENDERsoN. The other side of the picture is the unprecedented
rise in business profits. At the wartime peak, in 1943, corporation
profits before.taxes amounted to $25,000,000,000. This was 21/½ times
the total for 1929 and nearly 5 times the average for 1936-1939. The
share of the national output represented by corporation profits before
taxes doubled during the war. The end of effective price control last
June, however, ushered in a period of even more staggering profits.
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Senator O'MAHONEY. May I interrupt to ask you if there was any
dispute at any time about the accuracy of those figures you have just
given ?

Mr. HENDERSON. There was some question about the accuracy of
the profit forecasts at the time of the so-called Nathan report. The
Government material when it was finally published has simply demon-
strated the accuacy of the Robert Nathan report and predictions, and
if anything he was modestly conservative. He is here, Senator, to
be interrogated.

Senator O'MAHONfy. Let us forget the controversial Nathan report.
I am talking about the facts and figures you have presented. You say
at the wartime peak, in 1943, corporation profits before taxes amounted
to $25,000,000,000. Is there any dispute about that?

Mr. HENDERSON. No, sir.
Senator O'MAHONEY. What is the source of those figures?
Mr. HENDERSON. The Department of Commerce. The figures. are

shown in a table, table 14, I believe.
Senator O'MAHONEY. That gives you the source which is accepted by

all economists?
Mr. HENDERSON. That is correct.
Senator O'MAHONEY. And the next sentence: "This was 2½2 times

the total for 1929 and nearly 5 times the average for 1936-39." Is this
statement also based upon the figures of the Department of Commerce?

Mr. HENDERSON. That is correct.
Senator O'MAHONEY. Is there any dispute about the figures for

1929 and the figures for the period 1936-39?
Mr. HENDERSON. No, not at all.
The CHAIRMAN. It may be mentioned that the national economy is

twice as large in 1946 as it was in 1929 and has some bearing on the
amount of profits.

Mr. HENDERSON. Yes. I think I have some comment on that later.
The CHAIRMAN. The percentage of profit to national income was

less in 1946 than it was in 1940 or in 1929.
Mr. HENDERSON. No. I think you will find it about twice as high.
The CHAIRMAN. The percentage of national income.
Mr. HENDERSON. That is right.
The CHAIRMAN. That is more important than the number of dollars.
Senator O'MAHONEY. In any event it is clear that the national income

has increased.
The CHAIRMAN. I am speaking of profits after taxes.
Mr. HENDERSON. I think you will find that before taxes they were

twice as high. That is my recollection. We will verify that in the
course of the testimony.

Senator O'MAHONEY. I wish to remark that the fact that the na-
tional income is so very much higher is only a demonstration that a
high national income produces high profits, and that, therefore, those
who are seeking profits had better concentrate on keeping the national
income up rather than on depreciating it.

Mr. HENDERSON. That is correct.
Senator O'MAHONEY. I presume that the chairman agrees?
The CHAIRMAN. I think we all agree.
Senator O'MAHONEY. The trouble is, of course, that so many people

that are paying wages and salaries think it is more important to them
to reduce wages and salaries and thereby reduce what they think are
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costs, than it is to keep the market through which7 theyj imnit sell their
products.
' Mr. HENDERSON. I think as we go forward, Senator, you will find
that what I am complaining about most is that the actual rate of in-
crease from a satisfactory level of profits took place at a time when
there was a drastic reduction of buying power. This is not a vicious
attack on profits as such. It is simply a demonstration that an ex-
cessive level of profit has resulted in the drying up of the buying power
that is required to keep our system in balance.

The CHAIRMAN. You may proceed.
Do you wish to finish your testimony first?
Mr. HENDERSON. Yes, I would.
The CHAIRMAN. I will try to restrain myself then.
Mr. HENDERSON. I have no objection to interruptions.
In the fourth quarter of 1946, corporation profits were running at

the annual rate of $27,000,000,000, and in the first quarter of 1947 even
this record was undoubtedly broken. Corporation profits before taxes
in the first quarter of 1947 probably ran in excess of $30,000,000,000
'a! year. That''is an estimate of what we have prepared, Senator
O'Mahoney, and if anybody wants to take a modest bet, I will see
them after the hearing.
* I have cited profits before taxes because these measure the spread
between prices and costs and show whether they are in reasonable
balance, neither so close together that business is starved for profits
nor so far apart that the rest of the country is starved for'purchasing
power.

After taxes, however the story is even more striking. In'1943, at,
the peak of the war e4iort, corporation profits after taxes amounted
to $10,000,000,000. This exceeded the 1929 peak and, in spite of the
wartime increase in taxes, was 21/2 times the 1936-39 average. With
the elimination of the excess-profits tax, corporation profits after taxes
rose in'1946 to 12.5 billion dollars. And in the last quarter of 1946
they were running at an annual rate of 16.1 billion dollars, 60 percent
above the highest wartime year.

'The story is cear: profits went up, buying power went down.
-It is sometimes said that it is not the absolute level of profits but

the relation of profits to investment that is significant. What do the
figures show on this? A study made by the OPA covering 2,500 lead-
ing industrial corporations shows that these corporations averaged,
before taxes, 9.8 percent on their net worth during the period 1936-39.

In the years 1942 to 1944 they averaged over 25 percent. While
figures are not available for 1946, the rise of dollar profits in the last
quarter of that year above the wartime peak makes it plain that the
rate of return on net worth must similarly have risen to a new high,
and today undoubtedly exceeds 25,percent on net worth. That again
is another ADA estimate.

After taxes, the return on net worth of these corporations averaged
8.1 percent in 1936-39 and 19 percent during the war years when'the
excess-profits tax was in effect. While the figures are not available
to show current performance, the fact that the dollar profits of all
corporations rose, after taxes, from an average of $10,000,000,000 dur-
ing the war to $16,000,000,000 in the last quarter of 1946 strongly sug-
gests that the rate of return on net worth cannot today be far short of
16 percent. Plainly these are swollen profits, swollen far beyond what
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is required to provide business with adequate incentives and with
adequate means to finance the expansion of capacity.

All in all, we have today the most distorted distribution of national
purchasing power of which there is any record in our' history. And'
this has already resulted in a substantial decline in the physical volume
of retail sales. The peak in the physical volume of retail sales was
reached in February 1946. Since then, down to May of this year,
there has been a decline of 10 percent, and this in spite of the great
expansion in production and sale of durable goods. The physical
volume of retail sales of nondurable goods shows an even greater
decline, amounting to 17 percent.

Because of the sharp inflation of prices, the dollar volume of retail
sales shows a different picture. These sales continued to rise until
February of this year, 1 year after the peak had been reached in
physical volume. Since that time, however, even these dollar sales
have turned down.

This cut in consumption is an ominous matter and a proper cause
for grave concern. In our system production cannot long expand
while consumption is contracting. For the time beiihg, the- cut-in,
consumption has been offset and more than offset by the unparalleled
increase of business investment in plant and equipment, in inven-
tories and in housing, and by an unprecedented expansion of exports.
But the level of business spending has been highly abnormal and can-
not persist indefinitely, particularly in view of the shrinkage of pur-
chasing power in the ultimate markets, upon which investment
prospects basically depend.

While no one can say with anything like precision how long the
present volume of business spending and exports will continue, there
is ample evidence that it rests upon increasingly shaky foundations.

Expenditures to increase inventories have already dropped off
.sharply from an annual rate of 9.7 billion dollars in the fourth quar-
ter of 1946 to one of 3 billion dollars in the first quarter of this year.
In any prior period, this shift by itself could have occasioned reces-
sion. With the physical volume of retail sales shrinklfig' and with the
dollar volume of inventories at an all-time high, so that business faces
very serious inventory losses if prices should decline, a movement
to liquidate inventories may develop. Instead of pumping almost 10
billion dollars a year into the bull market to increase inventories, as

mey. did in the last quarter of 1946, businessmen may such 2 to 3
billions a year out of the market through inventory liquidation. I
cannot perceive how this committee can ignore this plain warning
signal.

Business expenditures for plant and equipment have also been
running at unprecedented levels, far above what was required in 1941
and 1942 by business and Government together to tool up this country
for all-out war production. But these expenditures have already
skimmed the cream off postwar investment opportunities. They ap-
pear to have reached their peak, and indications are that business
plans call for a decline of these expenditures by the end of the year.
The volume of new housing, which was expected to run this year far
ahead of last year, is barely equaling last year's record. Even this is
surprising in view of the fantastic increase of prices which must before
long price the housing industry out of the market.
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Finally, exports have contributed powerfully to sustain the level 6f
business activity. These markets have absorbed all the goods which
American business and American consumers were unwilling or unable
to purchase. But there are clear indications that these markets, too
must be expected to shrink in the very near future. The rise of prices
here has bitten deeply into the buying power of other countries and
into their supply of dollars. The English loan, at present rates of
use, will be exhausted a year earlier than was anticipated. In 1946
our export surplus-that is, the excess of foreign purchases here over
our purchases abroad-reached the undreamed-of level of 8.2 billion
dollars. In the first quarter of this year even that record was exceeded,
by 50 percent, our export surplus ran at an annual rate of 12 billion
dollars. To finance this excess of purchases, foreign countries have
had to deplete their supply of dollars at an accelerating rate. In 1946
they drew upon their gold and other dollar assets to the extent of 2.2
billion dollars and on the loans we have extended to them by 3 billion
dollars, a total of 5.2 billion dollars.

In the first quarter of 1947, on the. other hand, they were drawing
upon their gold, dollar assets, and credits at a rate almost twice as:
great, 9.6 billion dollars.. Unless means are found to replenishi the
supply of dollars, a sharp drop in the level of our exports in the near:
future would appear to be unavoidable. Because of the special char-
acter of the effect of exports on business activity, an abrupt curtail.
ment of the rate of exporting can touch off disaster. By that special
character, I mean, Mr.- Chairman, that of course when you have goods
for export, the purchasing power remains here and the-goods-go
abroad, you have exaggerated the demand for domestic goods and,
therefore, if you have a sharp drop of:severe proportions you have-a.
correspondingly decelerated effect.

All this adds up, Mr. Chairman, to make the present situation
exceedingly vulnerable: As I said before, it is characteristic in periods
of -boom to suppose that the boom will last indefinitely. It is char-
acteristic to cite every new record of production, employment, income;
and sales as exidence that the fears of recession are groundless. But
in the past every boom has developed the seeds of its own destruction.
And there is clear evidence that this is no exception. The fact that
prices appear to have taken a new upward turn is occasion for greater
concern, not less. For if it continues, as it may, it will mean that
the collapse when it comes will be that much more painful. Few -
observers believe that the present level of prices is supportable, an~d
many businessmen are genuinely worried about the height of the
prices of their products.

While no one can say when the business recession will strike, it
must be clear that we should do everything possible, -and do it now
to- prevent any worsening of the imbalance between- prices and wages,
between our capacity to produce and our capacity to consume-and
that indeed we should gear our policies toward an early correction
of the imbalances which prevail today.

To -prevent the economic situation from getting any worse and to
remedy the basic imbalance, Americans for Democratic Action recom-
mend the following nine-point program:

(1) The orderly scaling down of prices, designed to eliminate
about one-half the increase in prices which has occurred since June
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1946. For this purpose we recommend the establishment of a Price
Adjustment Board, which, working with industry on a voluntary
basis, will seek to facilitate orderly and equitable reductions of prices
to a stable level.

We do not recommend the reestablishment of statutory price con-
trol. Senator Taft, did you hear what I said at that point?

The CHAIRMAN. I think you are afraid of the logic of your own
argument.

Mr. HENDERSON. No. As a matter of fact I would have liked
nothing better than to'explore that with you, even if just for the
purpose of resuming the pleasant discussion we had in the early days
of the original Price Control Act.

* We do not recommend the reestablishment of statutory price control,
for in our judgment a Price Adjustment Board, if given clear direc-
tives by the Congress and the President and if made up of tough-
minded businessmen, and other citizens, could accomplish a great deal
without statutory power.

We wish to warn, however, that circumstances miahtA-tarie in which
selective price control, under statutory powers, may become necessary.

There is always the possibility, though it is a slim one, that there
is one more round left in the inflationary spiral before it collapses.
And there is always the possibility, though a fortunately slim one, of
a bad harvest.

(2) The orderly increase of wages to incorporate-into the wage
structure as widely and as rapidly as possible the 15-cent-an-hour in-
creases granted this spring in the steel, electrical, and automotive
industries. These wage increases are designed to build up buying.
power and prevent the drastic decline in prices which might otherwise
occur.

We recommend a strong statement on the part of this committee
that such wage increases would be beneficial to the economy as a
whole. We especially recommend that Government set industry an,
example by promptly raising the wages and salaries of Government
employees.

(3) Raising the floor under wages to 65 cents an hour and within 2
years to 75 cents an hour through amendment of the Fair Labor
Standards Act. This amendment is necessary. in orider to offset the
increase in the cost of living since the Fair Labor Standards Act was
enacted and to prevent wage-cutting during the forthcoming business
adjustment. We urge this committee to support such an amendment
and to recommend to State governments that they enact similar legis-
lation covering employees in intrastate commerce.

(4) Amendment of the social-security statutes to increase the scale
and- duration of unemployment-compensation payments and to extend
the system to cover the 14,000,000 employees not now eligible for its
benefits. The present scale of compensation and breadth of coverage
not only falls far short of the requirements of equity but does not
provide even the cushion of purchasing power, come a recession, which
the Congress intended when the act was passed.

(5) The immediate enactment of a truly effective rent-control
statute. The statute recently enacted falls far short of what is re-
quired. Indeed, in view of the desperate shortage of housing and the
impossible bargaining position of tenants, this statute permits-in-
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deed it invites-landlords to bludgeon their tenants into agreeing'to
15-percent rent increases. The present statute will work grave hard-

-ship on millions of American families. Furthermore, as families
are compelled to scrimp elsewhere in their budget in order to pay thle
higher rents the result will be the loss of hundreds of millions of
dollars of sales in retail stores with repercussions which will be felt
throughout the economy:

(6) Preparation for a reduction of taxes specifically designed to
build up purchasing power where it will be needed, namely, in the
hands of families of low and moderate incomes. For this purpose we
recommend raising the individual exemption from its present level
of $500 to $700 and decreasing excise taxes by $2,000,000,000 a year.
These tax changes should not be made, however, until the other rec-
ommended adjustments have been put. into effe.ct.

Senator Taft, if I may interpolate, I always understood the excise
taxes were put on at the same time that the excess-profits tax was
imposed in order: that consumers might share in the wartime tax
burden. I always thought there was an implicit bargain that when
the excess-profits tax was taken off, the exercise -tax would be taken
off also

The CHAIRMAN. Congress never makes an implicit bargain.
Mr. HENDERSON. Maybe not.
The CHAIRMIAN. As far as excise taxes are concerned, I am in favor

of taking themloff
Mr. HENDERSON. May I take that for your answer?
The CHAIRMAN. We are trying*to reduce personal income taxes,

and I think two or three billion in excise taxes are most inequitable
and should be removed.'

Mr. HENDERSON. That is a very fine statement.
The Conigress should either postpone action until requested by the

President, or, if it chooses to act now, should empower the President,
acting in consultation with his Council of Economic Advisers, to
determine the effective date. Flexibility of timing is extremely desir-
able if fiscal policy is to be of maximum usefulness in stabilizing
markets.

(7) Revitalization of the veterans' emergency housing program.
This should include vigorous action by the Government to reduce the
costs of conventional building and'to encourage and stimulate the
development of factory-built housing. The heart of the program,
however, should be a Federal guaranty that 11/2 million homes will be
produced each year.

During the war we set our targets for planes and guns and tanks
and ships in terms of what was needed. And then the Government
got them produced. That is the way -housing, too, must be tackled.

There is a sorry contrast between our ability to build planes and
tanks for our boys to fight in-and, if need be, die in-and our excises
for not building homes for them to come home to and live in. The
time for promises has long since run out. Action is what we need
in housing-action now.

The Federal Government should announce itself ready to contract
for the production of whatever number of houses, in addition to those
constructed by private builders, may be necessary to meet the goal of a
million and a half homes per year. Of this total, one-third, or 500,000
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homes, should be constructed for rental to families of low and mod-
erate incomes at rentals they can afford to pay. This should be

public housing, constructed by the local public-housing authorities-
with Federal aid.

(8) Prompt increase of the lending authority of the Export-Import
Bank by $5,000,000,000. This recommendation is based primarily,

not upon the true and complete needs of foreign countries for our

assistance, but simply to prevent the decline in American exports that

is otherwise in prospect. Since our report was prepared, however,

Secretary Marslhall has made his historic proposal which for the first

time has opened the way for a program to rebuild Europe, not merely

to continue shoring up her economy with relief measures. This pro-

gram will require time to work out. Meanwhile the world needs

concrete assurance that Secretary Marshall speaks not for the Admir -

istration alone, but for the Congress as well. The immediate increase

of $5,000,000,000 on the trading authority of the Export-Import Bank

can provide this assurance, while at the same time it prevents any

slackening of American exports pending development of the pro-
gram. And I would say, Mr. Chairman, by way of interpolation,

that the interpretation I place on this statement is that there may

not be any special session of Congress; and, considering Europe's
needs, I would more firmly urge

The CHAIRMAN. Whose statement was that?
Mr. HENDERSON. It was President Truman. He made the statement

about 2 weeks ago. Well, there was the picture of the giants in Ameri-

can political life emerging from the White House, and the caption on

it indicated there was to be no special session.
The CHAIRMAN. The President so stated in-a press interview about

a week ago.
Mr. HENDERSON. In the light of that, and particularly the propa-

ganda against the Marshall plan, it seems really highly desirable that

some commitments he made of a substantial character, and one good

place to make it is the Expbrt-Import Bank.
Mr. RICH. Mr. Henderson, how about loaning it through-the World

Bank?
Mr. HENDERSON. I think you can lend through the World Bank

also, but as I recall, the standards of the World Bank have been cons

siderably stiffened in recent months, and the needs of Europe are going
to require sonme changes, it seems to me.

Mr. RICH. It certainly would be wise to do so through either one

of the two banks mentioned, or both, rather than making gifts without

any thought of having any return, from the American taxpayer.
Mr. HENDERSON. That is correct. I am a strong supporter of the

World Bank. I was recommending, however, as far as the American

assurance goes, that we do stand in a general position of supporting the

reconstruction of Europe, because if the Congress does adjourn, and

the world feels that it will not reconvene until the first of next year,

there will be a feeling that we have avoided the question of congres-

sional support for the so-called Marshall doctrine, and in my opinion,

while you can help through the World Bank, the Export-Import Bank

can and should be used in addition.
Mr. RIcH. Is it not a fact the United States has already agreed with

the Bretton Woods Bank, and it is up to our Congres&s to do something,
without the United States standing by and doing everything that every
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nation in the world wants, without any assistance from any other
country?

Mr. HENDERSON. Without accepting everything that you have said,
Mr. Congressman, I think it is clear if we did go into the World Bank,
where we have been the principal finaficer-

Mr. RICH (interposing). I was wondering whether you agreed to
that, or whether you think the United States should be a stand-by to
do everything these countries want without any assistance from any
of them themselves?

Mr. HENDERSON. Oh, no. Oh, no. As a matter of fact I think the
London economist's statement a couple of weeks back that one of the
big things called for by the Paris Conference was an organization of
the weaker European countries themselves by interchanging goods and
supplies, and he suggested, by~acting together, in some sort of the loose-
jointed meeting of these, there could be a revival of the economic
forces which have been held back by the internal conditions of each
country, and I think you will get a very satisfactory exchange.

Mr. RIcH: I am very glad to have that statement because so many
people think we should continue to pour money into these foreign
countries without them helping themselves. We want to help them
if possible, but we do not want to finance them exclusively.
* Mr. HENDERSON. We have more than half of the world's productive
capacity and more than two-thirds of the world's economy. We can be
doing a ]ot of financing.

Mr. RICH. Notwithstanding.we have that great productive capacity
today, we cannot support the whole world.

Mr. HENDERSON. That is right.
Senator SPARKMAN. The Marshall plan contemplates the European

nations helping themselves in order to get help from us, and-as advo-
cating the $5,000,000,000 lending power to the Export-Impolt Bank,
so as to hold the line in our ability to maintain our export beyond the
estimates of the nations supporting the Marshall plan.

Mr. HENDERSON. I made it clear we were running at the rate of
about $12,000,000,000 in the export balance in the first quarter.

Now the amount of funds that are available for the continuation
of anything like that rate are remarkably small, and you will begin
to get a curtailment in exports before very long.

Canada has felt it necessary to limit travel. There is no reason
why Export-Import loans could not later be refinanced by the World
Bank. I feel that we run a great danger of a drop in exports, which
might have serious effects on our level of business activity. If funds,
are not made available we might get into a recession through this
means alone.

Mr. RICH. And you feel a serious and too rapid break in exports
might precipitate that situation?

Mr. HENDERSON. That is correct.
(9) On the farm front, strict adherence to the wartime commitment

to support farm prices through 1948 and legislation to continue the
program beyond that time. While the program needs to be modified
in detail to make it work better, the full intent and protection of the
wartime commitment must be honored. Furthermore, school-lunch
programs should be expanded to provide every child in the country
at least one square meal a day, and the Aiken food-allotment plan
should be enacted to provide an adequate diet for every Ameriean
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family. These measures will at the same time both protect the health
and strength of our people and assure the farmers a market at -fair
prices for everything they can produce.

I might say for my own part I have been really disturbed because
we have not had a real food-conservation program. I would certainly
hope the Harriman committee would look into the possibilities of the
wiser use of the great abundance of food we have. That is a personal
matter with me.

Americans for Democratic Action do not put forward this program
as a long-time plan for stabilizing the economy. Such a program,
when it comes, must deal with monopoly and concentration, with sci-
entific taxation, river-valley developments, and the like.

These nine planks constitute our program to head off a recession.
While this committee may not agree with every element of the pro-
grain or of the reasoning upon which it is based, it does have an obli-
gation under the statute to come forth with a program. 'We. hope
that on the basis of the presentation here this morning the committee
will find itself in sufficient agreement with our program that many of
its elements will be incorporated into that which the committee adopts.
We urge that both the committee and the Congress act before
adjournment.

The CHAIRMAN. Mr. Henderson, taking the whole effect of your
paper, I take it you are predicting a serious depression or recession,
not a serious depression, unless there is a substantial change in public
policy, changes not likely to occur in the next 6 months.

Mr. HENDERSON. Yes; that is correct. -

The CHAIRMAN. I want to get your exact reasons as to the exact
cause why we face a depression.

You feel there is a reduced purchasing power on the part of the
American people which results solely from disproportionate higher
prices. That is the whole theory?

Mr. HENDERSON. It is imbalance of the prices, wages, and profits.
I think I could restate the position in summary form.

The CHAIRMAN. Do that.
Mr. HENDERSON. In the first place, the cyclical character of business

has not really changed yet, although, as I pointed out twice, people get
lulled into a sense of false security. People get to talking about new
eras. They talk about having attained a new plateau just as they did
in the twenties. As was pointed out to this committee by John Wil-
liams, the cyclical character of our economy is still there, so that we
are obviously faced with the certainty of a business turn-down of
some kind at some time or other. It is also true that every war in the
past has been characterized by inflation during the war and postwar
collapse.

Now, what are the reasons for believing that we face a drop in the
near future? I am relying on an actual study of economic develop-
ments rather than upon what might be called straight almanac think-
ing. I am concerned, in other words, not just because history is likely
to repeat itself but because of the objective economic facts which indi-
cate that since price control was abandoned we have had an increas-
ing imbalance between purchasing power and output. This imbalance
has already resulted in a substantial reduction in the physical volume
of goods sold at retail.
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TThe CHAIRMAN. Can you prove that? We have had evidence that
it is true in some fields. In other fields it is not true at all. In many
fields, we can not possibly keep up with the demand. There is much
more purchasing power for a great many things than supply.

Mr. HENDERSON. In selected fields, that is absolutely true.
The CHAIRMAN. Is not, therefore, the stop in buying simply because

the people prefer to keep their money for better values or something
that is not available now?

Mr. HENDERSON. That is of course partially true. At many levels
of income, particularly of low and moderate income, families have
had to use their entire purchasing power to try to maintain their level
of consumption. Even so,.many of them have been unsuccessful. Even
after drawing. on their savings they have still been obliged to cut
their real consumption substantially. The result for the entire coun-
try has been a cut of some 10 percent in real consumption, that is,.the
goods and services actually consumed. - .kl

The CHAIRMAN. I question if there is any reduction in purchasing
power, even of wage earners. Why does not the other distributions o
income represent purchasing power?

Mr. HENDERSON. Oh, it does.
The CHAIRMAN. Why does not the increase of the farmer's share

give an increased purchasing power?
Mr. HENDERSON. It does.
The CHAIRMAN. Why are not these earnings today being put back

into new capital investments? There may be a socially unwise dis-
tribution of income, but the total income is there and the'total pur-
chasing powver is there, and I cannot see the basis for the argument
on which y our entire paper is based.

Mr. HENDERSON. I would like to ask Mr. Gilbert to give you in
compact form that information and tell you about these tables which
are presented.

Mr. GILBERT. It is undoubtedly true that in dollar terms the volume
of purchasing power is higher than at any time in our history. The
actual dollar flow of spending is greater than it has ever been. That
is the basic reason for the rise in prices.

That is true all up and down the line for every segment of the
economy. It is true of every segment but the Government, whose
purchases Yhave dropped off sharply in the last year and a half.

Because of the rise of prices, however, the total dollars spent by
consumers are yielding them fewer goods. The actual volume-the
physical volume-of goods and services consumed in this country has
declined since June of last year. These goods squeezed out of con-
sumption by the rise of prices, have been absorbed in large part by
business in the form of larger inventories.
- This decline in real consumption and therefore in the volume of
production and employment required to produce the goods consumed
has not, however, resulted in a decrease in total employment and pro-
duction. The reason is that business spending for capital formation
has increased enormously, offsetting, and more than offsetting, the
decline in real consumption. This increase in business spending, how-
ever, is highly abnormal and cannot be expected to last very much
longer. For one thing, expenditures for plant and equipment have
been running at levels far above what was required in 1941 and 1942
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to tool up the American economy for all-out war production. There
is good reason, therefore, to believe that the present rate of expendi-
tures for plant and equipment is rapidly working off the backlog of
plant and equipment needs built up during the war so that the level
of plant and equipment expenditures is likely to drop off substantially
Jfrom present levels before very long.
: -In the second place, business has been spending enormous sums for
inventories, in part to make good deficiencies of inventories developed'
during the war in the field of nondurable goods, but 'mostly to fill
the pipe lines of production and distribution in the consumer durable
'goods area of the economy. There is clear evidence that the restock-
ing episode is now about finished. Hereafter expenditures for in-
ventory accumulation will be only a small fraction of -what was spent
iw 1946. Indeed, we may run into a period of inventory liquidation.

-And in the third place, the export balance has been running at ex-
tremely high levels because of the desperate needs of Europe and other
areas. While these needs are still enormous, the supply of dollars
available to these countries with which to 'finance their purchases
in this country is being rapidly depleted. In this case, too, therefore,
there is reason to believe that a sharp drop in business spending is not
far'distant. -

Finally, and in my judgment most important, is the fact that busi-
ness spending for expansion of capacity cannot be long continued in
the-face of declining real consumption. Even if the volume of busi-
.niss spending.had not been highly abnormal because of wartime back-
logs and reconversion needs, in the very nature of the case temporary
.in character, the squeeze on real consumption would still be sufficient
ground for believing that business expenditures for increased capacity
cannot be sustained.
;. .Our conclusion, Mr. Chairman, is that in view'of the present im-
balance between wages on the one hand and prices and profits on the
other, the level of business spending is likely to drop off in the near
future. precipitating us into a sharp recession of business activity.

The CHAIRMAN. We have been told by two rather impressive wit-
nesses recently that the Nation should invest at least 20 percent of its
income in new capital'goods per annum. I cannot see why that is not
just as important a factor. In fact, it -is just as important to have
the money spent on new capital. It seems your whole ADA report
greatly overemphasizes

Mr. GILBERT. (interposing). Let me develop that if I may, Senator.
;-Tlhe CHAIRI31AN. Yes.

Mr. GILBERT. First, consider table No. 5. That table shows the
Jndex of total income payments, that is, wages and salaries, interest,
dividends, the income of farmers, and of nonincorporated businesses.
When that table, however, is adjusted for changes in the cost of living
you find that the real buying power of total income payments which
in the first quarter of this year was 60 percent above the prewar level,
ithat is, the third quarter of 1939
v The CHAIRMAN. Wait a minute. I do not get that.

Mr. GILBERT. Look at the lower half of column 1. Notice that -the
increase in real buying power of all consumers since the outbreak -of
the.-war has been 60 percent.-
:.:-: No one contends that the real consumption of this country has been
reduced to anywhere near what it was before the war. On'the other
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hand, since the first quarter of 1945, there has been a substantial drop
in the real buying power of consumers of the Nation as a whole, a
drop of 12.3 percent.

The CHAIRMAN. You mean they got less for their money?
Mr. GILBERT. That is right. With our productive expanding and

a smaller quantity of physical goods going to the consumer, a larger
quantity of our physical production went~to business.

The CHAIRMAN. That is a question of degree.
Mr. GILBERT. I think we can show you some reason for some grave

concern.

If you will now look at table 17, you will find the official figures
published by the Department of Commerce covering the gross national
product and its major components. Notice, however, that the esti-
mates for the first half of the year are ADA estimates. Now looking
particularly at the material shown under the heading "Private gross
capital formation," you will notice that in the first quarter of 1945
private gross capital formation was running at an annual rate of
$3,600,000,000. At the present time it is running at an annual rate
of almost $40,000,000,000.
- The CHAIRIANAN. Throughout the whole history of the United States
the course of capital formation has always been 20 percent until the
depression days. I don't know whether it is correct, but it was offered

'by the National Association of Manufacturers and by Mr. Upgren,
of Mimmesota.

Mr. GILBERT. Throughout our history we have achieved a very high
level of capital formation in. every period of boom. However, that
high level of capital formation, invariably coupled with a distortion
of tbe distribution of income which resulted in a drying up of buying
power of consumers, always brought the boom to an end. The reason
for this is not far to seek. A high level of capital formation with re-
sulting expansion of productive capacity cannot long continue in the
face of a stable or declining level of consumption.

Now the figures in table 17 covering the movement of private gross
capital formation are very significant. They show an extremely rapid
increase in business spending for inventories, in the export surplus,
and in business expenditures for plant and equipment. These rates
of expenditures on these three fronts are clearly abnormal and cannot
be expected to continue indefinitely.

In the case of inventories, expenditures for accumulation of inven-
tories increased from about zero after VJ-day to an annual rate of
$10,000,000,000 per annum in the last quarter of 1946. This is the
highest rate of inventory accumulation on record. This level of ex-
penditures was the result, as I have pointed out, of the major effort
required by the durable consumers' good industries to get rolling.
During the war, production of durable consumers' goods was almost
entirely eliminated. As a result, once the war ended it was necessary
to begin from scratch to build up the flow of raw materials, the flow of
parts and subassemblies, and to fill the pipe lines of distribution. All
this had to be done before goods could begin to move into actual con-
sumption.

The figures, however, clearly iyndicate that the restocking of goods is
now complete. Whereas inventories were being accumulated at the
rate of $10,000,000,000 per annum in the last quarter of 1946, by May

65210-47-pt. 1 32
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of this year the rate of accunmulation had entirely disappeared. In-
deed, it is probable that some liquidation of inventories actually oc-
curred in that month. It should be clear, therefore, that business
spending on this account has already dropped off by $10,000,000,000.

It is significant, Mr. Chairman, that the highest rate of inventory
accumulation we have ever had before is about $4,000,000,000 per year
and that the end of such inventory accumulation has always resulted
in a recession.

The CHAIRMAN. The highest production we ever reached in the past?
Mr. .GILBERT. Not the highest production-the highest rate of in-

ventory accumulation. The significant thing is that when business
stops accumulating inventories, that means a decrease in business
spending which cuts the market for the national output.

The CHAIRMAN. But we are producing more goods and, therefore,
more purchasing power all the time. It seems to me that you have a
highly tenuous argument.

Mr. GILBERT. If there is one economic fact on which almost every
economist agrees, it is that when business is building up inventories it
is paying out incomes to produce goods while at the same time it is
taking off the market a portion of the goods produced. This has a very
stimulating effect on the economy. On the other hand, when business
is liquidating inventories, it is obviously also cutting down orders to
the manufacturer. The result is that business is putting goods into
the market at the same time that it is decreasing employment and
therefore the flow of wages and other incomes to consumers. The
result is depressing to the entire economy.

The CHAIRMAN. Is there any evidence that business inventories are
excessive?

Mr. GILBERT. Yes, sir.. The fact that we have cut the accumulation
from an annual rate of $10,000,000,000 in the last quarter of 1946 to
an annual rate of $3,000,000,000 in the first quarter of this year and
have apparently eliminated accumulation altogether in May.

We have built up the total inventories of all items as well as of the
durable items in particular.

The CHAIRMAN. You have built up an inventory much latger?
Mr. GILBERT. That is true.
The CHAIRMAN. You have not filled up the pipe line yet?
Mr. GILBERT. It is not filled in certain directions and overfilled in

others.
The CHAIRMAN. Some things are in ample supply and some are

short.
Mr. GTLBERT. But the over-all result is that business was spending

at the rate of $10,000,000,000 per annum to increase inventories last
year while in May it was actually liquiding inventories.

The CHAIRMAN. We have had testimony that in the last 30 days it
has begun to build up again. It was held back for a while and it is
building up again.

Mr. GILBERT. It is true that in certain areas inventory accumulation
is still going on. Another test of the prospects for inventory ac-
cumulation is to be found in the relationship of inventories to sales.

Over the years, there is a normal relationship between inventory
and sales. Wlhile inventories sometimes rise above and sometimes fall
below that relationship, they tend to come back into line with it. Two
years ago inventories were well below the relationship. Today. how-
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ever, because of the rapid accumulation inventories are above the nor-
mal relationship to sales. The evidence indicates that any increase of
inventories beyond the present relationship of sales will only set the
stage for liquidation.

The CHAIRMAN (interposing). Your conclusion is that private cor-
poration capital formation is going to decrease?

Mr. GILBERT. Yes, sir.
The CHAIRMAN. That is a threat to economy?
Mr. GILBERT. That is right. And for the basic reason that business

does not expand its capacity unless it has the assurance that there is a
market for its-production.

The CHAIRMAN. I think it was a mistake of the New Deal from the
beginning that consumer purchasing power is the solution. I think it
-is increased production.

Mr. GILBERT. Do not iiisiinderstand our position. Our position is
that what is required is the proper balance between business spending
and consumer spending. Our position is they must expand together;
that business spending will not continue for any length of time if they
do not. It is a fact that the two are moving in opposite directions;
that is the basis of our concern.

The CHAIRMAN. The money is being spent, and you do not think it
will go on being spent.

Mr. HENDERSON. That is right.
The CHAIRMAN. I suggest that is the case. We do not know about

it until it begins to happen.
Mr. HENDERSON. When you have a change, Senator, within 6 months

of upwards of $7,000,000,000 in inventory spending, you know that
business activity and production and purchasing power is bound to
decrease.

The CHAIRMAN. You think in the first half of 1947 we had the
largest private corporation capital formation we ever had?

Mr. HENDERSON. And it caime from an increase
The CHAIRMAN (interposing). Now, is it going to continue?
Mr. HENDERSON. I do not know.
The CHAIRMAN. I did not think you did, with all due respect.
Mr. HENDERSON. It came from an increase in net exports.
Mr. GILBERT. May I say this: The newspapers have been full of this

inventory problem for the past 9 months.
The CHAIRMAN. They were very much concerned several months

ago about those things.
- Mr. GILBERT. The department stores know whether they are holding
more goods than is called for by their sales. They cut their purchases
for a very good reason.

The- CHAIRMAN. Getting a price change is what we want, and I
think the decrease in purchasing power is due to the fact people felt
psychologically that prices were too high and they were not going to
buy.

Mr. GILBERT. There has not been any evidence of a decline in prices.
The price indexes do not show that.

The CHAIRMAN. There are a good many things where there are de-
creases in prices, the decrease in price in soft goods and women's
clothes being quite substantial.

Mr. GILBERT. There are two further points to Which I think you
ought to give some attention. They have to do with the volume of
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net exports and business expenditures for plant and equipment. Net
exports are the excess of what other countries are buying here over
what we are buying abroad. In the period after World War I we had
a net surplus. of a couple billion dollars. Today export surplus is
running at an annual rate of $13,000,000,000.

The CHAIRMAN. I agree. What will be the result o'f cutting it off ?
Primarily a reduction in prices, whereupon purchasing. power will
increase, which is exactly-

Mlr. GILBERT (interposing). But, Senator, if the export balance
drops off by 4 or 5 billion dollars, that, taken in conjunction with
the decrease in business spending-for inventories, means a very sub-
stantial drop in total business spending. *W7hat spending~ will be
available .to offset this cut in buisiness spending? That is the real
question, because if no offset to this cut in business can be found, the
result must be a decrease in total spenlding; that is, a- decrease in total
markets, which must result in a* decrease in production, employment,
and business activity generally.

The CHAIRMAN. I think you are using an abnormal rate.. I do not
think that we can hope to maintain these abnormal factors.

Mr. GILBERT. The question we have raised is whether we can- make
that adjustment without collapse, whether we ca~n make it without
serious damage to the economy, whether wve have to go through another
1920 and.1921 collapse.

The CI-IAIRMAN. Your remedy is to raise wages promptly?
Mr. GILBERT. No. That is only part of the remedy we propose.
The CHIAIRMIAN. Reduce unemployment and raise wages'?
Mr. HENDERSON. The first element of our program is an orderly

reduction of prices amounting to about half of the rise in prices since
June of 1946. We think it extremely important to avoid any greater
decrease in prices than this because such a decrease in *prices might
precipitate a real collapse similar to that which we had in 1920 and
1921. To avoid -such a collapse we propose that the price reductions
be made in an orderly- fashion under governmenta~l guidance

The CHAIRMAN (interposing). I suggest that there is no imbalance
between wages and profits. Take the average take-home pay of- the
factory workers of $23.86 in 1939 compared to $47.50 today-a 100-
percent increase of the average take-home pay of the factory wvorkers.

At the same time, the increase in cost of living is only 56 percent,. so
there is at least a 20 percent:

Mr. GILBERT (interposing). The test of balance, Senator, -is whether
goods are being taken off the market.-

-The CH-AIRMAN. I am suggesting that wages have gonle. up on the
whole more than retail prices. Wholesale prices have gone up 90 per-
cent and they have not gone up since the 1st of March. There- is no
further evidence of increase.

I cannot understand the basis' on which to say there is an imbalance
between the income of the ordinary worker and what he has to spend.

Mr. GILBERT. The answer, I think, is this: Today total production is
running between 70 and 75 percent above the levels of 1939, and our
capacity to produce shows an even greater increase. The real- buying
power of all wage earners, on the other hand, is today only 60 percent
greater than it was in 1939. Total w.ages have not increased enough
to match the increase in production. Tha~t is the heart of the trouble.

The CHAIRMAN. And our total wages have increased 100 percent?--
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Mr. GILBERT. No- those figures are shown on tables 4 and 5.
The CIAIRMAAN. 'You have. here, a presently tremendous economy.

Everybody has more money than they ever-had before, andI would
say wages and salaries

Mr. GILBERT. Total wages and salaries, adjusted for the increase in
the cost of living, have gone up 58.2 percent since the third quarter of
1939.

The CHAIRMAN. How much?
Mr. GILBERT. 58.2 percent.
The CnHAIIUIANN. Is that correct for increases in the cost of living?
Mr. GILBERT. Yes I am trying to show that.
The CHAIRMAN. In a 60-percent increase in all wages?
Mr. GILBERT. That is right. And that covers the. increase in total

employment and the increase in the length of the working week as
well as the increase in wage rate. We have had a 60.7 percent increase
in the buying power of all consumers, farmers, and all other groups,
as well as wage earners, over the same period. As againstthis the in-
crease in total production is 75 percent and production is moving
steadily into a higher ground. The-question is, Who is going to buy
this increased output? And if there is no one to buy it on a continuous
basis, who is going to produce it?

The CHAIRMAN. I do not see how we can maintain the present out-
puti. You are giving away about 5 or 10 percent of your output for
nothing.

Mr. GILBERT. There are two things I'd like to say to that, Mr. Chair-
man. - In the first place, if we do not maintain our present output, that
means-a decrease in the national well-being. In the second -place, the
decrease of output may be so severe as to precipitate a general recession
fallin-g with brutal- impact upon wage earners, farmers, and business-
men alike.

The CHAIRMAN. Mr. Bowles testified wages had gone up 62 percent
and' retail prices only 34 percent. Whether- it was wise or not, many
more increases were permitted.
- -Mr. GILBERT. Senator, when ybio qu6te these figures you have to be
careful to take into account thie cost of living and increase in taxes. -

Please turn to table 13. In that tables based on Bureau of Labor
Statistics data, you can see the changes in net spendable weekly earn-
ings, and weekly earnings after taxes and adjusted for changes in the
cost of living. The increase for a single worker, that is, a worker
without dependents, since August 1939 has been only 9.3 percent. 'In
other words, what a single worker in manufacturing has to live on has
increased only 9.3 percent over a period of almost 8 years.

The CHAIRMAN. In real wages?
Mr. GILBERT. In the wages he takes home and can spend to support

himself.
The CHAIRMAN. A family of four?
Mr. GILBERT. For a family of four-that is, in the case of a worker

with three dependents who can take advantage of the exemptions-
the increase has been 23.8 percent.

The CHAIRMAN. That is practically without any increase in pro-
ductivity. I think there is some evidence of productivity catching up.

Mr. GILBERT. As far as productivity is concerned, clean evidence
is not yet available. It is signifieant, however, that in each of the 3
years- following 1919, output per-man-hour in manufacturing went up
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by 10 percent each year. I shall be very much surprised if the figures
when they finally become available do' hot show as great a rate of in-
crease in productivity following World War II-.

The CHAIRMAN (interposing). We have had testimony that at the
end of this war productivity of the men was way down-

Mr. GILBERT. I should like if I might-
The CHAIRMAN. And would not increase until they got new

machines.
Mr. GILBERT. I disagree with that. Output pei man-hour has been

increasing right along. We can't show it because the figures are not
yet available.

I should like, if I may, to spend a minute or two on the developments
in the twenties. I do not believe that, except for John Williams' testi-
mony, anything was presented to this committee covering that period.
Between 1924 and 1929, 'output per man-hour in manufacturing went
up 24 percent. During that same period wages went up by only 3 per-
cent. The, increased output per man-hour and the decreased -labor
costs per unit of production was not reflected in a decrease in prices;
which remained at about the same level throughout the period. The
result was an increase of about 57 percent in corporation profits. And
the same situation was true in the fields of transportation and the
utilities. All through the economy there was a growing distortion in
the distribution of buying power. Wages were not increased in pro-
portion to output. Profits were inflated. The result was the collapse-
of 1929. In spite of an extremely favorable climate for business, a
very low level of taxes, and a fiscal policy which yielded a surplus
all through the period, the boom of the twenties ended in the smash-
up of 1929. 1 can think of no better demonstration of the necessity
ofkeeping purchasing power in balance with output and wages in
balance with prices and profits.

The CHAIRMAN. I agree to that. I say there is no evidence today
that prices are out of line with wages.

Mr. GILBERT. But, as a matter of fact-
The CHAIRMAN. The table you referred to shows wages have in-

creased 20 percent.
Mr. GILBERT. That was quite true
The CHAIRMAN. It was not true after the last war. Prices were

way down proportionately?
Mr. GILBERT. Actually the real wages from 1924 to 1929, as I am-
The CHAIRMAN (interposing). I am talking about 1920 and 1921.
Mr. GILBERT. We had the same frantic effort to build up inventories

part necessary and part unnecessary. We had the same shortage of
goods. We had the same disparity between wages and prices.

The CHAIRMAN. Let me suggest some very essential differences. -In
the first place, wages did not go up after World War I as they have
now. The whole imbalance was not present. Prices were somewhat
out of proportion to wages.

Mr. GILBERT. The rise in prices has been a little greater.
The CHAIRMAN. But not compared to prewar.
Senator SPARKMAN. May I ask a question at that point?
The CHAIRMAN. Yes.
Senator SPARKMAN. The other dav we had a witness before the

committee-if I remember correctly, it was Mr. Schmidt. director of
research for the United States Chamber of Commerce. He presented
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a series of authorities in which he compared the conditions prevailing
following the First World War and conditions prevailing now, and
he called our attention to the fact that they were almost exactly par-
allel, but doubt was expressed that we were going to have the sudden
collapse we had following World War I because of one thing only,
and that was that we were now enjoying the fruits of a quasi-war
economy in which we are still living. Do you agree with that?

Mr. GILBERT. No; I do not.
The CHAIRIAN. Are not our exports much greater today than they

were in the period after the First World War?
Mr. GILBERT. Those exports collapsed in,1920 even though the needs

of Europe were far from being met.
Today the countries of the world other than the United States have

gold and dollar assets of approximately $20,000,000,000. That rep-
resents their total reserves upon which their currency and credit are
based. During the first quarter of this year they were using up those
reserves at the rate~of $10,000,000,000 per annum. And during the
second quarter they were using up their reserves at an even higher rate.
Just consider what would happen to business sentiment in this country
if we were using up our reserves at the rate of 50 percent per annum.
With so drastic a rate of depletion of gold and dollar balances our
exports could be choked off at almost any time. In this connection I
should like to call your attention to the fact that all but three of the
Latin-American countries have -already introduced, restrictions on
imports. And Canada has imposed restrictions

The CHAIRMAN (interposing). That is where I do not agree. In
the first place this war lasted much longer. There was more suffering
and privation which created a greater backlog of demand than the
last war. I do not think that can be disputed.

In the second place we are going ahead with the European program.
In the third place we-are now at a point 2 years after VJ-day. Two

years-after.1918 they were coming -out of the depression rather than'
facing any question of going into it.

Mr. GILBERT. No, Mr. Chairman. Two years after the armistice
in World War I th e collapse had run only 2 or 3 months.

The CHAIRMAN. The break was when?
Mr. GILBERT. The break was in May of 1920.
The CHAIRMAN. Which was 18 months after the end of the war.
Mr. GILBERT. That is right.
The CHAIRMAN. Eighteen months after last February-
Mr. GILBERT (interposing). Take VJ-day rather than VE-day.
The CHAIRMAN. September 1945.
Mr. GILBERT. We are approaching 22 months. That is why we
The CHAIRMAN. I am suggesting there is another lack of parallel.

I do not think the two conditions are parallel at all.
Mr. GILBERT. Mr. Senator, we do not contend that a recession is

inevitable. There are favorable as well as unfavorable elements in
the picture. We shall have a recession only if nothing is done to
diminish the unfavorable factor's and to encourage the favorable pnes.

Mr. HENDERSON. Mr. Chairman, I had not given you the full reason
for our feeling that we are in danger of a recession. Assuming any-
thing that we want to as to what have been the changes in prices and
wages, we have an economy here whose level of production and price
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has been supported by some very, very extraordinary high and infla-
tionary impacts.

The CHAIRMAN. There is no question if you take the purchasing
power saved over from the war, the demand is -extraordinary.

Mr. HENDERSON. It is really concentrated on those goods we did
not make during the war. We have got, as we have shown here, an
enormous change in exports, with the possibility of an abrupt change.
We have had a change in net accumulation of inventory and reduction
in physical volume of retail sales. y

Our position is that when these business expenditures drop off you
are bound to.have a receession in production, with the possibility of a
severe break in the pi-ice level unless something is done to build up
the purchasing powver of our people.

The CHAIRMAN. I suggest that currently things are too high and
wve are forcing our prices up largely because we are trying to do too
much. Some recession may be a good thing, but I do not want it to
go on down so fast it becomes dangerous.

Mr. HENDERSON. Our suggestion is that the committee has the
power to do what should be done and we have made a number of
suggestions.

The CHAIRMAN. You suggest the way to do it is increase wages,-
and you suggest you can increase wages without increasing prices.

- You think you can?
Mr. HENDERSON. Yes; I think the whole record of profits and the

whole record of price levels shows it could have been done. Given
a sufficient measure of control, I think we could have accomplished
wage increases with no increase or a small increase in price level.

The CHAIRMAN. I had a discussion with you back in 1941, Mr. Hen-
derson, in which we urged that upon you without avail. You remen-
ber it was in the first Price Control Act?

Mr. HENDERSON. My position was it did not belong in the Price
Control Act, and immediately following passage of the bill I asked
and made a sound argument within the administration, for wage
control. That~was the :promise I made to the committee which I
kept, and if you are interested in that testimony before the War
Labor Board I will be glad to furnish it.

The CHAIRMAN. Let me right there refer to what you said in 1941:.
I think that Senator Taft has put his finger oh it. I must confess that frankly.

From the resolutions that I have seen adopted by a number of labor groups, I
felt that we would have opposition if anything of that nature were contained
in the bill. My discussions, even in the early days, with the President always
contemplated that when there was a national labor policy-and it was always
recognized that there was to be one-the matter of inflationary wages would be
taken up under that category, and that the President, as you know, in setting
up the Defense Administration, appointed not only a price commissioner, but
an Associate Director General of the OPM with the specific job of looking after
labor matters.

Mr. HENDERSON. That was so and the result was the Little Steel
formula. Immediately after the passage of the act I asked permission
to go to the War Labor Board and present them with the facts regard-
ing the necessity for the stabilization of a wage program.

The CHAIRMAN. For the 2 years, 1943 and 1945, wages went up about
10 percent and you held prices.
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You said this in 1942:
Wage increases, when not accompanied by a corresponding increase in pro-

duction, are inflationary for two principal reasons: First, they increase labor
costs, and thus cause pressure against price ceilings.

Now you are recommending that we agree, or rather that we cure the
present situation by further increases in wages?

Mr. HENDERSON. The volume of goods available for consumers right
0now at present rates of production is vastly greater than what was
available at that time. I say that at that time it was necessary to take
goods away from the general public in order to make them available
for the war effort. Today the situation is~very different. Today our
problem is purchasing power below what is required to take off the
market the output of our farms and factories.

The CHAIRMAN. In the long run increased wage rates are bound to
increase prices?

Mr. HENDERSON. No; not if you have rise in productivity.
The CHAIRMAN. I fully agree about a rise in productivity but I do

not think you can assume anything of the kind will occur.
Mr. HENDERSON. Mr. Chairman, if you will look at the rate of pro-

duction of automobiles, and the sales and the number of men em-
ployed today as compared to a year ago you will find that output per
man-hour has increased greatly.
* The CHAIRMAN (interposing): I wish you would give us those
figures.

Mr. HENDERSON. I think part of themn have been shut off by the cut
in the Bureau of'Labor Statistics budget.

The CHAIRMAN. Now, do you think there is any increase in the pro7
ductivity of building labor?

Mr. HENDRSON. By the way, I did not see all of General Wood's
testimony, but I would like to see this committee endorse an investiga-
tion in the building industry.

The CHAIRMAN. He told us it was worse.
Mr. HENDERSON.. I agree.. I think. it is one of the-stinking shames

and it is a challenge, and one that properly lies right on your doorstep.
* 'The CHAIRMAN. I might say we have a resolution to do that very
thing by Senator McCarthy.

Mr. HENDERSON. I would be happy to be a sustaining witness for you.
The CHAIRMAN. I will cease my questions and let the other Senators

have a chance. I am afraid I will have to be on the floor in a little
while.

Mr. HENDERSON. There is one place where I can see an enormous in-
crease in demand to make up for the drop in exports which we expect
and the 'drop of inventory accumulation which has already occurred.
I refer specifically to construction and the building industry.

The CHAIRMAN. The argument seems to be that the wages and
salaries and the total national income decreased last year. That might
be due to purchasing power falling off, but the purchasing power of
farmers increased and they are consumers-I suggest even the corpo-
rate profits are spendable income and are being spent, so I cannot see
where we are losing any purchasing power; except to the extent Gov-
ernment is going to have a surplus of 6 or 7 billion and put it away.

Mr. HENDERSON. My own feeling is that that cash surplus has been
a very important factor which prevented a real and complete runaway
of prices.
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The CHAIRMAN (interposing). You have just been testifying on the
purchasing power. Purchasing power has been rapidly falling off?

Mr. HENDERSON. That is right.
The CH1AIRMAN. And we ought to reduce taxes?
Mr. HENDERSON. Not quite, Mr. Senator. We suggest doing a

number of things to build up buying power. Tax reduction is only
one of them, and I might point out, it would have to be the right kind
of tax reduction, a tax reduction which would put more purchasing
power into the hands of people who need it most.

The CHAIRMAN. Well, that is what we are proposing to do.
Mr. HENDERSON. This tax bill that is up now?
The CIAIRNIAN. Yes.
Mr. HENDERSON. But the amount that a stenographer in the Gov-

ernment would get off. of her taxes-
The CHAIRMAN (interposing). Not only the $2,000,000,000 or more

the people in the low-income group would get, but also in the upper
groups. Take the man that pays 50 percent, if he could get $2,000
more he is going to spend it, and he has been living in most. cases right
up to the limit of what he has.

Mr. HENDERSON. Not according to the study.
Senator O'MAHONEY. I would like to make a comment.
The CHAIRMrAN. I mean people spending $25,000 a year.
Mr. HENDERSON. You cannot have it both ways. You cannot say

that the people who do the saving, that is, the high-income groups,
will use their money both to expand plant and equipment and also to
expand consumption.

Senator O'MAHONEY. I think you and the chairman agree in prin-
ciple, but you apply the principle differently. As it applies to taxation
and when it comes to purchasing power, Senator Taft has supported
the income-tax-reduction bill. I still call it the bill because I do not
think it will become a law.

In the report Chairman Millikin filed, it appears from one- passage
that there are 26,000,000 taxpayers in the United States with incomes
of $2,000 or less. Those who supported this tax bill insisted that the
personal exemption should not be raised so as to relieve those 26,000,000
taxpayers with incomes of under $2,000. Their theory was these
26,000,000 people in this bracket of $2,000 and under, must be depended
upon to bear the costs of Government. There are 26,000,000 people
in this low-income bracket as compared to the 681,000 who are in the
bracket of $5,000 and over.

The CHAIRMAN. Each one of those got the 30-percent reduction in
taxes, 26,000,000.

Senator SPARKMAN. Thirty cents a week.
Senator FLANDERS. The 30 percent is small because the taxes are so

small.
Senator O'MAHONEY. This is the rationalization. Our friends who

supported the tax-reduction bill did so on the theory tha-t because the
26,000,000 taxpayers were there, a small contribution from them would
more than overbalance the amount that is contributed by taxes from
those in the upper brackets, consequently, the proponents of that bill
say we must get the tax dollars of the low-income group to operate
the Government, but, Mr. Henderson, you say we must get the pur-
chasing power of those 26,000.000 people and support the economy
so they can profit as well as the 681,000 in the upper brackets.
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Mr. HENDERSON. I say this further, Senator, if you get that pur-
chasing power in that group, then the tax base will be supported.
Then the earnings of corporations and the earnings of other people
will be maintained. You get your big tax revenue from the high level
of national income, and my contention is, while business spending is
highly important, that you study some of the opportunities to main-
tain a stabilized economy, depending upon strong current consumption.

Senator O'MAHONEY. In other words, when wages and salaries are
taxed and thereby the purchasing power of these 26,000,000 at the
bottom of the scale is reduced, the very market upon which the higher
brackets above are dependent upon for their income is reduced.
- The CHAIRMAN. IHe is reducing salaries and. wages. We are in-
creasing them by giving them a 30-percent tax reduction.

I Senator O'MAiHONrEY. The record would show the total receipts in
the national income by way of wages and salaries has been reduced.
Profits are up. The income of proprietors is up and wages and salaries
are down. The whole argument is that if you permit wages and
salaries to go down, you destroy the market for everybody.

The CHAIRMAN. Well, this was not the sole argument. I think the
more you equalize income the better, but from the point of view of
spending I see no argument. This money is not going to be spent and
I can see no argument from an economic standpoint that the relative
share of wages and salaries today and the relative share of farmers'
earnings, and the relative share of corporation profits, is going to
change materially in any way the general purchasing power of the
American people.

Senator O'MAHONEY. I wonder, Senator Taft, if you believe that
the increase iin rent just placed upon most all Americans by the 15-
percent voluntary-increase provision of the rent-control law is going
to have any effect on the purchasing power.

The CHXIRMAN. Yes; I would say the increase that went to the
landlord would immediately go into repairs and things neglected,
and for- at least 2 years you would find that money would be spent.
This is not the sole argument.

Mr. HENDERSON. I think we are go-ing to have to add something
further to that.

The CHAIRMAN. I know hundreds of landlords who have been wholly
unable to keep up their property because of the very tight control.

Mr. HENDERSON. The OPA control?
- Senator O'MAHoNEY. The theory is the tenant will provide for the

landlord.
- Mr. HENDERSON. We had a stenographer who figures out her savings

under the new tax bill in a month would just about pay her increase
in rent for 1 week, and I think that was the aptest economic statement
made up to the present.

The CHAIRMAN. Thirty percent of nothing is nothing. That is sure.
Mr. HuIBER. You touched on exports a -while ago. On the type of

product we are exporting. Are we exporting products and materials
that will help in their economy or are we exporting items that will not
serve to rehabilitate war-torn Europe?

Mr. hENDERSON. A lot of luxury goods did go out. Even to coun-
tries like Greece. As I said earlier, what we need today is a program
which will not merely shore up the European economy but a program
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which will put them on their feet and enable them to meet their own:
requirements out of their own production.

There has been quite a bit of luxury bulying, some in South America
and some in Greece. We have had to help them in order to keep body
and soul together. The time has come to put them on their feet.

Senator FLANDERS. Mr. Henderson, I want to get your point of view
clearly in mind so that I have it clear.

Is it your contention that all of the proceeds of industry should
go back into industry through some channel at the present time?

Mr. HENDERSON No. We are not contending that there is redun-
dant purchasing power, idle savings. We are not contending that
there is no market today for the goods that industry is producing.
What we are contending is that the present demand for output is
highly abnormal and cannot be expected to last very much longer.
What we are contending is that the present level of business spending
for inventories to finance the export balance and in the purchase of
plant and equipment shows clear signs of tapering off.

And we are contending further that because of the price increases
since June 1946 there has been a serious cut in the buying power of all
consumers which has already been reflected in the decrease in the
physical volume of retail sales. With consumption declining it is
hard to see how business spending can hold up at anything close to its
present levels.

To remedy the dangers in the present situation we have recommended
a nine-point program, every point of which is designed to restore a
sound balance between our capacity to produce and our capacity to
consume and invest.

Senafor FLANDER. You are saying this present volume of business
spending is abnormal?

Mr. HENDERSON. That is correct.
Senator FLANDERS. That is the argument you are making?
Mr. HENDERSON. That is correct.
Senator-FLANDERs; I just-wanted to get that clear in my own mind.
Now there are one or two subsidiary things I am not quite clear

about which I would like to ask you.
Mr. HENDERSON. I have just one sentence I desire to complete, Sen-

ator, if you don't mind.
Senator FLANDERS. Certainly, go ahead.
Mr. HENDERSON. This is from the Journal of Commerce of March

28; 1947, which discusses the lagging of national income behind the
price level-supply trend, and this is the quotation:

Expressing our conclusion differently, we might say that prices are approxi-
mately 21 percent too high on an average related to-the current levels of national
economy and industrial production.

In other words, there is the Journal of Commerce giving that
opinion.

I was looking for that copy and did not find it while Senator Taft
was here.

Senator FLANDERS. Now, let us examine this, further.
I want to ask a question or two about the effect of remedying this

if we increase the wage rate.
One thing that has troubled a good many people, myself included,

is the fact all remedies of this sort, or almost any sort, are universally
applied on the basis of over-all statistics.
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First, as wage increases in key industries tend to become general-
would you like to see it become general?

The over-all figures for profits on the basis of figures you presented,
which I am not questioning in any way, in those over-all figures are a
large number of small and new enterprises. I feel as though we are
running into the same thing as we ran into throughout the New
Deal, in which a great deal of lip service was rendered, and back of
that a great deal of real concern. Nevertheless, the action taken of
favoring old, established, capable industries, which were able to ride
out the changes when the new and younger ones could not-that per-
sonally gives me a. great deal of concern, and I do not see the answer.

I feel the period from the thirties along has been a period of
-strengthening of old, established concerns.

Mr. HENDERSON. I think the steel industry and the machine-tool
industry, and a number of them plainly show that. I think the reason
we were able to conduct such a high level of production during the war
was because of what they could do.

Senator FLANDERS. I foresee that with additional increases in wages,
there will be additional burdens placed on firms that are not presently
marginal, but may become marginal.

Mr. HENDERSON. I would like to ask Mr. Nathan to discuss that.
He has specialized in this.

Mr. NATHAN. Well, it would seem to me that the first thing to do
is to look at the over-all picture. I cannot conceive of anyone looking
at millions of statistics to determine this, but in looking at the over-all
picture, I agree completely with what Mr. Henderson says and dis-
agree with Senator Taft.

I think we have shown that an imbalance exists. I think the sit-.
uation is very much like the situation in 1929 and 1930. Insofar as
adjustments are concerned, we have, all of us, favored wage increases.

The technique for giving wages is the technique of intelligent collec-
tive bargaining. In such a bargaining the ability of industry to pay
the wage increase must be one of the dominant elements taken into
consideration. It is true thit a general wage increase will push some
firms, the marginal firms, into the red. But that is an inevitable part
of our competitive system.

And I want to point out that a general wage increase is going to
be much less disastrous to small business than a recession. A recession
will produce wholesale bankruptcies for small business. I think if
we can have good planning and better-cooperation and better relation-
ships among all of the groups in this country and can avoid a reces-
sion, we would render small business the greatest service within our
power.

Mr. GILBERT. Let me add a word to that, Senator.
Senator FLANDERS. Mr. Gilbert.
Mr. GILBERT. In the discussion of the business situation over the

past year it is significant that the National Association of Manufac-
turers has developed the same diagnosis that we have. They, too,
feel that there is an imbalancebetween prices and wages. But where-
as we suggest a remedy which takes the form of a moderate decrease
of prices plus a moderate increase of wages, the NAM suggests that
reliance be placed exclusively upon a-decrease of prices.

Now obviously a decline of prices with wages held at the same level
will squeeze profit margins just as much as will a rise of wages with
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prices held at the same level. The NAM, therefore, has recognized
that profits are inflated and have to come down. The real question,
therefore, is whether small business will fare better if we permit a
general recession to develop than it will if, under Government guid-
ance, we provide an orderly adjustment of prices, wages, and profits.

Senator FLANDERS. May I inquire whether you think the inventory
situation is as serious now as it was at that time?

Mr. HENDERSON. No; not quite as serious but nonetheless serious
enough. If we have inventory losses at a level even half what they
were in 1920 and 1921 the results would be very serious.

Senator FLANDERS. My impression would be in the 1920's we had
certainly in some commodities excessively high speculative inventory
situations. - -

Mr. HENDERSON. Out of the 1921 experience.
Senator FLANDERS. It is rather difficult to see corresponding evi-

dence at the present time. There is certainly very little of the specu-
lative type of inventory at the present time. That leads to the ques--
tion of the degree of the precariousness of our situation now as com-
pared to that time.

Mr. HENDERSON. If we had a modest readjustment of 20 percent,
then the inability to sustain the existing levels of inventory would
disappear also.

We have a very, very grave fear, which I think many American
businessmen share, of the ability of our system to take a 20-percent
reduction in volume of business.

Mr. GILBERT. May I add on the inventory point, that the total
volume of inventory today runs over $35,000,000,000. A 20-percent
reduction of price would involve a loss on inventory of some $7,000,000,
a very serious blow which would be concentrated on the firms least able
to bear it.

Senator FLANDERS. I think I have it perfectly clear in my own
mind as to the point you are trying to make.

Now I would like to go back and ask two questions, Mr. Hendersonj
with regard to your foirmal presentation.

On page 2, in the third paragraph on page 2, you say: "We have
learned how to fight our way up from the depths of a depression."

I question that statement. In 1939 we had 8,800,000 unemployed-
Mr. HENDERSON. Maybe I should have explained'it. I should have

said I think we now have the tools and understand how to use them.
That is what I meant.

I think we have learned what we can do by financial management
and we have learned what we can do by variations in the budget,
which would permit us to prevent a depression if we had the courage
to take the necessary steps.

I am not proud of that depression record. I think it was a dis-
graceful one.

Senator FLANDERS. Have you any thoughts which you could express
at present, informally, or, perhaps send in documentary suggestions as
to what we might have done differently in 1937 than we did, because
that appeared to be a time when we got out of it and Government
action went into full swing, and in spite of that wve got back in again.
It seems to me 1937 is a year that might be well studied and investi-
gated, and I personally would be very grateful if you could give tshe
committee the benefit of your studies. .7a:;
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Mr. GILBERT. I would like to point out that in our report we do give
the problem a paragraph or two. In 1937 and 1938 we had a shift
from inventory accumulation to inventory liquidation, superimposed
upon an imbalance between prices and wages and coinciding a shift
from a large cash deficit to a small cash surplus. Today we face a
similar development. Once again we are moving from a rapid rate
of inventory accumulation to a probable period of liquidation. Once
again we liave developed a serious lack of balance between prices and
wages. And once again these two developments are superimposed
upon a major change in our fiscal operations. From a large cash deficit
we have moved to a cash surplus of seven or eight billion dollars per
annum.

Mr. HENDERSON. I think we can supply something later. You may
remember that it-was during the 1937-38 period that I set myself up
as a prognosticator. I predicted the recession on the basis of price
developments and the fact that the Government was undertaking to
balance its budget while there were still 6,000,000 unemployed.

However, I should like to point out that since that time we have
learned a great deal. We were told at the beginning of the war that if
the Government undertook to finance any substantial portion of its
war needs by borrowing, the result would be a rise of interest rates to
8 or 9-percent. The record shows that at no time did the Government
not have adequate access to f unds at low and sensible interest rates.

Senator O'MAHONEY. Let me interrupt you to ask that you place a
little more emphasis on the statement which you just made, which was
that in 1937, when you made this successful prognostication, the Gov-
ernmennt. was undertaking to balance its budget while there were still
6,000,000 people unemployed.

I understand that your meaning is that at a time when there were
6.000,000 unemployed who could not contribute to the consuming
ability of the whole economy, the Government also withdrew from
the market by attempting to use a plan-to use the word which makes
so many people see red when applied to Government-to reduce the
Government spending.

Here -w'e had a shortening up of spending on the part of most com-
panies which could not sell their products, and on the part of Govern-
ment which was withdrawing fromi the field of expenditures in an
attempt to balance the budget. Is that correct?

Mr. HENDERSON. That is correct; and at the same time we had- per-
haps the greatest manifestation of monopoly power ever demonstrated.
In: the face of unused. resources of all kinds-manpower, machinery,
raw materials-prices were raised to ruinous levels through the exer-
cise of monopoly power.

Senator O'MAHIONEY. Senator Flanders began his question by stat-
ing that it was his impression that under present circumstances there
is a- tendencv to strengthen the position of the well-established busi-
hess institutions at the expense of some other institutions .because the
big -businesses have the resources to withstand the storms, whereas
the little fellow does not.

It- has come to my attention that many small business corporations
are laboring- under the delusion- that the income-tax bill, twice passed
by this Congress, will reduce the tax burden of the corporation, whereas
that is a complete mistake. - The ;tax bill does not cut corporate taxes
at alL'.
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Have you any recommendations to make to the committee with
respect to tax reformation that would strengthen the position of the
small competitive corporations as they endeavor to come into the field
to compete with monopolistic corporations?

Senator FLANDERS. Senator, will you include there in place of the,
word "monopolistic" the word "efficient"`?

Senator O'MAHONEY. Oh, yes; the efficient monopoly.
Mr. HENDERSON. Senator, this is a personal point of view, some-.

thing which the ADA has not passed on.
My impression, from long years of study of taxes, as well as my

advisory work during periods of high taxes, is that we ought to get
rid of the corporate tax entirely and go to a greater pprsqnal- inlome
tax-base.

If we did that, you would not have a flat tax on a personally owned
corporation. The tax would be on the basis of his profit, which would
give him an advantageous position, and in my opinion substitution
of the personal income tax would be a great help to corporate busi-
ness. A small firm would be able to reinvest a larger portion of its
earnings-than it can liow under the flat tax rate.

Senator O'MAHONEY. Let us develop that a little. If I understand
it, elimination of the flat corporate tax and the substitution of a grad-
uated income tax would strengthen the small competitive corporation
in its effort to gain a foothold in this economy which Senator Flanders
has so aptly described as dominated by efficient monopolies.

Mr. HENDERSON. I believe your prices would be lower and compe-
tition would be greater under a system of that kind.

Senator, I would like to say a word, if I might, on what ADA
would hope that this committee would do.

We recognize this is the first year. On the other hand it is always
assumed that nationally we ought to have some pretty well determined
policies which would be taken into account in any new legislation.

The mere existence of a budget of $30,000,000,000 gives the Congress
a very serious choice as to how they can affect national activity. It,
is not only on the expenditure side but on the revenue side the Congress
can provide substantial blocks of sustaining purchasing power.

Senator FLANDERS. Let me ask whether you feel the Congress can
provide sustained purchasing power at times when it needs to be
provided without thereby additionally raising the national debt?

Mr. HENDERSON. Oh, absolutely.
Senator FLANDERS. I just wanted to mnake sure that was possible.
Mr. HENDERSON. Why, certainly. While it is true that at the time

that purchasing power is required the budget should show a deficit,
it is equally true that at the time when purchasing power is more
than adequate the budget should show a surplus.

Senator FLANDERS. Right there-
Mr. HENDERSON (interposing). Senator, I should like to add a point

on the question of price adjustment. There are large numbers of
concerns that would like to cut prices. They don't want to see their
price cuts not passed on to the consumer, however. The question of
the proper adjustment of prices among manufacturer, retailer, and
the wholesaler cannot be answered very well - the basis of independ-
enti action. We need to provide a mechani or an orderly adjust-.
ment of prices. t is-why we urge this ca dittee to consideAr the
setting up of a p austment board. T ommittee has a basic

of L l~ jo-te a

i .
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responsibility for maintaining a relatively stable price level, a stable
value for monev.

Senator FLANDERS. We tried that so far as the value of money is
concerned. I

Mr. HENDERSON. I think the obligation of the National Legislature
is to maintain a good stable exchange basis for its money. I am not
recommending any of this "funny money' spending, Senator. I
opposed that, in the early thirties as much as I do now. What I am
talking about is the necessity of maintaining a stable economy of which
a stable price level must be a part.

Mr. Chairman, the Congress is constantly making a series of choices.
If those choices are made by the individual committees of the Con-
gress without the guidance of a central committee,, the result is bound
to be a hodgepodge. That is why I say that the opportunities and
the responsibilities of this committee are enormous. It is on this com-
mittee that the Maximum Employment Act places a responsibility for
developing the over-all economic plan to guide the individual'com-
mittees of the Congress. -

Senator FLANDERS. May I advert to the name of your organization,
Americans for Democratic Action, and suggest there in my experience
in campaigning- - i

Senator O'MAHONEY (interposing). Do you have to campaign in
Vermont?

Senator FLANDERS. Only in the primaries. I was saying that the
lremoval of price controls, I would conclude, are an example of Ameri-
can short-time action, because if there was anything in my State that
was popular with the sovereign voters of the State it was the removal
of all price controls.' So I put that down as one of the examples of
'Ainericans in Democratic Action and-

Mr. HENDERSON (interposing). What do they think about the high
*cost of living?

Senator FLANDERS. I was just thinking about the consumer of 1946.
Senator O'MAHONEY. He is talking about the time when promises

-were made rather than the time of promises.
Mr. HENDERSON. The committee examined the American Manu-

facturers Association and others on their statement how prices would
go down if they got rid of the OPA.
- Senator FLANDERS. Mr. Henderson, all I did was to listen.

Mr. HEDNERSON. I can understand that.
Senator FLANDERS. I listened sympathetically. I will add that word

"sympathetically," because my real thought was not just' intended as
la jibe.

Mr. HENDERSON. I agree.
Senator FLANDERS. 'There is in my mind the thought that your line

of thinking involves controls, not of the wartime sort, but does never-
theless involve manipulation by the Government, some of which will
'be unpalatable, and which under the old notion of democracy and
democratic action will not seem to fit into the picture.

Mr. HENDERSON. Now, Senator, let us take the question of a certain
textile company that during the war had taken over a special 2-percent
discount. I'think the' 'how is a New Englander,.probably a friend
of yours. There weri cotiations between the ppwerful groups of
buying elements whic abled him to restore tI 2percent

6 5 2
10-47-pt. 1

, ., ~~A -A watI.A-t f



510 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

You take the building industry where a part of the final cost of the
building amounts to only $30 or $40. If that industry just reduced
its price it would not be passed on. If there was some voluntary
agency that could make a simultaneous reduction that would not in-
volve the exercise of controls, although it might involve the same kind
of pressures which big'business exercises on the others, which I always
thought was an unhealthy thing, but we are talking in this price-
stabilization period of an organized effort to make these negotiations.

Senator FLANDERS. Have we consulted with the Department of
Justice?

Mr. HENDERSON. Well, you know, as far as I can give a ruling on
that without being a lawyer or a member of the Government, there is
nothing in the world to prevent any group of businessmen, each one
individually agreeing, or saying to its Government, "We will reduce
prices." There is no violation of any of the antitrust acts by that.
If there had been, we would have been guilty many, many times in
the past.

Senator FLANDERS. Mr. Hart, have you any questions?
Mr. HART. No, sir.
Senator FLANDERS. I think, Mr. Henderson, we will excuse you, and

the committee wishes to thank you for your comments and your fine
presentation.

Mr. HENDERSON. May I thank you and the committee.
Senator O'MAHONEY. I cannot take the. time now to ask a lot of

questions which I would like to ask, because I know Mr. Martin has
a date at 1 o'clock which he must keep; but I would like to make this
comment with respect to what the chairman has said about his ex-
perience with Americans for Democratic Action. in Vermont. I think
that without question the masses of the people of America, including
those in Vermont-

Senator FLANDERS (interposing). We included them in the election
last fall. We included the rest of the country.

Senator O'MAUONEY. That is what I was about to say. Americans
everywhere dislike regimentation by Government, but the solutions
that seem to be presented to us depend upon the discovery of some
mutual force, and I take it ADA is trying to find a course between'
regimentation by the Federal Government, -if we could make the
economy work tunder that, and the real competitive system that seems
to be desirable. Is that your objective?

Mr. HENDERSON. That is correct.
Senator O'MAHoNEY. I notice at the very beginning that you state

we were not yet ready for a free market. Do I understand that to
mean that you feel a free market could be of advantage?

Mr. HENDERSON. That is right. Our feeling is we passed into a
so-called free-market situation entirely too soon, and the conditions
that would make a real free market were not present.

Senator O'MAHONEY. I just wanted to make the record clear you
were not appearing as an advocate of Governm'iet control as such.

Mr. HENDERSON. No. Our nine-point program is not a suggestion
for the reestablishment of legal control.

The CHAIRMAN. I take it as far as your program is critical of what
the Government has done it includes the administration as well as
people in the legislative branch

i
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Mr. HENDERSON. Oh, yes. I was surprised, Senator Taft, that was
not your first question.

The CIIAIR31AN. Well, I note the housing controls, which were re-
moved by the President and not by Congress, and one or two other
things.

Ml. HENDERSON. I might say, in the document we submitted you
will find that we feel that one small step on housing could be accom-
plished by what is known as the Taft-Ellender-Wagner bill.

The CHAIRMAN. Four times as large-500,000 instead of 125,000.
Mr. HENDERSON. When you get Americans for Democratic Action,

there is nothing small about them.
The CHAIRMAN. Thank you.
(The data furnished by Mr. Henderson is as follows:)

LIST or TABRLs AccomPANYING STATEMENT OF AMERICANS FOR DEMOCRATIC AcrIoN
BEFORE THE JOINT COMMITTEE ON THE ECONOMIC REPORT

Table 1.-Consumers' price index and selected components for selected dates
. and percentage changes to March 1947.

Table 2.-Wholesale price indexes for selected dates and percentage changes
to March 1947.

Table 3.-Wholesale price indexes, August 1939, June 1946, and March 1947, and
percentage changes to March 1947.

Table 4.-Indexes of income payments and of salaries and wages, seasonally
- ^ adjusted, for selected quarters and percentage changes to first

quarter of 1947.
Table 5.-Indexes of real income payments and of real salaries and wages,

seasonally adjusted, for selected quarters and percentage changes
to first quarter 1947.

Table 6.-Indexes of weekly earnings in nonagricultural industries for selected
months and percentage changes to March 1947.

Table 7.-Indexes of real weekly earnings in nonagricultural industries for
selected months and percentage changes to March 1947.

Table &-Indexes of hourly earnings of nonagricultural wage earners for
selected months and percentage changes to March 1947.

Table 9.-Average weekly earnings in nonagricultural establishments, by indus-
try divisions, for selected months and percentage changes to March
1947.

Table 1O.--Average real weekly earnings in nonagricultural establishments, by
industry divisions, for selected months and percentage changes to
March 1947.

Table 11.-Average hourly earnings in nonagricultural establishments, by indus-
try divisions, for selected months and percentage changes to March
1947.

Table 12.-Average net spendable weekly earnings in manufacturing establish-
ments for selected months and percentage changes to March 1947.

Table 13.-Average real net spendable weekly earnings in manufacturing estab-
lishments for selected months and percentage changes to March
1947..

Table 14 .- Corporation profits before and after taxes for selected years.
Table 15.-Return on net worth, before and after taxes, of 2,500 leading industrial

corporations, 1936-39 to 1944.
Table 16.-Indexes of retail sales, adjusted for seasonal variation, for selected

months and percentage changes from peak month to May 1947.
Table 17.-Gross national product and components: Annual totals and seasonally

adjusted quarterly.totals at annual rates. ,
Table 18.-Monthly changes in dollar value of business inventories, September

1945-March 1947.
Table 19.-United States export surplus and sources of payment, 1946, and first

quarter, 1947.

.,
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TAiLE 1.-Consumers' price index and selected components for selected dates
and percentage changes to March 1947

[1935-39=100]

August Jan. 1, May August June March
1939 1941I 1943 1945 1946 1947

Total index - 98. 6 100.8 125.1 129.3 133.3 156.3

Food -------------------------- 93.5 97.6 143.0 140.9 145.6 189.5
Clothing - -- 100.3 101.2 127.9 146.4 157.2 184.3
Rent - - -104.3 105. 0 108. 0 108.3 108.5 109.0

Percentage changes to March 1947:
Total index - - -------- 58.5 55.1 24.9 20.9 17.3

Food -102. 7 94.2 . 32.5 34.5 30.2
Clothing -83.7 82; 1 44.1 . 25.9 17.2
Rent -4.5 3.8 .9 .6 .5.

I Data are as of 15th of the month except for January 1941.

Source: U. S. Bureau of Labor Statistics.

TABLE 2.-Wholesale price indexes for selected dates and percentages changes
to Mlarch 19471

[1926= 1001

All commod-
All commod- ities except

ities farm products
and foods

August 1939 -75.0 80.1
January 1941 : 80.8 84. 3
May 1943 -104.1 96.7
August 1945 -105.7 99.9
June 1946 -112.9 105.6
March 1947 -- 149.5 131.1

Percentage change to March 1947 from-
August 1939 -99.3 63.7
January 1941- 85.0 55.5
May 1943 - -43.6 35.6
August 1945 -- 41.5 31.2
June 1946 -- 32.4 24.1

Source: U. S. Bureau of Labor Statistics.

TABLE 3.-Wholesale price indexes, Ausgust 1939, June 1946, and March 1947, and
percentage changes.to March 1947

[1926 = 100]

Percentage change to
March 1947 from-

August June March
1939 1946 1947

August Ju ne
1939 1946

All commodities - 75.0 112.9 149.5 -99.3 32.4

Raw materials - - 66.5 126.3 163.2 145.4 . 29. 2
Semimnanufactured - -74.5 105.7 145.9 95.8 38.0
Manufactured - -79.1 107.3 143.3 81.2 33. 6
Farm products- - 61.0 140.1 182.6 199.3 30.3
Foods -67.2 112.9 167.6 149.4 48.4
All other than farm products - -77.9 106. 7 142.1 82.4 33. 2
All other than farm products and foods - - 80.1 105.6 131.1 - 63.7 24.1

Selected groups: - .
Hides and leather products - --- --------- 92.7 122.4 i74 .6 88.3 42.6
Textile products - -- : 67.8 109.2 139-6 105.9 27. 8
Fuel and lighting - -72. 6 87.8 100:7 . 38.7 14.7
Metals and metal products - -93. 2 112.2 139.9 50.1 24. 7
Building materials - - 89.6 129.9 177.5 98.1 36.6
Chemicals and drugs - -74. 2 96.4 132. 2 78.2 37.1

Source: U. S. Bureau of Labor Statistics.
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TABLE 4.-Indexes of income payments and of salaries and wages, seasonally
adjusted, for selected quarters and percentage changes to first quarter of
1947

[1935-39=100]

Period Total income Salaries andpayments wages

Third quarter, 1939- --------------------- 105.8 106.9
First quarter, 1941 -- 123.9 127.9
First quarter, 1945 -- 243.7 269.4
Third quarter, 1945 -- ------- - 236.1 254.6
Second quarter, 1946 -- 235 7 241. 2
First quarter, 1947 -*-- 263 9 262.5

Percentage change to first quarter, 1947, from-
Third quarter, 1939 ---------------- 149.4 145.6
First quarter, 1941 -------------------- 113.0 105. 2
First quarter, 1945 -- 8.3 -2.6
Third quarter, 1945--- 11.8. 3.1
Second quarter, 1946 -- 12.0 8.8

Source: U. S. Department of Commerce.

TABLE 5.-Indexes of real income payments and of real salaries and wages, sea-
'gonally adjusted, for selected quarters and percentage changes to first quarter,
1947

[1935-39=1001

Period coe pain- Salaries
ments and wage

Third quarter, 1919. -. :
First-quarter, 1941
First quarter 194.
Third quarter, 194 -

Second quarter. 1946--
First quarter, 1947

--------------------------------------
-------------------
-------------------
------- ------------
-------------------

----------------------------------------------- - --------
-----------------------------
-----------------------------
----------------------------
-----------------------------

106. 4
122. 8
192. 0
182. 7
178 .
171. 0

. 60.7
39. 3

-12. 3
-6. 8
-4.4

107. 5
126. 8
212. 3
197.1
182. 7
170.1

58. 2
34:1

-24.8
-15: 9
-7.4

Percentage change to first quarter, 1947, from-
Third quarter, 1939

- First quarter, 1941 -
First quarter, 1945
Third quarter, 5945
Sedond quarter, 1946

SDfddi' I
Source: UT. S.-Department of Commerce indexes adjusted for changes in consumers' prices (BLS index).

TABLE 6.-:-Indexes of weekly earnings in nonagricultural industries for selected
months and percentage changes to Alarch 19417

[1939=100]

Wage earners

Month and year Mgnu- Con Publi o- Trade Clerical
All All factur- Mining Putilitis atc - and and

groups .n uites tion service profes-
sional

August 1939 -100.0 99.9 99.9. 99.4 100.0 100.8 99.8 100.2
January 1941 - 105.3 106.1 1i1. 7: 103.9 102.6 108.7 101.3 103. 5
May 1943 -141.1 149.2 180.2 157.5 128.4 153.7 122.3 123.1
August 1945 -153.4 160.2 175.4 182.7 150.1 182.0 142.0 138.1
June 1946 -164.1 170.8 181.4 213.8 160. 3 179.9 157.3 149.0
March 1947 -175.0 185.0 199.0 221. 0 164.0 208.0 171. 0 15310

Percentage change to March
1947 from-

August 1939 -75.0 85.2 99 2 122. 3 63.0 106.3 71.3 51. 6
January 1941 -66.2 74.4 78.2. 1127 58.9 91.4 68.8 46.9
Mray 1943 -24.0 24. 0 10.4 40. 3 26.9 35. 3 39.8 '23. 5
August 1945 -14.1 15.5 13.5 21.0 8.6 14.3 20.4 10.1
June 1946 --- 6.6 8.3 9.7 3.4 2.3 15.6 8. 7 2.7

Source: Federal Reserve Bank of New York.
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TABLE 7.-Indexes of real weekly earnings in nonagricultural industries for
-selected months and percentage changes to March 1947

[1939=100]

- Month and year,-

groups A

Manu-
factur-

ing

Wage earners

Miig PublicMining utilities

100.2 100.8
102.5 101. 2
124. 7 101.7
140.5 115.5
159.4 119.5
140. 6., 104.3

August 1939-
January 1941-
May 1943 .
August 1945
June 1946-
March 1947 .

Percentage change to March
1947 from-

August 1939
January 1941 -
May 1943
August 1945
June 1946

100. 8
103. 8
111. 7
118.0
122.4
.111. 3

10. 5
7. 1
-.4

-6.0
-10.0

100.7
104. 6
118.1
123. 2
127. 4
117. 7

16. 8
12. 4
-.4

-4. 7
-8. 2

100. 7
110.2
142. 7
134. 9
135. 3
126.6

25.6
14. 9

-12. 8
-6. 5
-6.9

Con-
struc-
tion

101.6
107. 2
121. 7
140.0
134. 2
132. 3

30.0
23.3
8. 7

-5.8
-1.4

Tae'Clerical
and andad profes-

service sional

100.6 . 101.0
99.9 102.1
96.8 97.5

109. 2 106.2
117.3 111.1
108.8 97.3

8.0 3.8
8.9 -4.8

12.4 -. 2
-. 4 -9 -2

-7.9 -14.2

40.3
37. 2
12.6
0

-13.4

3. 4
3. 0
2. 3

-10.6
-14. 5

Source: Federal Reserve Bank of New York index adjusted for changes in consumers' prices (BLS in-
dex) from 1939 average.

TABT.E 8.-Indexes of hourly earnings of nonagriculttrfal wage earners for
selected months and percentage changes to March 1947

[1939 = 100]

Pub lic Construe- TradeAll wage Manufac- ulc Cosrc and
earners turing -Mining utilities tion service

August 1939
January 1941 -
May 1943.
August 1945 - ---
June 1946-
March 1947-

Percentage change to March 1947 from-.
August 1939 - -
January 1941
May 1943 - ----------
August 1945-
June'1946 ' -------------

99.4
104.8
135. 2
150. 2
164. 7
178.0

98.6
107.9
150. 6
161.8
171.2
186.0

100.4
101.4
128.1

'142.6
163.6
170.0

99. 7
101. 5
117. 9
132.1
152.2
157 0

100. 0
104. 2
132. 5
149. 7
156.0
171. 0

99.9
103.3
126.8
146.3
164.4
179.0

_____________________ I I

79.1
69.8
31. 7
18.5
8.1

88.6
72.4
23. 5

- .15.0
8.6

69.8
67. 7
32. 7
19. 2
3.9

57.5
54. 7
33. 2
18.8
3.2

71.0
64.1
29.1

.14.2
9.6

79.2
73.3
41.2

.22.4
8.9

Source: Federal Reserve Bank of New York.

TABLE 9.-Average weekly earnings in nonagricultural establishments, by indus-
try divisions, for selected months and -percentage changes to March 1947

, ,~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

August January I May
1939 . 1941 1943

August
1945

$41. 72

June
1946.

$43.31

March
1947

$47. 72
I1 I* .1 I-

All manufacturing-

Durable ---------------------
Nondurable :

Wholesale trade -. --
Retail trade :
Construction-
Bituminous coal.

$23. 77 1 $26. I $43.08

26.63 30.48 49. 25 45. 72 46.32 50.33
21.77 22.75 34.07 36.63 40.28 44. 90

29. 82 I 30. 59 38.86 43.27 47.88 50. 80
21.39 21. 53 24. 42 29. 01 32. 93 35.31
30.91 32.18 * 47.46 55.79 55.23 60.63
24.61 26.00 39.12 49.90 64.44 64.90



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 515

TABLE 9.-Averagqe weekly earning7s in non agricultural establishments, by industry
divisions, for selected months and percentage changes to Marh ,1947-Con.

August January May August June March
1939- 1941 1943 1945 1946 1947

Percentage change to March 1947:
All mniufacturing - 100.8 79.1 10.8 14.4 10.2

Durable - ------------------ 89.0 65.1 2.2 10.0 8.6
Nondurable -106.2 97.4 31.8 22.5 11. 1

Wholesale trade ------ 70.4 66.1 30.7 17.4 6.1-
Retail trade ---- 65.1 64. 0 44.6 21.7 7.2
Construction - - 96.2 88.4 27. 7 8.7 9.8
Bituminous coal -163.7 149.6 65.9 30.1 .7-

Sburce: U. S. Bureau of L'abdr Statistics.

TABLE 10.-Average real weekly earnings in nonagricultural establishments, by
industry divisions, for selected months and percentage changes to March 1947

. August January May August June March
1939 1941 1943 1945 1946 1947

Allmanufacturing-$23.96 $26.27.1 $34. 22 $32.07 $32.30 $30.35

-Durable - -----------
Nondurable -- -----------

Wholesale trade ---- -------
Retail trade
Construction
Bituminous coal

Percentage change to March 1947:
Allmanufacturing

Durable ----
Nondurable -----------

Wholesale trade .----------------
Retail trade ---
Construction .:
Bituminous coal

26.84 30.06 39.12 35. 16 34.54 32.03
21.95 22. 44 27.06 28.16 30.04 28.58

30.06 30. 17 30.87 33.26 31. 70 32. 31
21.56 21.23 19.40 22.30 24.56 22.46
31. 16 31. 74 37. 70 42.88 41. 18 38. 57
24.81 25. 64 31. 07 38.36 48.01 41.27

26.7 15.5 -11.3 -5.4 -6.0

19.3 6.6 -18.1 -8.9 -5.5 .
30.2 27.4 5.6 1.5 -3.0----------

7.5
4.2

23.8
66.3

7. 1
5.8

21. 5
61.0

4. 7
15. 8
2.3

32.8

-2.9
.7

-10.1
7.6

-9. 5
-8. 6
-6. 3

-14.0

f Source: U. S. Bureau of Labor Statistics, average earnings adjusted for changes in consumers' price index
from 1939 average.

-TABLE 11.-Average hourly earnings in nonagricultural establishments by industry
divisions, for selected months and percentage changes to March 1947

August January May August June March
1939 1941 1943 1945 1946 1947

Cents
All manufacturing -62.4

Cenets Ce7ts Cents
68.3 1 95.3 102.4 1 lo.4 118.0

Durable
Nondurable

Wholesale trade
Retail trade
Construction
Bituminous coal.

i'Perchage'change-to March 1947:
All manufacturing

Durable
Nondurable

Wholesale trade
Retail trade.
Construction .
Bituminous coal .

68.8 74:9 105.0 111.3 .116.5 123.7
57.6 61.0 79.6 90.9 100.3 111.9

71. 1 75.6 93.4 101.3 114. 6 123. 1
54. 1 54.9 66. 3 77.3 87. 6 96.3
92.4 98.6 124.6 138.3 144. 158.5
89.0 88.5 112.0 124.9 147.4 148.4

89.1 72.8 23.8 15.2 8.9

79.8 65.4 17.8 11.2 6.2
94.3 83.4 40.6 23.1 11.6

73.1
78.0
71. 5
66.7

62.8
75.4
60.8
67. 7

31.8
45. 2
27. 2
32.5

21.5
24.6
14.6
18.8

7.4
9.9
9.8
.7

Source: U. S. Bureau of Labor Statistics.
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TABLE 12.-Average net spendable weekly earnings in manufacturing establish-
sments for selected months and percentage changes to March 1947

All manufacturing Durable goods Nondurable goods

Single Family Single Familf Single Family
worker of 4 worker of 4 worker of 4

August 193 -$23. 50 $23. 53 $26.28 $26.36 $21.55 $21.55
January 1941 ---------------- 25.41 26.37 28.86 30.18 21.91 22. 52
May 1943 ---------------- 35.7 41.34 40. 79 46. 22 28.93 33.17
August 1945 -34.88 40.47 38.01 43. 78 30.89 35.56
June 1946 --------------------- 37.30 42.78 39. 77 45.25 34.82 39. 88
March 1947 ----- 40.71 46.19 42.75 48.23 38.52 44. 00

Percentage change to March 1947 from-
August 1939 - - -73.2 96.3 63.0 83.0 78.7 104.1
January 1941 - -60.2 75.2 48.1 59.8 75.8 95.4
May 1943 - - 10.1 11.7 4.8 4.3. 33.1 32. 6
August 1945 - -16. 7 11.4 12. 5 10.2 24. 7 23. 7
June 1946 -. . 7.3 8.0 7.5 *6.6 10.6 l: 3

Net spendable weekly earnings are obtained by deducting from gross weekly earnings social security,
victory,.and income taxes for which the specified worker is liabl. These figures represeit average earnings
adjusted for the respective tax exemptions of single workers, and workers with 3 dependents. It should
not be inferred that the average earnings before taxes of workers with 3 dependents are the same as thosebf
single workers.

Source: U. S. Bureau of Labor Statistics.

TABLE 13.-Average real net spendable weekly earnings in manufacturing estab-
lishments for selected-months and percentage changes to March 1947. 1

All manufacturing Durable goods Nondurable.Koods

Single Family Single Family Single Family
worker of 4 worker of 4 worker of 4

August 1939 _--__-------__________-- - $23.69 $23. 72 $26. 44 $26. 57 $21.72 $21.72
January 1941 - -25.06 26.00 28.46 29.76 21.61 22.91
May 1943 - -28.58 32.85 32.41 36.72 22:99 26.36-
August 1945 - 26.81 31.11 .29.22 33.66 23.75 27.34
June 1946 -27.81 31.90 29.66 33.74 25.96 29. 74
March 1947 -- 25.89 29.37 27. l9 30.67 24.50 27. 98.

Percentage change to March 1947 from-
August 1939 -------------- 9.3 23.8 5.8 15.4 15.8 28. 8
January [941-3.3 13.0 -4. 5 3.1 13.4 . 22.1
May 1943- -9.4 -10.6 -14.7 -16.5 6.6 6.1
August 1945- -3.4 -5.6 -6.9 -8.9 3. 2 2.3
June 1946- -6.9 -7.9 -6. 0 -6.5 -5.6 -5.9

I Net spendable weekly earnings (see footnote to table 12) adjusted for changes in consumers price (BLS
index) from 1939 average.

Source: U. S. Bureau of Labor Statistics.
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* TABLE 14.-Corporation profits before and after taxes,' for selected years

[Billions of dollars]

All corporations Manufacturing

Period
Before After taxes Before After taxes

- taxes - taxes

1929 ------------- 9.8 8.3 5.0 4.4
1936 - ------------------.- 5.6 4.2 3.6 2.9
1937 - 6.1 4. 6 3.7 2.9
1938- -3.2 2.1 1.6 1.1
1939 -6.4 4.9 3. 7 2.9
1936-39 average - 5.3 3.9 3.2- 2. 5
1940 --------------------------------------- ------------ 9.2 6.2 5.6 3.8
1941 -------------------- 17.1 9.1 11.2 5.7
1942 -21.9 9.4 12. 7 5.2
1943 - 24.15 10.4 14.3 5.6
1944 --------------------------- 23. 8 9.9 13. 7 5.4
1945 -20.2 8. 9 1 6 4.6
1946 ---------------------- 21.1 12.5 10.9 6.3
First quarter 2- 15.2 9.1 5.7 2.9
Second quarter -19.4 11.5 10.1 6.0
Third quarter- -- 22.9 13.5 12.0 7.2
Fourth quarter ----- ------------- 27.1 16.1 15.7 9.2

I Federal and State income and excess profits taxes.
2 Quarterly totals, shown at annual rates, seasonally adjusted for all corporations, not so adjusted for

manufacturing corporations.- -.

Source: U. S. Department of Comlmerce.

TABV 15.-Return on net worth, before and after taxes, of 2,500 leading industrial
corporations, 1936-39 to 1944

Year Before After
taxes' taxes'

Percent Percent
1936-39 average ----------------------------------------------------- 9.8 8.1
1940---------------------------------------- 13.8 9.8
1941 -- 23: 3 12.1
1942 - -------- 24.0 9.9
1943 -25.8 '10.1
1944 -25.6 10. 0

I Federal income and excess-profits taxes.
Source: Office of Price Administration.

TABLE 16.-Indexes of retail sales, adjusted for seasonal variation, for selected
-- - months and percentage changes from peak month to May 1947'

[August 1945=4100]

Dollar volume Physical volume 2

All non-- All non-
All retail durahle Apparel All retail durahle Apparel

stores goods stores stores goods stores
stores stores

YJ-day levels: August 1945 -100 100 100 100 100 100
Peak month:

February 1946 - - 124 120 118
- August 1946 - -126

February 1947 -143 130
Latest: May 1947 -140 127 114 111 100 . 90
Percentage change from peak month to

May 1947 -- 2.1 -2.3 -9.5 -10 -17 -24

' U. S. Department of Commerce indexes, shifted to August 1945 base.
2 Corrected for changes in corresponding retail prices (BLS indexes).
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TABLE 17.-Gross national product and components: Annual totals and seasonally
adjusted quarterly totals at annual rates

[Billions of dollars]

III 1945,
III IV Total I II 1946,

III IV Total
1947,
first
half

_______ -I I-I*I1

Gross national prod-
uct ------------

Government ex-
penditures for
goods and serv-
ices

Federal
State and

local.

Output available for
private use

Private gross cap.
ital formation---

Construction-
Producers'

equipment
Net change

in business
inventories

-Net exports---

Consumers' goods
and services---

Durable goods
Nondurable

goods
Services

205.1 208. 2 198. 2 185.2 199. 2
I__~ ~~~ HI

183.7 190. 2

36.7

196.6 1 204.7 194.0 2D9. 0

96.5 99.8 81.0 57.21 83.6 139.6 31.3 30.8 34.7 31. 5

88.7 92.0 73. 1 49.3 75.8 31.1 27.7 21.5 20.3 23.2

7.8 7.8 7.9 8.0 7.9 8.: 9.0 9.8 10.5 9.15

108.6 108.4 117. 2 128.0 116.5 144.1 153. 5 165.3 173.9 159.3 177.5

3.6 6.6' 11.2 11 .0 9.1 23.1 31.4 35.7 37.9 32.1 39.0

1.8 2.2 2.8 3.6 2.6 6.5 8.0 8.3 8.8 7.9 9.0

5.2 6.1 6.7 8.3 6.6 9.5 12.0 14.0 15.6 12.8 17.0

-2.5 -.7 .3 .8 -.6 3.4 ' 4.0 8.6 9.7 6.5 3.0
-.9 -.9 1.4 2.4 .5 3.7 7.4 4.8 3.8 '4.9 10.0

105.0 101.8 106.0 113.0 106.4 121.0 122.1 129.6 136.0 127.2 138. 5

7.4

65.0
32. 6

7. 1

61. 5
33. 2

7.4

65.1
33. 5

9.0

70.6
33. 3

7. 7

65.6
33. 1

11. 7

75. 1
34. 2

13.1

74.0
35.0

15.0

78.3
36. 3

16.7

81.8
37.5

14.1

77.3
35.8

18.0

82. 5
38 0

Source: 1945-46, U. S. Department of Commerce; first half 1947, ADA committee estimate.

TABLE 18.-Monthly changes in dollar values of business inventories, September
1945-M1arch 1947

[Millions of dollars]

Month
Total

business
inven-
tories

Manufacturers'
_____ I

Di
g

Retail

1945-September
October-
November
December

1946-January .
February ---.-.---------------------
March- .
April -- ------ ---------------
M ay: ----- .----------------------
June ---------------- ---- ---- ----
July.
August
September .-- ---. ------
October .
November .
December

1947-January - .-.----------
-February
March.

271
374
218

-1,188
213
472
673
275
353
413

1,320
1,187
1, 128
1, 585
1, 221
-265
3,093
1, 116
1, 109

irable N
oods ab

-10
-140
-196
-320

30
144
295

45
123
232
238
260
233
292
208
225

546
375
374

Fondur-
ble goods

73
233
293
54
51
77

-56
-37
-26

9
613
144
217
361
187
143

Durable
goods

91
-34
-43

-272
94

150
152

23
62
85

. 133
118
205
268
240

-279
281
224
391.

Nondur-
able goods

-22
100

81
-729

55
105
161
206
149

47
192
458
227
381
186

-555
-66
274
129

Whole-
sale

139
215
83
79

-17
-4
121
38
45
40

144
167
246
283
400
201
332
243

.. 215

I Not adjusted for seasonal variation.

Source: U. S. Department of Commerce.
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TABLE 19.-United States ewport surplus and sources of payment, 1946 and first
quarter 1947

[Billions of dollars] .

First quar-
196 ter, 1947'1

Export surplus 2 ---------------------------------------------------- &----- - - 8.2 12.0
Source of payment:

Foreign assets including gold- 2.2 4.8
Long- and short-term credit ------------------------------- 30 4.8
Unilateral transfers ----------------------------- .1 2.1

I Annual rate.
2 Totals do not equal sums of sources, due to rounding.

Source: U. S. Department of Commerce.

STATEMENT OF LAWRENCE MARTIN, ASSOCIATE EDITOR, THE-
DENVER POST, DENVER, COLO.

The CHAIRMAN. You may proceed, Mr. Martin.
Mr. MARTIN. I think that after all the high-powered testimony you

have been hearing you are going to find mine rather dull.
I have prepared a statement for the committee which I would like

the privilege of offering for the record.
The CHAIRMAN. You may read it or we will print it.
Mr. MARTIN. I would like briefly to summarize the statement at

this time.
The CHAIRMIAN. Yes.
Mr. MARTIN. The subject on Which I would like to speak. is the

item in the President's report dealing with regional development. On
that question the President's report said:

Here the problem is one of realizing the tremendous economic potential of
regional programs in development of power and effective means of flood control
and irrigation; in improvement of facilities for transportation by land, by inland
waterway, and by air, and in far-sighted management of public lands. Such
programs can benefit the entire Nation by promoting regional prosperity, and
through sound comlunity development, reviving stranded and depressed areas
across the country. Appropriations for these purposes should be considered
as capital investment rather than expenditures, as in most instances they are
wealth-producing and self-liquidating.

That paragraph, gentlemen of ,the committee, is eloquent alike for
what it says and what it leaves unsaid. May I suggest some of the
things that must precede and others that will accompany the Presi-
dent's hoped-for realization of "tremendous economic potential."
That economic potential exists, but no one step will put it to work.

While I shall deal principally with the region with which I am
most familiar, the problems, needs, opportunities, and obstacles that
appear there are present in some form in other regions also. My
reference will be to the vast imperial area of the Rocky Mountain and
High Plains States. This area-an empire in expanse and resources-
is engaged principally in agriculture, raising of livestock, and mining:

Important as these States are in their present contribution to
nationiilhwealth and well-being, they have a potential far beyond any-
thing yet achieved. Under favorable conditions, which the people of
the region cannot create by their own unaided efforts, they could and
they would make an immensely greater contribution to an integrated



520 PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION

and well-rounded national economy. The conditions required for this
include, among others, the following:

1. A greater degree of industrialization.
2. A more intimate and workable relation between' the interests of

agriculture, industry, and labor.
3. Security for small business and small industry against monopoly

and ruinous big-business competition.
4. Harnessing of power under a well-defined governmental power

policy.
5. Orderly and unified development and control of water resources

under area plans for irrigation and flood control.
6. Relief from inequitable and punitive freight rates, and removal of

obstacles to truck transportation.
7. Stabilization and clarification of Government policies regarding

mining.
8. Prudent and encouraging, but not paternalistic policies regard-

ing agriculture and livestock.
9. Elimination of economic vassalage in which the region has been

kept in some respects by absentee interests.
10. And this should have high priority-a fuller and more informed

understanding of the physical facts about the region, its possibilities
and needs, on the part of economic, industrial, and political leadership
in other parts of the country.

Not all these items lie wholly in the province of this committee, or
of the Congress or of Government. But they are all intimately re-
lated to the studies your committee is making, and most of them touch
somewhere the fields of Government authority.

Nonagricultural industrialization of the region on a major scale' is
unlikely. Agriculture and livestock probably will remain its pri-
mary destiny. That fact fits it for a position of vital usefulness,
which will increase rather than diminish. Without the foods pro-
duced there, America's ration would be sharply reduced. Therefore
every necessary encouragement and aid should be given those engaged
in this industry, with due regard to maintaining the interests of the
whole community in equality and fairness:

Nonagricultural industries, as I have said, probably always will lie
in the category of small business, and they will be widely diversified.
Yet in the aggregate they could add values at present unrealized and
wasted, both as to the local community, the region, and the Nation.

For example: There is possible, both in Colorado and Wyoming,
the growth of a substantial pulpwood industry which up to now has
not been able to survive the freight rates charged to ship to the distant
mills. The making, of shoes and other leather goods as an industry re-
lated to livestock raising, and the processing of wool are two other
very important possibilities now unrealized. Many such industrial
extensions locally await only the establishment of the minimum condi-
tions of success.

Development of hydroelectric power, recommended in the Pres-
ident's program, implies creation of one favorable condition. The
attention of the committee is invited to three facts in this connection.
They are:

1. Necessity for a clear, definite statement of what the Government's
power policy is to be. .
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2. Necessity of early determination, consonant with all the facts, of
the permanent program for the Missouri River Basin and similar
regions.

3. Necessity of preventing the crippling of programs for power
development, irrigation, and flood control through false economy.

As to the first fact, there are many complexities that need study and
resolution, Congress is the only authority competent to provide this.

As to the second, members of the committee are aware that the Sen-
ator fromr Montana, Mr.-Murray, has legislation pending for the crea-
tion of a Missouri Valley Authority modeled upon the Tennessee
Valley Authority, to deal comprehensively with power, irrigation, and
flood, control. At the same time, the Bureau of Reclamation and the
Army engineers have come together in an odd form of marriage on a
plan which is now-in the early stages of application;

Whatever plan becomes the permanent pattern, it seems to be. of the
greatest importance that there should be no waste of time or funds,
through duplication, overlapping, or the substitution of one program
for another. This issue needs to be settled promptly and with the
fullest regard for a sound economy and.f or the rights and desires of
the people most closely concerned. It is one that urgently invites
the most interested attention of the competent committees and of all
Members of the Congress; and may I add that it is difficult, if not im-
possible, to understand all aspects of this very important matter from
the remoteness of Washington.

On the third fact, I am sure members of the committee have heard
the economy issue debated eloquently, both pro and'con, during dis-
cussion, especially of the appropriations for reclamation. I shall not
labor the point here, except to say that the possibilities of being penny-
wise and pound-foolish on such questions of vital concern are almost
inexhaustible.

Given power, given reasonable and scientifically devised freight
rates, given opportunity and protection for small business and indus-
try, the industrial'growth of the region on a scale commensurate with
its natural position in the very heart of the country would be steady
and wealth-producing in many directions. It would, for example,
provide employment for our surplus farm population, for those who
leave the ranches for other employment. Many of these are lost to
the community because they have to go elsewhere for jobs.

It would prevent out-migration of many others in the labor supply
who travel from us for the same reason. It would put a stop to most of
the loss of one of our most precious assets-young men and women
trained in technical and professional skills in our fine colleges and
universities, many of whom are forced upon graduation to find else-
where the very beginnings of. their careers. We lose. not only their
immediate usefulness, but their future community leadership.

The nonferrous mineral resources of the region are still large and of
great value to the high-level economy of maximum production which
we must have to sustain ourselves and assist Europe. Opening of
regional industrial doors now closed would stimulate such mining bV
affording local outlets for the product, by making profitable recovery
from low-grade ores, and by encouraging exploration and develop-
ment. Mining would be more closely woven into the regional economy,
and through that means the national economy as well.
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At this time, having done a superb job in war production at a time
of perilouis need, mining men are facing the future with uncertainty.
The relation of labor costs to prices; the relation of their industry to
world economy; doubt as to future Government policies; and the con-
stant increase of substitutes make the mining picture less than rosy.
Either directly or through regional industrialization, encouragement
and help should be accorded that industry.

One further item in the President's program deserves a mention
here-the need for "far-sighted management of public lands." Public
lands, theoretically at feast, are for the use, enjoyment, and benefit of
all the people. I suggest to the committee that a thorough study should
be made, thoroughly and completely, to learn whether the vast area
of public lands are actually of such use, enjoyment, and benefit in the
most practical sense.

It is, I know, a very broad and controversial field. But if public-
lands policies make of public lands a liability to the economy, either
regional or national, then those policies ought to be changed to make
public lands a more useful asset to all.

In all the regions where regional development such as the Economic
Report contemplates is possible, there is a very lively interest among
the people most intimatelly concerned. Careful and thorough studies
on the practical level are being made. For example, a few weeks ago
leaders of industry, labor, finance, transportation, agriculture, mining,
the consumer interest, and education from eight or more States met
in a 2-day conference on regional economic and industrial develop-
ment, under sponsorship of the University of Denver.

A few days from now a conference on labor, agriculture, and indus-
try, under the auspices of the University of Wyoming, will be held in
that State. These people are awake and eager to build more fully their
share of America's total strength. They are just as determined to give
the same unstinted service to the winning of the peace as they gave to
winning the war. They need the encouragement sound Government
policy can give them along the lines indicated-less' help for monopo-
listic business and more help for small business and industry; more
equitable rates for transportation; no false economy on power and
reclamation projects; elimination of discriminatory practices that help
maintain economic vassalage.

In response to that kind of regional Marshall plan, so to speak, the
economically weaker regions of this country will prove their strength,
their productive ability and capacity, and their stature as full partners
in an American economy that can meet any test.

I thank the committee for the opportunity of presenting these
views.

Senator O'MAHONEY. Mr. Martin, I would like to ask you, in con-
nection with these recent conferences' under the auspices of the Uni-
versity of Denver and the University of Wyoming, to what extent
the other educational institutions in the area are picking up this theme?

It has always been my feeling that our public-school system out
West is so organized through State superintendents and county super-
intendents that great awareness of the possibilities of that area could
be built up if the schools would constitute a forum to- convey infor-
mation as to the existence of the resources.

Mr. MARTTINT. I think, Senator, that is in the air. It is further along
than that. The conference held by the University of Denver and the
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previous studies made by Dr. Kaplan and others you know have
already encouraged some of the other institutions to come in, and the
forums of the university at Laramie, the University of Wyoming, of
which I think this is the third, demonstrate a very growing interest
among educators there. As General Marshall said the other night,.
the man in the street does not get a clear picture. They are beginning
to'iealize this is their problem. I think the educational institutions
will do their share.

Senator O'MAHONEY. Your objective is not so much the Government
to make this development as to have the Federal Government estab-
lish such public-land policies as would stimulate the people in these
communities in this area to develop their own resources.

Mr. MARTIN. Well, Senator, I feel one of the curses of this country
has been regionalism and sectionalism. On the other hand those
things have had to -be at times defenses against encroachment from
elsewhere.

What I think should be done is for the Government to make it-
possible for those people out there to do their job as far as possible
in any way it can.

I would like very much, and I am very hopeful Senator Murray
will succeed in bringing to the Missouri Valley sometime this summer
a representative group from his community and Congress to study
;that -MVA.

Senator O'MAHONEY. The conference committee on the Interior
Department' appropriation bill is having a meeting at 1 o'clock at
which time it will attempt to arrive at some kind of conclusion with
respect to the progress of reclamation and public power during-the
coming fiscal year. It remains to be seen.

Mr. MARTIN. The question I suggested as to a definition of public
power policy is very important. I believe there is some legislation
pending on that subject.

Senator O'MAHONEY. Yes; I think the suggestion is being made to
'add some legislation to this bill.

The CHAIRMAN. We are very much obliged.
Mr. MARTIN. Thank you very much for the opportunity. I am not

-an" economist. I am a newspaperman. Economists out there are
somewhat scarcer than they are around here.

The CHAIRMAN. Thank you very much.
(The paper submitted by Mr. Martin follows:)

TESTIMONY OF LAWRENCE MARTIN, ASSOCIATE EDITOR, THE. DENVER POST, BEFORE
THE JOINT COMMITTEE ON THE ECONOMIC REPORT 'JULY 16, 1947

Mr. Chairman and gentlemen of the committee, world events and conditions, and
the foreign policy of our Government which has evolved because of them, ad-
monish us sternly of the need to marshal the strength of the United States to a
degree unprecedented in our peacetime history. The vision and hope of one
world have grown~dim; they-must be given up for-the present. Instead, we face
the possibility that, unless effective.steps to the contrary are taken, the entire
continent of Europe and perhaps other areds' will become a world dominated by
political and economic doctrines alien and hostile to the democratic conception.
- There is no realism in-trying to deny the fact that the United States is the only

power competent to' initiate and carry through those contrary steps. That they
will be steps principally-economic there is no. doubt, until and unless it becomes
evident that power of a different sort must be exerted- as a final defensive
measure There is, fortunately, practically universal determination -by the
American people, by Congress and by the executive branch of the Government
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to exhaust every resource of patience, intelligence, and good will before even
considering any other measures.

The Marshall plan may furnish the successful formula. It is the only plan
in sight just now. No matter what the program is for the redemption, recon-
struction and rehabilitation of Europe, or parts of Europe, it will be costly and
take a long time. How costly or how long, nobody knows.

The war left us domestic economic. problems numerous and complicated enough
to test our capacity, both as people and government, to meet almost revolutionary
changes without losing either our liberties or our high standards of living. Solu-
tion of these domestic problems on a soundly democratic basis is primary to our
security. Failure so to solve them will give the small but aggressive and dis-
ciplined Communist minority in this country the opportunity they alertly await
of applying here their classic pattern of subversion. At the same time it is also
true that our economy could not long withstand unshaken.the collapse of Europe.

This double task of making secure our own domestic welfare while we help to
remove from Europeans the cold hand of fear that is gripping more and more of
them every day is not too great either for our spirit or our economy, provided
that we remain strong where we are strong, and make ourselves strong where we
are weak. ; We dare not. tolerate, under these conditions, an economy divided
against itself, in which areas of weakness subtract from the over-all strength.
We cannot tolerate Balkan areas in our country, where backwardness, lack of
progress, of incentive or opportunity, or the worse evil of economic vassalage
constitute a minus factor against the total of our economic power.

The long-range program of the President's Economic Report, now under con-
sideration by this committee, took note in general terms of some of these areas of
weakness. With your permission I shall speak briefly on some matters covered
and some not directly referred to in the President's recommendations for regional
development.

We know from experience in this country that regionalism and sectionalism
can be a curse upon unity and progress, and the bane of sound economic develop-
ment. We also should recognize, on the other hand, that sectionalism has at times
become a defensive necessity against selfish, shortsighted and indefensible en-
croachments upon the economic sovereignty and freedom of some areas by richer
and more powerful neighbors. I am not here to rake over or aggravate such old
quarrels, but rather to suggest most earnestly to the committee that one of the
greatest services it can do toward strengthening our national economy will be to
foster every possible step that will help eliminate the major evils of regionalism,
and thereby to reduce or remove economic regionalism itself. By what specific
steps this-progress toward a more united economy can be achieved I shall attempt
to outline. But whatever the specific methods used, I am convinced that the
importance of a recognition by the Congress of the large field for economic improve-
ment through proper regional development can hardly be overestimated.

On the question of regional development, the President's report said: "Here
the problem is one of realizing the tremendous economic potential of regional pro-
grams in development of power and effective means of flood control and irriga-
tion; in improvement of facilities for transportation by land, by inland waterway
and by-air, and in farsighted management of public lands. Such programs can
benefit the entire Nation by promoting regional prosperity, and through sound
community development, reviving stranded and depressed areas across the coun-
try. Appropriations for these purposes should be considered as capital invest-
ment rather than expenditures, as in most instances they are wealth-producing
and self-liquidating."

That paragraphf, gentlemen of the committee, is eloquent, alike for what it says
and what it leaves unsaid. May I suggest some of the things that must precede
and others that will accompany the President's hoped-for realization of "tremen-
dous economic potential." That economic potential exists, but no one step will
put it to work.

While I shall deal principally with the region with which I am most familiar,
the problems, needs, opportunities, and obstacles that appear there are present
in some form in other regions also. My reference will be to the vast imperial
area of the Rocky Mountain and high plains States. This area-an empire in
expanse and resources-is engaged principally in agriculture, raising of livestock,
and mining.

Important as these States are in their present contribution to national wealth
and well-being, they have a potential far beyond anything yet achieved. Under
favorable conditions, which the people of the region cannot create by their own
unaided efforts, they could and they would make an immensely-greater contribu-
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tion to an integrated and well-rounded national economy. The conditions
required for this include, among others, the following:

1. A greater degree of industrialization.
2. A more intimate and workable relation between the interests of agriculture,

industry, and labor.
3. Security for small business and small industry against monopoly and ruinous

big business competition.
4. Harnessing of power under a well-defined governmental power policy.
5. Orderly and unified development and control of water resources under area

plans for irrigation and flood control.
C. Relief from inequitable and punitive freight rates, and removal of obstacles

.to truck transportation.
7. Stabilization and clarification of Government policies regarding mining.
8. Prudent agd encouraging, but not paternalistic, policies regarding agri-

culture and livestock.
9: Elimination of economic vassalage in which the region has been kept in some

respects by absentee interests.
10. And this should have high priority-a fuller and more informed under-

standing of the physical facts about the region, its possibilities and needs, on the
,part of economic, industrial, and political leadership in other parts of the country.

Not all these items lie wholly in the province of this committee, or of the Con-
.gress, or of Government. But they are all intimately related to the studies your
committee is making, and most of them touch somewhere the fields of Government
authority.

Nonagricultural industrialization of the region on a major scale is unlikely.
Agrculture and livestock probably will remain its primary destiny. That fact
fits it for a position of vital usefulness, which will increase rather than diminish.
Without the foods produced there, America's ration would be sharply reduced.
Therefore every necessary encouragement and aid should be given those engaged
in this industry, with due regard to maintaining the interests of the whole com-
munity in equality and fairness.

Nonagricultural industries, as I have said, probably always will lie in the
category of *small business, and they will be widely diversified. Yet in the
aggregate they could add values at present unrealized and wasted, both as to the
local community, the region, and the Nation. For example: There is possible,
both in Colorado and Wyoming, the growth of a substantial pulpwood industry
which up to now has not been able to survive the freight rates charged to ship to
the distant mills. The making of shoes and other leather goods as an industry
related to livestock raising, and the processing of wool are two other very im-
portant possibilities now unrealized. Many such industrial extensions locally
await only the establishment of the minimum conditions of success.

Development of hydroelectric power, recomended in the President's program,
implies creation of one favorable condition. The attention of the Committee
is invited to three facts in this connection. They are:

1. Necessity for a clear, definite statement of what the Government's power
policy is to be.

2. Necessity of early determination, consonant with all the facts, of the perma-
nent program for the Missouri River Basin and similar regions.

3. Necessity of preventing the crippling of programs for power development,
irrigation, and flood control through false economy.

As to the first fact, there are many complexities that need study and resolution.
Congress is the only authority competent to provide this.

As to the second, members of the committee are aware that the Senator from
Montana, Mr. Murray, has legislation pending for the creation of a Misouri
Valley Authority modeled upon the Tennessee Valley Authority, to deal compre-
hensively with power, irrigation, and flood control. At the same time, the Bureau
of Reclamation and the Army engineers have come together on a'plan which is
now in the early stages of application. Whatever plan becomes the permanent
pattern, it seems to be of the greatest importance that there should be no waste
of time or funds, through duplication, overlapping, or the substitution of one pro-
gram for another. This issue needs to be settled promptly and with the fullest
regard for a sound economy and for the rights and desires of the people most
closely concerned. It is one that urgently invites the most interested attention
of the competent committees and of all Members of the Congress; and may I add
that it is difficult, if not impossible, to understand all aspects of this very imi-
portant matter-from the remoteness of Washington.

65210-47-pt. 1 34
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On the third fact, I am sure members of the committee have heard the economy
issue debated eloqllently, both pro and con, during discussion, especially of the ap-
propriations for reclamation. I shall not labor the point here, except to say that
the possibilities of being penny-wise and pound-foolish on such questions of vital
concern are almost inexhaustible.

Given power, given reasonable and scientifically devised freight rates, given
opportunity and protection for small business and industry, the industrial growth
of the region on a scale commensurate with.its natural position in the very heart
of the country would be steady and wealth-producing in many directions. It
would, for example, provide employment for our surplus farm population, for
those who leave the ranches for other employment. Many of these are lost to
the community because they have to go elsewhere for jobs. It would prevent out-
migration of many others in the labor supply who travel from us for the same
reason. It would put a stop to most of the loss of one of our most precious as-
sets-young men and women trained in technical and professional skills in our
fine colleges and universities, many of whom are forced upon graduation to find
elsewhere the very beginnings of their careers. We lose not only their immediate
usefulness, but their future community leadership.

The nonferrous mineral resources of the region are still large and of great
value to the high level economy of maximum production which we must have to
sustain ourselves and assist Europe. Opening of regional industrial doors now
closed would stimulate such mining by affording local outlets for the product,
by making profitable recovery from low-grade ores, and by encouraging explora-
tion and development. Mining would be more closely woven into the regional
economy, and through that means the national economy as well. At this time,
having done a superb job in war production at a time of perilous need, mining
men are facing the future with uncertainty. The relation of labor costs to prices;
the relation of their industry to world economy; doubt as to future Government
policies, and the constant increase of substitutes-makes the mining picture-less
than rosy. Either directly or through regional industrialization, encouragement
and help should be accorded that industry.

One further item in the President's program deserves a mention here-the
need for "farsighted management of public lands." Public lands, theoretically at
least, are for the use, enjoyment, and benefit of all the people. I suggest to the
committee that a thorough study should be made, thoroughly and completely,
to learn whether the vast area of public lands are actually of such use, enjoy-
ment, and benefit in the most practical sense. It is, I know, a very broad and
controversial field. But if public lands policies make of public lands a liability
to the economy, either regional or national, then those policies ought to be changed
to make public lands a more useful asset to all.

In all the regions where regional development such as the Economic Report
contemplates is possible, there is a very lively interest among the people most
intimately concerned. Careful and thorough studies on the practical level are
being made. For example, a few weeks ago leaders of industry, labor, finance,
transportation, agriculture, mining,, the conisumer interest and education from
eight or more States met in a 2-day conference on regional economic and industrial
development, under sponsorship of the University of Denver. A few days from
now a conference on labor, agriculture, and industry under the auspices of the
University of Wyoming, will be held in that State. -These people are awake and
eager to build more fully their share of America's total strength. They are just
*as determined to give the same unstinted service to the winning of the peace as
they gave to winning the war. They need the encouragement sound Government
policy can give them along the lines indicated-less help for monopolistic busi-
ness and more help for small business and industry; more equitable rates for
transportation; no false economy on power and reclamation projects; elimina-
tion of-discriminatory practices that help maintain economic vassalage. In re-
sponse to that kind of regional Marshall plan, so to speak, the economically
weaker regions of this country will prove their strength, their productive ability
and capacity and their stature as full partners in an American economy that can
meet any test.

I thank the committee for the opportunity of presenting these views.

The CHAIRMAsN. The. committee will adjourn and will meet to-

morrow inxroom 324.
(Whereupon, at 1 p. m., the committee adjourned until 10 a. in.

Thursday, July 17, 1947.)



CURRENT PRICE DEVELOPMENTS AND THE PROBLEM
OF ECONOMIC STABILIZATION

THURSDAY, JULY 17, 1947

CONGRESS OF THIE UNITED STATES,
JOINT COMMITTEE ON THE ECONOMIC REPORT,

Washington, D. C.
The committee met, pursuant to adjournment, at 10 a. in., in room

324, Senate Office Building, Senator Robert A. Taft (chairman) pre-
siding.

Present: Senators Taft (chairman), Myers, Watkins, and Flanders.
Also present: Staff members Charles 0. Hardy, Fred E. Berquist,

and John W. Lehman, clerk.
The CHAIRMAN. The committee will come to order.
Dr. Robert Eggert, representing the American Meat Institute, is

the first witness.

STATEMENT OF DR. ROBERT EGGERT, REPRESENTATIVE, AMERI-
CAN MEAT INSTITUTE, CHICAGO, ILL.

Mr. EGGERT. I have prepared a statement that contains quite a num-
ber of charts and tables.

The first eight pages contain an explanation of how meat prices are
established. The second section deals with how supply and demand
have affected meat prices since OPA price fixing was ended, and sec-
tion 3 deals with factors affecting the outlook for meat prices in the
period ahead.

I would like to read the first eight pages and from then on we will
look at some of thelcharts and tables and discuss them.

The CHAIRMAN. All right; you may proceed.
Mr. EGGERT. We greatly appreciate the opportunity to appear be-

for the Joint Committee on the Economic Report to discuss the cur-
rent meat supply and price situation. Many false and misleading
statements have been made about meat prices in recent months. It
will be our aim to present an objective, factual statement about the
various factors affecting meat prices since OPA price fixing was
ended.

We concur with the basic objectives of the committee in the de-
velopment of a policy to prevent or alleviate economic depressions
as a means of preserving liberty and the American way of life, and are
hopeful that some sound way will be found for achieving this objec-
tive and still preserving the manifold benefits of our competitive sys-
tem of free enterprise.
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However, this testimony, as requested, will be limited to the economic-
aspects of the meat industry as they relate to the competitive nature
of the industry and the current meat supply and price situation.

This statement, therefore, has been divided into three sections:
1. How meat prices are established;
2. How supply and demand have affected meat prices since OPA

price-fixing was ended; and
3. Factors affecting the outlook for meat prices in the period

ahead.
1. 11oW MEAT PRICES ARE ESTABLISHED

Most consumers have observed that meat prices move up or down
from day to day, week to week, season to season, and year to year. The
price fluctuations in meat are in sharp contrast to those of many other
commodities that have a more or less rigid price. Our objective in this
section will be to explain why meat prices fluctuate more frequently
than prices of other commodities, and to develop specifically how meat
prices are established.

The meat-packing industry is made up of some 4,000 commercial
slaughterers located in all areas of the United States. The Depart-
ment of Agriculture has 26,000 with permits, but they are retailers
and wholesalers and so on, but we compute it at 4,000 slaughterers.

These slaughterers compete in tle process of buying livestock-from
farmers in areas where meat animals are produced or marketed, in
disassembling, improving, and moving the product to areas of con-
sumption, and in selling and delivering the meat to retailers and other
users. These essential services have been performed over a long period
of years with the meat-packing industry adapting itself to the desires
of farmers in regard to methods they prefer in selling their livestock,
to the changing production areas for livestock, to the developments
in improved refrigeration and motor transportation, and to the many
other technological advances that have occurred in recent years.

The function of the industry was described aptly in a recent study
by the Federal Reserve Bank of Chicago, as follows:

The major function of the industry is to convert the supply of meat animals
marketed by farmers into meat and other byproducts desired by consumers and
to distribute these products with minimum price disruptions-a problem of major
proportions since the leading products are highly perishable and the industry has
no direct control over the volume of either its raw material or output.

I would like to emphasize that last part.
The answer to the question of why prices fluctuate so frequently

hinges largely around the economic characteristic of an industry that
(a) has no control over the flow of its raw material; nor (b) very little
control over the flow of the finished product, and (c) cannot anticipate
its costs for any length of tinie in the future. For the most part meat
is highly perishable and storage costs are relatively expensive.

Let us first examine the supply side of the equation and weigh in
more detail the effects of the fact that the meat-packing industry has
little or no control over the flow of its raw material nor the perishable
products it processes. According to the 1945 Census of Agriculture,
cattle and calves were produced on 4.7 million farms, hogs on 3.3 mil-
lion farms, and sheep and lambs on 450,000 farms and ranches. The
amount produced on these farms depends largely upon the amount of

o.,X
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feed and forage produced, and the relative price of these feeds, com-
pared with the price of meat animals.

A large supply of feed and forage usually means that farmers make
the decision to grow more livestock a small supply means that they
will grow less. Weather, feed conditions, and biologic- factors deter-
mine largely when live animals are born and the length of the feeding
period.

When livestock has been raised and fed to market weights, they
must be marketed rather promptly. If kept beyond the proper mar-
keting time they make very inefficient use of additional quantities
of feed. So even the livestock producer doesn't have too much con-
trol over the time of marketing after the livestock has been pro-
duced and prepared for market, although he makes the final decision
on when to sell or not to sell. That is a point frequently misunder-
stood-that this livestock has to be marketed in a comparatively short
range of time.

The short time swings, as well as the seasonal and annual fluctu-
ations in the number of livestock that farmers send to market, there-
fore, have considerable effect on meat prices, since they result in cor-
responding changes in the supply of meat. In fact, the price of meat
can be measured roughly by dividing the current supply into the
amount of money people are spending on meat.

The fact that meat packers have no control of supply, therefore,
automatically results in a change in meat prices when supplies change,
unless offset by a corresponding change in the demand for meat.
This is especially true since the products are largely perishable and
cannot be stored for long in. any appreciable quantities. Now, the
industry does store from winter months to summer months, but that
is a comparatively small supply.

To complete an understanding of why prices change, however, we
must examine the demand side of the equation. What the average
American family is willing to spend for meat depends largely upon
its income. In a comprehensive study soon to be published, Prof.
E. J. Working, of the University of Illinois, has found that the total
value of all meat consumed fluctuated closely around an annual aver-
age of about 61/2 percent of the total disposable income. This close
relationship was also demonstrated recently in a study made by the
Federal Reserve Bank of Chicago, as will be observed in the chart
on page 543, which shows the extremely close relationship between
disposable income and the value of meat production.

I think we, ought to look at this chart for a moment because it
does bring out this very close relationship between meat prices, the
supply of meat, and disposable income. The black line shows whole-
sale meat prices and the dotted line meat .production; the vertical
column in black represents disposable income and the cross-mark
column shows the value of meats.
*Just-how is this increased demand reflected in meat prices? When

families have their incomes increased, if they have been going with-
out meat or eating only a small quantity, they usually increase their
consumption by buying more meat from retailers. They may also go
to the restaurants more often.

The hour or day that retailers see their meat stocks declining, in
response to this greater demand of consumers, they increase their
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purchases from the meat packer. This increased demand naturally
results in a rise in meat prices, which is reflected back by competition
in higher livestock prices, unless supplies, meanwhile, have increased.
If the supplies have increased they may offset those increases in
demand. If prices did not rise, and I would like to make this clear
again, because it is the reason why we had the black market under
OPA, meat packers quickly would run short of supplies and be un-
able to take care of the requirements of all of their retail. customers.-

In other words, price serves to balance the available supply with
the desire of and ability to pay by customers.. Price in itself, there--
fore, is a rationer of product. Meat prices are the result of a balance-
in the supply and demand.

Price levels in the meat-packing industry result from the competi-
tive working back of consumer demand for any given supply of meat-
in a disassembling operation-quite in contrast to many other prod-
ucts, in an assembling operation, for which prices can' be established
by taking a forward look at costs, the volume a given price will sell,-
the attitude of competitors, and similar factors.
. In periods of declining consumer incomes, the situation- described

above is completely reversed. In other words, the first illustration
was where demand increased.S Now let us take a, look at the situa-
tion when demand, drops. Under such conditions. the retailers find
that they have great difficulty in selling the stocks of meat in their
coolers. They, therefore. buy more sparingly from meat packers.. The
meat packers immediately notice that their perishable products are
not moving into trade channels as rapidly as they should, and unless
supply decreases-over which they have no control-they are forced
to reduce meat prices, which. is reflected back into livestock prices, to. a
point where retail buyers and, in turn, meat customers again will be
attracted.

In other words, as soon as wholesale prices have declined sufficiently,
retailers again become ready buyers because they can offer attractive
bargains to fit the shrinking pocketbooks of their customers. A de-
crease in demand reflects itself back in terms of lower wholesale prices
and lower livestock prices.

Additional evidence of the close relationship between meat con-
sumption and income is shown in the following table titled "Meat
Consumption by Income 'Groups."

This table shows the estimated quantity of and expenditure-for meats
and lard purchased for preparation at home by wage earners and
clerical workers for 1 year.

I think this table brings out this relationship pretty well between
consumer and income, and the amount of meat they purchase and the
amount of money available for purchases.

Let us take the porterhouse and sirloin steaks. -You will notice the
average consumption for all families was 7.7 pounds, but those who
spent under $400 on a family unit basis. they consumed only 4.5 pounds;
the middle group, from $400 to $600, 8.4 pounds; and those over $600,
14.2 pounds.

Let us go to pork chops, and you will see that the average for all
families was 6.8 pounds; 5.2 pounds for fantilies in' the'$400 class;
7.4 pounds for families in the middle class; and 9.5 pounds for the
highest class. I
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Now I want to point out some exceptions. If you will go down to
salt side of pork, you will notice that the average consumption is 1.4,:
but that the low-income group consumes 1.7 pounds, and the middle
group 1.1 pounds, that the high only 0.9, indicating just a reverse
situation on some kinds of meat.

But for the most part meat has a high-income elasticity and you will
notice that the total goes up, indicating clearly that as consumer income.
increases they do buy more meat.

The expenditures go up even more because there is a tendency to
buy higher priced cuts.

Some of you may want to give that table some study later on, but
it does bring out this fact about meat consumption and expenditures
that meat is very closely related to consumer income.

An increase or decrease in meat prices, as a result of changes in
supply and demand, through the process described above, is reflected
promptly by competition into the price of meat animals. A chart, titled
"Wholesale Meat and Livestock Prices, Production Workers' Pay Roll,
and Per Capita Meat Consumption," to be referred to-later in this
statement, will bring out this close relationship between meat prices
and the price of livestock. Of course, livestock prices also are affected
by returns received for lard, hides and other byproducts of the industry.

Furthermore, the total dollars which meat packers take in froml the
sale of meat and byproducts obviously must cover all of the expenses
or processing and distribution services, as well as paying farmers for
their livestcok.

The table below shows the distribution of the wholesale meat dollar:

Distribution of the wholesale meat dollar

1939. 1945 1946

Percent Percent Percent
Total ---------------------------------- 100. 0 100.0 100.0

Livestock and other raw materials --------- 7. 3 75.1 73.7
Gross margin -27.7 24.9 26.3

Wages and salaries -14.1 12.0 12.1
Supplies, containers ----- 3.3 4.5 4. 0
Transportation -:- ----- 3.8 2. 0 2.0
Taxes- - --------------------------------------------- 1 1.6 2. 2
Depreciation -:-------------- 1.0 .- . .
Other charges --------------- 3.2 3.3 3.6
Net earnings ------------------------------ 1. 2 .9 1. 9

The figures for 1939 are taken from a report published by the United
States Department of Agriculture. The figures for 1945 and 1946 are
for 62 companies, constituting about three-fourths of total sales vol-
ume of all wholesale slaughterers, as collected by the American Meat
Institute.

During recent years, farmers have received a larger part of meat
packers' sales dollar than in 1939. This is due to the fact that some
costs have not gone up proportionately by the same amount as live-
stock prices have increased. * Also, meat packgrs. have handled a much
larger meat volume than prewar, which means that the unit cost of
depreciation and some other charges are lower.
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There is no way to decide in advance just what proportion of the
meat dollar farmers should receive, or whether the figure is too high
or too low in any year.

It is definitely to livestock producers' advantage to have livestock
products used more widely, and additional, processing expenses and
sales effort may bring farmers a greater total dollar income from live-
stock, since consumers get better products.

In other words, increased expenses for a better product or more
service at the packing-plant level actually can add to total product
values, even though these expenses reduce the proportion going to
farmers. Thus a moderate decline in the proportion of the individual
wholesale meat dollar going back to livestock raisers may actually
mean a net gain in total income to farmers.

The small amount which the meat-packing industry has been able
to retain as profit, may be best illustrated by a study of the United
States Department of Agriculture, -showing that in 1939 packers'
profits from all sources averaged 15 cents per hundred pounds of live
weight on livestock handled. This corresponds to 16 cents and 41
cents for major packing companies for 1945 and 1946, respectively.
Since these figures even include earnings from nonmeat products, it is
clear that the earnings of meat packers do not appreciably affect
livestock prices.

A National City Bank letter recently summarized the services of the
meat-packing industry as follows:

The record of American meat packing in mass production and distribution
maintenance of quality standards, recovery of byproducts, and low cost to the
public is probably unexcelled by any industry in any society, whether capitalist,
socialist, or Communist.

The CHAIRMAN. How do you account for the higher profit in 1946?
Mr. EGGERT. The 1945 earnings as compared with 1946 earnings do

show this substantial increase. Quite a bit of that additional earnings
came from outside sources, nonmeat products, the other products
handled by the company. X

The CHAIRMAN. There was no effort in presenting these figures to
separate the earnings?

Mr. EGGERT. They are very difficult to separate. You run into joint
cost problems. The problem of separating the earnings from meat
as compared to nonmeat items for most companies, is a difficult one.

Competition among some 4,000 commercial meat-packing companies,
for farmers' livestock and for retail sales outlets, will continue to keep
livestock prices as high and product prices as low as is consistent
with (1) the supplies of meat available, (2) the funds which con-
sumers are able and willing to spend for meat, and (3) the expenses
of performing the necessary processing and distribution services.

Now we come to the second section in which you are most interested,
how supply and demand has affected meat prices since OPA price
fixing was ended.

Rather than read it, let us take a look at the next chart. This chart
goes back to 1926 and the first half of it shows the annual chance and
the last half of it brings out the detail from June 1946 and shows the
weekly changes in livestock and meat prices and industrial workers'
pay rolls.

The point that we would like to stress first is that these industrial-
worker pay rolls show a very close relationship to wholesale meat
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prices, as you can see in the earlier years. In the late twenties and
early thirties the pay rolls'go down and livestock and meats follow
closely, showing.the effect of consumer income on price of meat and
livestock, and this relationship continues with the increase in the
late thirties. You get this wide spread especially accentuated during
the period of price control. The chart clearly shows the big gap
between pay rolls and wholesale price of meat.

You will note in 1942, 1943, 1944, and 1945 there is a difference be-
tween the black line which is meat prices and the dotted line showing'
livestock prices, and that difference is accounted for by the subsidy.

Senator WATKINS. You have two dotted lines.
Mr. EGGERT. The dashed line I believe would be better. The dotted

line is the pay-roll index which includes the earnings of industrial
workers.

The CHAIRMAN. It is the gross pay roll?
Mr. EGGERT. It is the gross pay roll.
The CHAIR3MAN. It is not the rate per hour?
Mr. EGGERT. It is not the rate per hour. I want to make that clear.

We feel that the increase in total pay rolls has been an important
factor.
I Let us look at the last half of the chart. All those pay-roll series
are available only on a monthly basis. You will notice in June 1946
that the subsidy spread between livestock prices and ineat prices exists
there. The subsidy was still in effect. When controls were taken
off in July, the meat prices naturally went up more than livestock prices.
Keep in mind that these are published figures rather than real prices.

The CHAIRMAN. These- are OPA ceilings?
Mr. EGGERT. These are OPA ceilings.
That same spread between livestock and meat prices .comes into the

picture .when controls were taken off in October because of the empty
pipe line. There was very little meat.

You will notice the black line representing meat prices goes up to
an index slightly above the 250 mark, increasing from roughly 125
to 130 up to an increase of about 250. That drops off sharply after
the pipe-line filling has taken place and the index reached a low in
the latter part of January 1947, of about 179. I do not have the exact
figures with me. Last week the wholesale meat index was 214, keep-
ing in mind that 1926 equals 100, and the wholesale uieat price last
week stood at 214.
* Livestock prices have not quite kept up to the meat level because the
price of lard has dropped from 311/2 to 161/2 cents a pound, a very
sharp drop. Some of the other byproducts have not advanced as
much as meat.

This chart brings out the close relationship between pay rolls, meat
and livestock prices, and indicates that these prices are still low in
terms of gross pay roll of production workers.

The CHAIRMAN. Is this the gross pay roll of production workers in
the meat industry?

Mr. EGGERT. No.
The CHAIRMIAN. This is the whole?
-Mr. EGGERT. This is the, gross industrial pay roll throughout the

country.
Senator WATKINS. Throughout the country.
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Mr. EGGERT. Throughout the country. It represents somewhere
between 13.000,000 and 15,000,000 workers. We used that because
changes in income of this group seem to be closely associated with
changes in meat prices. The pay rolls received by this group were
used because they bring out clearly the fact that more are employed
and at higher rates.

The CHTaIhiAN. Thesea-re wholesaleffieat prices?
' Mr. EGGERT. Yes, these are wholesale meat prices.

You will notice from the middle of May the wholesale price has
gone up. From May it is about a 5 percent increase. I want to bring
out the point if you take disposable income, and I do not have the latest
estimate from the Department of Commerce, but we have made our
own estimate of about 156,000,000,000 dollars.and compare that -with
1926 of 73.2. billion dollars and it has increased 213 percent almost ex-
actly the same as the increase in meat.

Senator WATKINS. From prewar times?
Mr. EGGERT. From 1926, more than double.
The CHAIRMAN. I do not quite see the. relationship. The volume

of meat has also increased certainly?
Mr. EGGERT. Yes; I later show that we now are consuming meat at

the annual rate of about 150 pounds of meat per capita,'compared with
138 pounds in 1926, only a modest increase.

The CI&AIRIEAN.' I ndtice the pei-c-aipitatcoiisumption 'has fgeHi'1 :off
from the second quarter, the third quarter, the fourth quarter. In
the last quarter of 1946 to the first quarter of 1947 and the second quar-
ter of 1947 is even lower.

Do you account for that because of higher prices of meat?
Mr. EGGERT. The seasonal drop in livestock supplies was largely

responsible for that decrease in per capita consumption. We got very
heavy marketing in the last quarter of last year. Part of that was
used in filling the pipe line. That bar that goes up to almost 175 rep-
resents some filling of the pipe line, the 161 for the first quarter of this
year which we think is fairly accurate, has dropped to 150, and that
difference is due largely to-

The CHAIRMAN (interposing). What difference does that make to
-the-cdnsumer?

Mr. EGGERT. The drop in per capita consumption from 161 to 150
has been a factor that caused that increasedin price from the last of
January.

The other two factors that contributed are that the average weekly
earnings have increased 4 percent from January through June and
the number of people employed have increased 40 percent. So you
have a drop in per capita meat consumption and an increase in weekly
income and an increase in employment-all contributing to a higher
price.

The CHAIRMANI. Do you have anything to say further along in your
statem6nt'as to the corn crop? Is it ihcrcasiifg the supply'of m-eat?

Mr. EGGERT. The poor corn-crop prospects have actually increased
the current supply of pork. Actually it is having the effect of keeping
prices down currently, but next spring the shorter supply will cause
prices to rise.

The CHAIRMAN. What about beef ?
Mr. EGOERT. In the case of beef, if a lot of corn is soft, if there is a

lot of soft corn, livestock producers will have to use it promptly.

a-

.. . .~~~~A
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The CHAIRMAN. So there is no anticipated effect from the poor
corn crop, but you will cover that later on.

Mr. EGGERT. Yes, Mr. Chairman.
Now, let us take a look at the trend in retail meat prices. The

Bureau of Labor Statistics collects retail meat prices along with
prices of various 6ther commodities in 51 cities. Since it takes some
time to compile the individual price data, the latest official information
on retail meat prices available is for the month of May. However,
it was shown in-the previous chart that the wholesale price index, as
published by the Bureau of Labor Statistics, has advanced less than
5 percent since mid-May..

Let us turn to the table.
'The first column shows the OPA ceiling price. The second the cost

of the subsidy andlhow- fhe costs' of thessubsicly were distributed
by cuts.

You will notice that for round steak the OPA ceiling was about 42
cents a pound. The relative amount of the subsidy was about 11
cents. The average overcharge is shown in the third column.

Senator WATKINS. What do you mean by average overcharge?
Mr. EGGERT. That is black-market overcharge as indicated by an

extensive study made in late February and early March 1946.
Senator WATKINS. Was there any considerable volume of that?
Mr. EGGE1T. It was very serious.
Senator WATKINS. How could you determine the volume and price?
Mr. EGGERT. Representatives of two independent market-research

agencies went out and bought the meat. It was weighed up by Army
people, who graded the meat and weighed the meat. So a very careful
check was kept on the real weight and price charged.

This study was brought before several congressional committees last
spring, and the Price Decontrol Board in August of last year. It
represented a very thorough study of the 11 cities.

Some meat was not above the ceiling; The overcharges shown in
the table represent the average of all purchases made rather than just
those above the ceiling.

Senator WATAINs. This is retail?
Mr. EoERi2'lRetaiI. So. the tota.fl'ost to c6issmiel-issshown in the

fourth column.
Now you will notice retail meat prices for round steak after price

control fluctuated somewhat and for May were 69.3 cents per pound.
The CHAIRMAN. The restrictions were off at that time?
Mr. EGGERT. Yes. I think if we, had the June figures and July

figures it would show some increase.
You will recall wholesale meat prices have gone up about 5 percent

since May. In rib roast the difference was not so great. 'In'the case
of chuck roast the-cost is actually a little less. In the case of ham-
burger, the total cost to consumers under OPA.was 44 cents, and in
May it was under 40, so the cost. was less than under OPA.

Veal cutlets, leg of lamb, and most pork items have shown the most
increase. That is due to two reasons. One is that the supplies of
beef have increased more than pork and the second is the black market
was not as great in pork as in beef.

Senator FLANDERS. You put in the cost of the subsidy and part of the
total cost to the consumer?

Mr. EGGERT. Yes, sir.
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Senator FLANDERS. The consumer did not know about that and did
not pay it out of his own pocket.

Air. EGGERT. It comes out of his taxes.
&natot FLANDERS. It comes out of his-taxes in such a long-drawn-

out way he does not know about paying it.
Mr. EGGERT. It is still there.
Senator WATKINS. He pays it anyhow.
Senator FLANDERS. As a matter of fact, are not the rich people pay-

ing that?
Mr. EGGERT. There would be a tendency for them to buy the more

expensive cuts, and they pay a higher proportion of the taxes.
Senator FLANDERS. I am not sure that is, right.
Senator WATKINS. I am going to ask a question about the average

overcharge.
Mr. EGGERT. Yes, sir.
Senator WATKINS. Is it fair to add that average overcharge to the

total cost to consumers under price control?
Mr. EGGERT. That is what they were actually paying.
Senator WATKINS. How about the most?
Mr. EGGERT. Those are the average prices of all meat that was pur-

chased in 11 States.
Senator FLANDERS. Both black market and white market.
Mr. EGGERT. That is right.
The CHAIRMAN. Part of this was not pure black market. It was

priced higher. Pricing lower grade meat at a higher grade.
- Mr. EGGERT. Double A prices were charged for grade A products.
This represents the average overcharge.

Senator WATKINS. I was wondering how you could find out with any
degree of certainty what was going on in the -black market.

Mr. EGGERT. We had shoppers go out and actually buy meat.
Senator WATKINS. On the black market?
Mr. EGGERT. At the average retail store-at random-representative

stores in 11 cities. They bought meat from a random sample of retail
stores. This meat was weighed and graded, and compared with the
OPA ceiling and this was the average overcharge.

The CHAIRMAN. We had testimony the Bureau of Labor Statistics in
New York had two indexes of retail price, and the OPA finally per-
suaded them not to send in the real index but the OPA ceiling. That
was the testimony of the OPA administrator in New York City, Mr.
Wooley, I believe. The Bureau of Labor Statistics prepared two.

Senator WATKINS. That is not in the theoretical price.
Mr. EGGERT. This represents the real price.
The CHAIRMAN. I think it is fair to say when this -was presented

last year OPA disputed it.
Senator WATKINS. I would think they should dispute it. They were

not enforcing it.
Mr. EGGERT. This is the charge the consumers were having to pay

over the retail counter. The study was conservative. Thesshoppers
probably did not know where the real black-market stores were.

Senator WATKINS. I had the impression when you first started this
-probably represented ceiling sales.

Mr. EGGERT. No, sir.
Senator WATKINS. These were in stores regularly licensed and at

ceiling prices?
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Mr. EGGERT. Yes, sir.
Senator WATKINS. They were actually getting above the posted

price?
Mr. EGGERT. Yes. About 83 percent of all the stores had one or more

cuts over the ceiling.
A lot of that was not deliberate, as Senator Taft indicated' as they

-may have been selling A grade beef at Double A prices. This repre-
sents the average overcharge, and as I say, my opinion is that it is a,
conservative statement. First of all it was in February and March
when the black market was not nearly as serious as it developed in May
and June. It is clear that these were realistic overcharges.

The CHAIRMAN. What do you think is the main reason for the high
prices today?

Mr. EGGERT. Meat prices are increasing as the result of the sharp
increases in consumer incomes. Higher incomes have been partially
offset by increases in supply.

The CHAIRMAN. The 160-pound-per-person demand against the sup-
ply of meat?

Mr. EGGERT. Yes, sir.
Senator WATKINS. How about exports?
Mr. EGGERT. I will cover that export factor in just a moment.
The facts show that disposable income has gone up from $73,000,000

'in 1926 to $156,000,000 in 1947, and that increase has been almost
exactly in correspondence with meat prices.

Page 14 contains a table entitled "Retail Meat Prices-and Calculated
Pounds of Meat Equivalent of Manufacturing Workers' Weekly Earn-
-ings." Let us look at it. The first column shows prices in May 1939,
as reported by the Bureau of Labor Statistics. The second column
shows the 1947 May .prices for meat. The third and fourth column of
figures arecalculated from average weekly earnings of workers in all
manufacturing industries, as published by the Bureau of Labor Sta-
tistics, and show the pounds of meat equivalent of 1 week's earnings
in May 1939, when earnings were $23.84, and in May 1947, when they
were $48.86.

Senator WATKINS. The weekly income?
Mr. EGGERT. Yes.
The CHAIRMAN. The cost of living has only gone up about 56 per-

cent in all items and meat about 100 percent.
Mr. EGGERT. Meat is about double. The weekly earnings are a little

over double. There are two exceptions, pork chops and sliced bacon;
but in case: of five out of these seven cuts, the weekly earnings in 1947
would buy more'than the earnings in May 1939.

The CHAIRMAN. I think you have got to allow something like about
20 percent generally, maybe.

Why has meat gone up more than other things? The question is,
Is the degree of increase too much?

Mr. EGGERT. The degree of increase corresponds closely to the in-
crease in average earnings. Meat has this high-income elasticity.
When consumer income goes up, they want more meat. This isn't true
in the case of many things consumers buy.
- Now, page 15. You raised the question of exports, and I try to cover
it here.

A final-factor contributing to the current meat-price situation is the
large quantities of feed grains exported from the country during the
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past year. A recent report of the Cabinet Committee of World Food
Problems indicated that the United States has exported 4,538,000 long
tons of grains other than wheat. I want to make that clear. We do
not include wheat in those figures. I think there are some detailed
figures being given you of what proportion these exports are to the
total production.

Since a short ton of feed grains will feed two hogs to market weight,
and since each hog will contribute about 140 pounds of meat, exports
of grain, other than wheat, have reduced per capita meat supplies by
about 10 pounds, assuming this feed would have been fed to meat
animals. Exports of grain have contributed to reduce the supplies of
meat over what they would have been. Exports of wheat-to the extent
of 10,520,000 long tons also have contributed to keeping meat supplies
smaller than they otherwise would have been.

Exports of meat; on the other hand, amounted to 224,000 long tons,
or about 31/2 pounds per capita. That is shown in this table. How7
ever, in recent months exports of good and commercial grades of beef
have amounted to about 15 percent of these two grades of beef pro-
duced under Federal inspection, definitely affecting prices of these
important retail grades of beef.

Senator TAFT. What about the Army buying? Is that a great
factor?

Mr. EGGERT.. The;Army is still buying some meat~but their buying
has dropped sharply from a year ago. The last figures I recall on
Army buying indicate that they were taking about 150,000,000 pounds
a quarter. That would be about equal to one-half of 1 week's pro-
duction under Federal inspection. The percentage would not be large.
It would be about 3 percent.

Senator WATKINS. They are able to supply the demand now?
Mr. EGGERT. No; the price itself is the equator between supply and

demand. There is no scarcity. That is quite in contrast with a year
ago.

The CHAIRMAN. We can buy meat if we can pay for it?
Mr. EGGERT. Yes, and the price is the equator between supply and

demand. That is the factor that determines the price.
The CHAIRMAN. As a matter of fact there was more in pork than

on beef.
Mr. EGGERT. Yes. Now the third section, factors affecting the out-

look for meat prices in the period ahead.
The CHAIRMIAN. We have to quit rather quickly. The sum total

of your testimony seems to be the price of meat is due to supply and
demand for meat.

Mr. EGGERT. Yes, Senator. We might go over these tables rather
rapidly.

Page 17 shows that our per capit-a consumption this year will be 155
pounds. This is the largest per capita supply we have had since
1909. -

Senator WATKINS. That is at least 5 pounds under what you say
we have consumed.

Mr. EGGERT. That is shown in the next table. Let us take a look at
table 2. We worked out quarterly rates. In the first-quarter we-con-
sumed 161. pounds, in the second quarter, 150; in the third, 146, and
the fourth quarter. 19.5. When yvo take that for the whole year; since
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these are on an annual rate basis it amounts to about 155, the average
for the year.

Senator WATKINS. I was going by one of your previous charts.
You said 160 which you thought would be more or less normal.

The CHAIRMAN. That is on the price?
Mr. EGGERT. No; the amount consumed depends on the amount of

livestock coming to market. That depends on the price the farmers
receive for livestock as compared to the price of grain and the amount
of feed available.

The big thing that has.affected price has kbeen the increase in de-,
mand: I thirtk that an encouraging factor is the increased supply
we will have in the last quarter of the year.

Senator W"TATKINS. That is the normal increase shown for every
year, is it not?

Mr. EOGERT. The normal increase is not quite as extensive as that.
It is very near normal. The normal increase is 135 to 149. Of course
cattle will be coming in and we will have heavy marketings from the
spring pig crop.

Let us just bypass all of this material in between and I would like to
show you this chart on page 24.

This chart shows prices back to the year 1750, and that is a long time.
The black line represents wholesale prices for all commodities and
the dotted -line represents wholesale meat prices. .You will note in the
Revolutio'nairy Wari the index of all commodities went to 175, slightly
over 150 in World War I and now we are at about 150.

Meat prices follow very closely. The same factors that affect whole-
sale prices, in general also affect meat prices although meat prices are
more volatile.

I think this chart brings out the fact we are at a high level of price
and that after every war price levels tend to drop off sharply.

If I could summarize quickly now-there are only about three pages.
Senator WATKINS. What page are you on now?
Mr. EGGEW1T. Page 25. Meat price fluctuations are largely the re-

sult of changes in real consumer incomes, including pay rolls and num-
ber of people employed, and changes in the available supply of meat
for consumption¶and for export.

Retail meat prices were about double the 1939 level, according to
the latest survey-May 1947-in 51 cities by the Bureau of Labor
Statistics, but average weekly earnings of production workers were
more than double the 1939 level and, due to the increase in number
of workers employed, weekly pay rolls of production workers were
over triple that in 1939. When consumers have jobs and high real
income they are especially eager and more able to buy meat.

The CHAIRMAN. Incidentally, the other families not covered in this
index of production workers did not have the same increases?

Mr. EGGERT. That is right, and if everybody had received the same
increase we would see meat-prices correspond even more closely to the,
pay roll.

Tie supply-and-demand factors are reflected promptly in meat
prices and, in turn, in livestock prices, since there is keen competition
among some 4,000 commercial slaughterers to buy livestock, over whose
volume the meat packing industry has no control, and to sell meat,

:, .
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most of which is highly perishable. Farmers' costs also have increased
sharply.

The weekly earnings of an average production worker, as reported
by BLS, in May 1939, was equal in value to 100 pounds of chuck roast,
66 pounds of round steak, or 79 pounds of rib roast. This compares
with weekly earnings in May 1947, which, according to the Bureau of
Labor Statistics' fiures, were equal in value, to 106 pounds of chuck
roast, 70 pounds of round steak, or 86 pounds of rib roast. In other
words, production workers could buy more of these items with their
current weekly incomes than they could buy with their weekly incomes
in 1939. Others, whose incomes have not increased could not buy as
much.

While meat prices have advanced since OPA controls were lifted, the
increase in real cost of meat to consumers has not increased as much
as a comparison of current prices and fictitious OPA ceilings would
indicate. In fact, when allowance is made for black market over-
charges, as determined by independent market research agencies, and
the subsidies that consumers paid indirectly in their tax bill, some
meat cuts, such as chuck roast and hamburger, according to the latest
data-May 1947-are actually selling at, or below, the actual cost of
meat to consumers under OPA.

Meat prices have advanced since January 1947 as a result of
(a) A seasonal decrease of 10 to 15 percent in per capita supplies of

meat, and that is due to seasonal decrease in production.
(b) A further increase in weekly earnings of production workers,

of about 4 percent, to an all-time high, and
(c) A record all-time peak of 60,000,000 employed-up about 4 per-

cent from January 1947. The number of people employed over-all has
increased 14,000,000 since 1939, and about 131/2 million are in nonagri-
cultural industry.

The decrease in seasonal per capita meat supplies results largely
from a normal seasonal drop in livestock supplies, which lowers meat
production, and from the fact that current storage stocks of meat are
smaller than the prewar average. For example, meat production under
Federal inspection last week-week ending July 12-was 295,000,000
pounds. This compares with the production during the peak week of
the year-week ending January 18-of 431,000,000 pounds. That is
a factor which explains why our per-capita consumption has gone
down.

Meat production last week, therefore, was nearly one-third below
the peak for the year.

Per capita meat consumption for 1947 is expected to be about 155
pounds, the largest since 1909. However, during the Government's
fiscal.year, ending June 1947, exports of grain, other than wheat, have
reduced per capita meat supplies by about 10 pounds, over what they
otherwise could have been, had an equivalent amount of feed been
fed to meat animals. Exports of meat, on the other hand, have
amounted to only about 31/2 pounds per capita-although in recent
months exports of good and commercial grade beef have amounted to
about 15 percent of these grades of beef produced under Federal
inspection.

Net earnings in the meat-packing industry make no appreciable dif-
perene in thp Price consumer pays for meat For exam-le, last yearcc l ---. 1 1 St -e-r

*
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earnings averaged about 2 cents on each dollar's worth of product
sold-or less than a fraction of a cent a pound.

A seasonal increase in livestock marketings by fall and winter is-
expected to increase available supplies of meat by, about 15 percent,
which, unless offset by further wage increases and other demand fac-
tors, is expected to lower prices moderately from. the levels prevailinig
this summer.

The present unfavorable outlook for feed grains, as compared with
-a year ago, and prospects for large grain exports, are expected to pre-
vent the increase in meat production that seemed probable in 1948, and

'may actually result in some decrease, depending upon the effect of
weather conditions on the corn crop throughout the remainder of the
growing and maturing season. Actually feed supplies per animal unit
are going to'be 'fairlt'large compared with prewar, although they will
be less than we need.

The long-range outlook for meat supplies appears more favorable
than the short-range outlook analyzed in this report. Hybrid corn
and wider use of improved varieties of seeds for other feed grains,
hay and pasture, further improvement in machinery and equipment,
and further reduction in horse and mule numbers, is expected to in-
crease even more than the future supply of feed for meat animals.
.Then, too, it appears probable that livestock production techniques
'will undergo rapid improvements in the near future, and that the
public has become more conscious of the value of meat in the diet. All

'in all, this should mean more meat for consumers in the years ahead.
- Thank you very much.

The CHAIRMAN. Thank you, Dr. Eggert. You think at any rate
you have a highly competitive situation in meat.

Mr.'EGERT. Yes, we have no control of production and meat prices
are very sensitive to demand and supply factors..

The CHAIRmMAN. Any questions?
Senator WATKINS. I have none.
(The paper submitted by Dr. Eggert follows:)

MEAT PRICE FACTS'

We greatly appreciate the opportunity to appear before the Joint Committee 'on
the Economic Report to discuss the current meat supply and price situation.

'Many false and misleading statements have been made about meat prices in
.recent months. It will be our aim to present an objective, factual statement
about the various factors affecting meat prices since OPA price fixing was
ended.

We concur with the basic objectives of the committee in the development of a
policy -to prevent or alleviate economic depressions as a means of-preserving
liberty and the American way of life, and are hopeful that some sound way will
be found for achieving this objective and still preserving the manifold benefits of
our competitive system of free enterprise. Hoowever, this testimony, as requested,
will be limited to the economic aspects of the meat industry as they relate to the
-competitive nature of the industry and the current meat supply and price
situation.

This statement, therefore, has been divided into three sections:
I. Dow meat prices are established.
II. How supply and demand has affected meat prices since OPA price fixing

was ended.
III. Factors affecting the outlook for meat prices in the period ahead.

* Presented before the Joint Committee on the Economic Report, Congress of the United
States, July 17, 1947, by R. J. Eggert, associate director, department of marketing, Ameri-
can. Meat Institute, Chicago, Ill.

65 2 1 0-47-pt. 1-35
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1. HOW MEAT PRICES ARE ESTAEI SHED

Most consumers havesobserved that meat prices move up or down from day to
day, week to week, season to season, and year to year. The price fluctuations in
meat are in sharp contrast to those of many other commodities that have a
more.or less rigid price: Our objective in this section will be to explain why
meat prices fluctuate more frequently than prices of other commodities, and to
develop specifically how meat prices are established.

The meat-packing industry is made up of some 4,000 commercial slaughterers,
located in all areas of the United States. These slaughterers compete in the
process of buying livestock from farmers in areas where meat animals are pro-
duced or marketed, in disassembing -'improving-aid moving the product to
areas of consumption, and in selling and delivering the meat to retailers and
other users. These essential services have been performed over a long period of

years with the meat-packing industry adapting itself to the desires of farmers
in regard to methods they prefer in selling their livestock, to the changing
production areas for livestock, to the developments in improved refrigeration
and motor transportation, and to the many other technological advances that
have occurred in recent years.

The function of the industry was described aptly in a recent study by the
Federal Reserve Bank of Chicago, as follows:

"The major function of the industry is to convert the supply of meat animals
marketed by farmers into meat and other byproducts desired by consumers and
to distribute these products with minimum price disruptions-a problem of major
proportions since the leading products are highly perishable and the industry has
no direct control over the volume of either its raw material or output."
* The answer.to the question of why prices fluctuate so frequently hinges largely

*around the economic characteristic of an industry that (a) has no control over
the flow of its raw material; nor (5) very little control over the flow of the
finished product; and (c) cannot anticipate its costs for any length of time in

the future. For the most part, meat is highly perishable and storage costs are
relatively expensive.

Let us first examine the supply side of the equasion and weight in more detail
the effects of the fact that the meat-packing industry has little or no control over
the flow of its raw material nor the perishable products it processes. According

to the 1945 Census of Agriculture, cattle and calves were produce on 4.7 million
farms, hogs on 3.3 million farnis, and sheep and lambs on 450,000 forms and
ranches. The amount produced on these farms depends largely upon the amount

of feed and forage produced, and the relative price of these feeds, compared
with the price of meat animals. A large supply of feed and forage usually means
that farmers make the decision to grow more livestock; a small supply means
that they will grow less. Weather, feed conditions, and biologic factors determine
largely when live animals are born and the length of -the feeding period.

When livestock has,-been raised and fed to market weights, they must- be
marketed rather promptly. If kept beyond the proper marketing time they imake
very inefficient use of additional quantities of feed. So even the livestock
producer doesn't have too much control over the time of marketing after the

livestock has been produced and prepared for market, although he makes the
final decision on when to sell or not to sell.

The short-tinme swings, as well as the seasonal and annual fluctuations in the
number of livestock that farmers send to market, therefore, have considerable-
effect on meat prices, since they result in corresponding changes in the supply of
meat. In fact, the price of meat can he measured roughly by dividing the current
supply into the amount of money people are spending on meat. The fact that meat
packers have no control of supply, therefore. automatically results in a change in
meat prices when supplies change. unless offset by a corresponding change in the
demand for meat. This is true especially since the products are largely perishable
and cannot he stored for long in any appreciable quantities.

To complete an understanding of why prices change, however, we must examine

the demand side of the equation. What the average American family is willing to
spend for meat depends largely upon its income. In a comprehensive study soon
to he published, Prof. E. J. Working, of the University of Illinois, has found that
the total value of-all meat consumed fluctuated closely around an annual average
of about 612 percent of the total disposable income. This close relationship
was also demonstrated recently in a study made by- the-Federal Reserve Bank of
Chicago, as will be observed in the chart on the following page, which shows the
extremely close relationship between disposablc income and the value of meat
production.
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(The chart referred to is as follows:)

DISPOSABLE INCOME AND VALUE OF MEAT PRODUCTION
1929 - 46

Per Cent 1935-39: 100) Per Cent

200 Disposable Income .Value of Meat (Est.) I 200
Meat Production
Meat Prices'

160 (Wholesale) 160

1 20 120

s0 80

40 40

0 0n
29 30 '3 32 '33 '34 '3 '37 '39 0 '41 42 '4 44 45 46

j/ Preliminary estimates.
Sources: U. S. Deportment of Commerce, U. S. Bureau of Agricultural Economics.

and U.S. Bureau of LaborStatistics. REPRODUCED FROM STUDY MADE
BY RESEARCH DEPARTMENT- FEDERAL RESERVE BANK OF
CHICAGO, DECEMBER 1946.

Just how is this increased demand reflected in meat prices? When familieshave their incomes increased, if they have been going without meat or eating onlya small quantity, they usually increase their consumption by buying more meatfrom retailers. The hour or day that retailers see their meat stocks declining, inresponse to this greater demand of consumers, they increase their purchases fromthe meat packer. This increased demand naturally results in a rise in meatprice's, which is reflected back by competition 'in higher livestock prices, unlesssupplies, meanwhile, have increased. If prices did not rise, meat packers quicklywould run short of supplies and be unable to take care of the requirements ofall of their retail customers. In other words, price serves to balance the availablesupply with the desire of and ability to pay by customers. Price in itself, there-fore, is a rationer of product.
* Price levels in the meat-packimig industry result from the competitive workingback of consumer demand for any given supply of meat, in a disassembling oper-ation-quite in contrast to many other products-in an assembling operation,for which prices can be established by taking a forward look at costst the volumea- given price will sell, the attitude of competitors, and similar factors.In periods of declining consumer incomes, the situation described above iscompletely reversed. Under such conditions, the retailers find that they havegreat difficulty in selling the stocks of meat in their coolers. They, therefore, buymore sparingly from meat packers. The meat-packers immediately notice thattheir perishable products are not moving into trade channels as rapidly as theyshould and, unless supply decreases (over which they have no control), they areforced to reduce meat prices, which is reflected back into livestock prices, to apoint where retail buyers and, in turn, meat customers again will be attracted.In other words, as soon as wholesale prices have declined sufficiently, retailersagain become ready buyers because they can offer attractive bargains to fit theshrinking pocketbooks of their customers.
Additional evidence of the close relationship between meat consumlptioin andincome is shown in the following table titled "Mleat Consumption by Income
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Groups." This table shows the estimated:quantity of and expenditure for meats

and lard purchased for preparation at home by wage earners and clerical work-

ers for 1 year.

Meat consumption by economnic.groups-estimated quantity 'of and expenditure
for meats and lard purchased for preparation at homte by wcage earners and
clerical workers for 1 year, by consumption level

114,469 white and Negro families in 42 cities in 1934-36]

Average quantity purchased
per person In year

I

Item
All

fami-
lies

Families with total
annual unit ex-
penditure for all
goods and services
of- I

Udr$400 $600
Unde to and

$40 $000 over

Average expenditure per
person in 1 year

Families with total
annual unit ex-
penditure, for all

All goods and services
fami- of-
lies

Under $400 $600Udr to and
$400 $600 over

2.39 1.29 2.48 4.72
1.47 1.03 1.75 1.99
1.05 .89 1.14 1.26

1.88 1.31 1.94 , 3.06
1.13 1.03 1. 18 1.24
.62 .46 .71 .81

.84 .79 .93 .82
.13 .13 .12 .15
.36 .31 .35 .47
.44 .32 .53 .55

Beef:
Fresh:

Steak:
Porterhouse, sirloin-
Top round -- ----
Other -- ----------

Roast:
Rib -----------------------------

.Chuck-
Other

Boiling:
Chuck-
Plate ----- --- ---------
Other -

Other beef --------------
Veal:

Fresh:
Steak, chops-
Roast -- -------------------
Stew-

Lamb:
Fresh:

Chops-
Roast- - ---------
Stew-

Pork:
Fresh:

Chops-
Loin roast ------------------

-Other -
Smoked ham:

Slices-
Whole or half - -------------
Picnic -- -------------------

Cooked ham-
Bacon, smoked -
Salt side of pork-
Pork sausage ----------------------
Other pork-

Other fresh meat-
Miscellaneous meats:

Bologna, frankfurters-
Cooked tongue - ----
Liver-
Other meat products-

Total meat-

Lard - ------------------------------

7.7
5.3
5. 1

7. 6
5.3

-2.5

4.4
.8

2.0
1.9

4.1
2. 8
1.6

3. 1
4.0

*1.6

16.8
4. 2
2.8

H3.3
1. 1
1£8
6.2
1.4
3. 0
.9
.1

7.7
.2

2 1
1.0

103.9

9. 6

Lb. Lb.
4.5 8.4
4.0 6.3
4.7 5.2

5.7 7.8
51 56
2.1 2.9

4.4 4.7
8 .7

18 1.9
1.5 2.3

2.8 4.6
2.3 3. 1
1. 5 1.6

1.6 3.5
2.3 5.5
1.5 1.7

5. 2 7.4
3. 3 5.0
2. 7 3.1

1. 1 1.5
2.2 3.6
1.1 1.1
1. 3 1£8
4.7 6.7
1 7 1 1
2.3 3.4
1£0 .8
C') .1

7.4 8.0

1. 8 2. 2
.9 .9

83.4 112.6

10.3 9.3

Lb.14.72
7.0
5.6

11. 5
5.7
3.2

3.9
27

2.3
2.3

6. 2
3.5
1.8

6.2
5.4
1.7

9.5
5 2
2.8

2.3
4.8
1. 3

*2. 7
8.8
.9

4.0
.9
.2

7.8
.3

2. 5
1.4

136. 6

I8.6

1.12
.64
.30

.94

.94
30

1.92
1.05
.60

.48

.85
.25
.79

2.04
.27
.76
.17
.03

1.84
.06
.51
.27

26.44

1.48

.69

.49

.27

.44
448
27

1.42
.75
.54

.32

.56

.22
.56

1.42
.33
.54
.18

.01

1. 65
.03
.35
.23

19.31

1.56

1.28.
.70
.31

..05
1.34
.33

2.09
1.23
..63

.52

.99

.26

.79
2.25
.22
.88
.17
.03

1.91
.05
.35
.27

1.87
.84
.37

1.91
1.34
.35

2.78
1.41
.64

.80 .
1. 27
1. 29

3.11
20

1.07
.19
.06

1.93
12

.78

.40

28.98 38.09

1.45 1.39

X Less than 0.05 pound.

Source: Money Disbursements of Wage Earners and Clerical Workers, 1934-36. Bull. No. 639.

An -increase or decrease in meat prices, as a result of changes in supply and

demand; through the process described above, is reflected promptly by competition
intn tho nriee of meat animals. A chart, titled "Wholesale Meat and Livestock

Prices, Production Workers' Pay Roll, and Per Capita Meat Consumption," to be



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 545,

referred toilater in this statenient, will' Srih odt this dlosd rdldtionship'between'
meat prices and the price of livestock. Of course, livestock prices also are
affected by returns received for lard, hides, and other byproducts of the industry,
Furthermore3 the total dollars whichD.meat packers take in from.the sale of meat
and byproducts obviously must cover all of the expenses of processing. and
distribution services, as well as paying farmers for their livestock. The table
below shows the distribution of the wholesale meat dollar.

- -- Distribution-of the wholesale meat dollar

1939 1945 1946

Percent Percent Percent
Total - 100.0 i00.o0 100.0

Livestock and other raw materials -72.3 75.1 73.7
Gross margin-27.7 24.9 26.3

Wages and salaries - - 14.1 . 12 0 - 12.1
Supplies, containers - - 3.3 4.5 4.0.
Transportation - -3.8 2.0 2.0
Taxes-, -------------------------------------- i.1 1.6. 2. 2
Depreciation - - - 1.0 . - .6 .5
Other charges - : 3.2 . 3.3 3.6
Net earnings - 1.2 .9 1. 9'

The figures for 1939 are taken from a report published by the United States
Department of-Agriculture.2 The figures for 1945 and.1946 are for 62 companies,
constituting~about three-fourths of total sales volume of all wholesale slaughterers,
as collected by the American Meat Institute.

During recent years, farmers have received a larger. part of the meat packers'
sales-dollar than in 1939. This is due to the fact that some'costs have not gone'
up proportionately by the same amount as.livestock prices have increased. Also,.
meat packers have handled a much larger meat~yolume than prewar, which means
that the unit cost of depreciation and some other charges are lower.

There is no -way to decide in advance just what proportion of the meat dollar
farmers-should receive, or whether the figure-istoo high or too low in any year.
It is definitely to livestock producers' advantagd to have livestock products used
more widely, and additional processing expenses and sales efor~t may bring farm-
ers a greater total dollar income from livqstock,-;since consumers get better prod-
ucts. In other words, increased expenses for'a better product or more service at
the packing plant level actually, can add to- total-product values, even though these
expenses reduce the proportion -going to farmers. Thus a moderate decline in the
proportion of the individual wholesale meat dollar going back to livestock raisers
may actually mean a net gain in total income to farmers.

The small amount which the meat7 packing industry has been able to retain as'
profit may be best illustrated by a study of the United States Department of
Agriculture,2 showing that in 1939-packers' profits from 'all sources averaged 15
cents per hundred pounds of live weight on livestock handled. This corresponds
to -16 -cents- and-41 -cents for major -packing companies for 1945 and 1946, respec-
tively. ,Since these figures even include earnings-from nonmeat products, it is
clear that the earnings of meat packers do not appreciably affect livestock prices.

A National City Bank letter recently summarized the services of the meat-
* packing indutry as follows - '

"The record of American meat packing in mass production and distribution,:
maintenance of quality standards, recovery of byproducts, and low cost to the
public is probably unexcelled by any industry in any society whether capitalist,
socialist, or communist."

Competition among some 4,000 commercial meat-packing companies for fari-
ers' livestock and for retail sales outlets will continue to keep livestock prices as
high, and product prices as low, as is-consistent with (1) the supplies of meat
available, (2) the funds which consumers are able and willing to spend for meat,
and (3) the expenses of performing the necessary processing and distribution
services.

- 2 Bjorka, Knute, Marketing Margins and Cost for Livestock and Meat, U. S. Department -
of Agriculture Technical Bulletin No. 932, January 1947.
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II. HOW SUPPLY AND DEMAND HAS AFFECTED MEAT PRICES SINCE OPA PRICFE FIXING
WAS ENDED

An explanation of the factors affecting meat prices since OPA was ended can
best be made by reviewing a number of charts and tables that show the various
aspects of the supply and demand situation since that time. These charts and
tables will show clearly that meat price fluctuations are largely the result of
changes-in consumer incomes, including pay rolls and number of'people employed,
and changes in the available supply of meat.

Retail meat prices were about double the 1939 level, aording to the latest
survey (May 1947) in 51 cities, by the Bureau of Labor Statistics, but average
weekly earning of production workers were more than double the 1939 level, and
due to the increase in number of workers employed, weekly pay rolls of produc-
tion workers were over triple that in 1939. When consumers have jobs and high
real income, they are especially eager and more able to buy meat.

Let us first look at the chart on the next page which shows wholesale meat and
livestock prices, production workers' pay rolls, and per capita meat consumption.
This chart demonstrates the clkse relationship between sulply and demand factors
as they have affected-meat prices in the past years, and'smice OPA prices were re-
moved.

Now, let us take a look at the trend in retail meat prices. The Bureau of
Labor Statistics collects retail meat prices,- along with prices of various other
commodities, in 51 cities. Since it takes some time to compile the individual
price data, the latest official information available is for the month of May.
However, it was shown in the previous chart that the wholesale price index,
as published by the Bureau of Labor Statistics, has advanced less than 5 percent
since mid-May.

The table on the next page shows the United States average retail meat prices
for nine principal cuts of meat'for recent months, as well as the calculations of-
the realistic cost of meat, which were presented before several congressional
committees and the Price Decontrol Board about a year ago.

While meat prices on the average have advanced since OPA controls were
lifted, the increase in real cost of meat to consumers has not increased as
much as a comparison of current prices and fictitious OPA ceilings would
indicate. In fact, when allowance is made for black-market overcharges, as
determined by independent market research agencies, and the subsidies that
consumers paid indirectly in their tax bills-some meat cuts, including ham-
burger and chuck roast, are actually selling at, or below, the actual cost of
meat to consumers under OPA.

(The table referred to is as follows:)

Retail meat prices in the United States, by cuts, under price control and by
months, November 1946-May 1947

ICents per poundl

During price control I .After price control 2

Aver- Total - 1946 1947
CotsliPA Cost age cost to

prciin of sub- over eon- No- De- Jan- Feb-
(pr cS sidy (b) charge oumers vein cern nary mary March April May

Cal ~~~~(e) her her

Beef:
Round steak - 41.8 11.3 12.7 65.8 65.6 64.3 66.0 65.8 68.2 68.4 69.3
Rib roast -36.6 8.8 9.9 55.3 55.9 55.2 55.9 55.4 56.5 56.3 56.8
Chuck roast - 29.4 7.9 9.1 46.4 47.1 46.3 46.6 45.1 46.4 45.6 45.9
Hamburger- 29.4 8.0 6.6 44.0 43.1 41.4 41.1 40.2 40.3 40.1 40.4

Veal: Cutlets -45.2 5.1 13.2 63.5 70.3 69.7 72.7 75.2 77.8 77.3 78.5
Lamb: Leg of lamb.. 42.3 9.5 2.9 54.7 62.3 59.4 61.6 60.8 62.0 60.6 61.2
Pork:

Chops -37.5 5.6 4.1 47.2 66.5 57.7 60.0 63.2 - 72.1 66.6 70.6
Sliced bacon - 40.8 6.1 3.9 50.8 76.1 75 2 71.5 68.9 77.0 72.4 69.0
Sliced ham- 5l1 7.7 14.6 73.4 84.8 83:7 83.1 83.6 92.9 90.2 89.6

I Calculated by the American Meat Institute, using (a) OPA ceiling prices for cuts comparable with
those for which the Bureau of Labor Statistics collects retail prices, (b) additions for subsidie prorated by
retail cuts paid .to offset roll-back in retail meat prices and to encourage production, and (c) average over-
charge for cuts of meat as shown by survey of meat prices in 11 cities made by independent market research -
agencies during February and March 1946.

2 United States average prices for meat collected by Bureau of Labor Statistics in 51 cities.
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AMERICAN MEAT INSTITUTE
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"Another approach to evaluating the' current level of meat prices is to relate
them directly to weekly earnings of production workers in the manufacturing
industries. The following table shows the pounds-of-meat equivalent of 1
week's earnings . that could be purchased with the weekly earnings of manu-
facturing workers in May 1939, as compared with weekly earnings in May 1947.

This table'shdws that the weekly earnings of an average production worker,
as reported by BES, in May 1939, was equal in value to 100 pounds of chuck
roast,. 66 pounds of round steak, or 79 pounds of rib roast. This compares
with weekly earnings in May 1947, which, according to the Bureau of Labor
Statistics' figures, were equal in value to 106 pounds of chuck roast, 70 pounds
of ibund steak, or 86 pounds of rib roast. - In fact, 7 percent of an average in-
dustrial production worker's weekly earnings-in May 1947 would have bought
more meat in the case of five of the seven cuts than could have been purchased
with 7 percent of the weekly wage in May 1939.

(The table referred to is as follows:)

Retail meat prices and calculated pounds-of-meat equivalent of manufacturing
- * workers' wekly earnings .

United States average Pounds-of-meat equiva-
price per pound I lent of l week's earning '

Cuts . _ _-

May 1939 May 1947 May 1939 May 1947

Beef: Cents Cents Pounds Pounds
Round steak -36.0 69.3 66. 2 70. 5
Rib roast -- - ---- ---- -- ------------------- 30.1 56.8 79.2 a 86.0
Chuck roast ------- 23.8 45.9 100.2 '106.4

Lamb:
Leg of lamb - 30. 2 61.2 78.9 3 79.8

Pork:
Pork chops --------------------- 30. 7 70.6 _77.6 4 69. 2
Sliced bacon -32.2 69.0 74.0 4 70. 8
Sliced ha -46.7 89.6 51.0 3 54. 5

I Source: Bureau of Labor Statistics, United States Department of Labor.
2 Calculated from average weekly earnings of workers in all manufacturing industries, published by the

Bureau of Labor Statistics as follows: May 1939, $23.84: May 1947, $48.86.
5 More.
4 Less.

A final factor contributing to the current meat price situation is the large
quantities of feed grains exported from the country during the past year. A recent,
report of the Cabinet Committee of World Food Problems indicated that the
United States had exported 4,538,000 long tons of grains other than wheat. Since
a short ton of feed grains will! feed two hogs to market weight, and since each
hog will contribute about 140 pounds of meat, exports of grain, other than wheat,
have reduced per capita meat supplies by about 10 pounds, assuming this feed
would have been fed to meat animals.' Exports of wheat to the extent of
10,520,000 long tons also have contributed to keeping meat supplies smaller than
they otherwise would have been.

Exports of meat, on the other hand, amounted to 224,000 long tons, 6r about
3'/2 pounds per capita. However, in recent months exports of good and commercial
grades of beef have amounted to about 15 percent of these two grades of beef
produced under Federal inspection, definitely affecting prices of these-important
retail grades of-beef.

III. FACTORS AFFECTING THE OUTLOOK FOR MEAT PRICES IN THE PERIOD AHEAD

Meat prices, in the period ahead, will continue to be affected by various supply
and demand factors.' Obviously, these factors cannot be forecast with an absolute
degree of accuracy, but it is possible for us to make some estimates of probable
supplies, and to take a look at some of the factors affecting the demand for
meat in the period ahead. The following tables and charts are virtually self-
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explanatory. The facts shown in each of-the tables and charts will be discussed
orally:

(a) Per capita civilian consumption-by types of meat.
(b) Per capita civilian consumption-annual rate by quarters.
(c) Federally inspected average weekly meat production.
(d) Beef cows-Where they are-How they have increased since prewar.
(e) Map of the pig crop-with States sized to give all pigs equal space.
(f) Stock sheep-Where they are-How numbers have changed since prewar.
(g) Meat production-and consumption from total United States.slaughter, 1899-

1947.
(h) Consumer demand for meat during the remainder of 1947 and into 1948.
(i) Meat prices versus commodity prices.
(The tables referred to are as follows:)

TABLE I.-Per capital civilian consumption, by types of meat
- 1 [1947 compared with 1946 and 1939-41 average]

1947 1

-________ __ Annual . Annual

Item Percent change from- rate, rate,
Annual _- . - 1946 2 1939-413

rate
1946 Average

Pounds Pounds Pounds
Beef-70.0 +16 +24 60.5 56.5
Veal - -- - 10.0 +1 +33 9.9 7.5
Lamb and mutton -6.0 - 10 -10 6.7 6. 7
Pork (excluding lard) - 69.0 -9 +2 75.7 67.7

Total meat- 155.0 +1 . +12 152.8 138.4
Lard ----------- 14.9 +33 +6 11.2 14.1

I Estimates by the American Meat Institute have been developed chiefly from nusmber on farms, pig
crops, storage stocks, Government allocations and other data published by the U. S. Department of Agri-
culture and other Government agencies: July 14, 1947.

2 Bureau of Agricultural Economics, U. S. Department of Agriculture.

TABLE II.-Per capital civilian consumption, annual rsate by quarters

[1947 compared with 1946 and 1939-41 average i]

1947

Annual Annual
Item Percent change from- rate, rate,

Annual -_______________ 1946 1939-41
rate

1946 Average

Pounds Pounds Pounds
January to March -161 -1 +18 162 137
April to June- 150 +8 +12 . 139- 134
July to September - 146 +7 +8 136 135
October to December -165 -6 +11 175 149

Year - 155 +1 +12 153 138

I Estimates by the American Meat Institute have been developed chiefly from number on farms, pig
crops, storage stocks, Government allocations and other data published by the U. S. Department of Agri-
culture and other Government agencies: July 14. 1947.

, ~ : p r I
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Federally inspected average weekly meat production
[1947 estimates compared with 1946 and 1939-41 average]

1947

I 1 ~~~~~~ ~~~~~~~1946- 1939-41
Item Percent change from- million average-

_946 I Average

Beef:
January-Maroh-
April-June
July-September .
October-December .

Total, January-December

Veal:
January-March --
April-June -- -------------
July-September .
October-December

Total, January-December .

Lamb and mutton:
January-March
April-June -.-.-.-.-.-.---
July-September
October-December -- ------

Total, January-December ---

Pork:
January-March :- -
April-June -- ----------
July-September .
.October-December

Total, January-December --

Total meat:
January-March .
April-June
July-September- --.
October-December .

145.8
1146. 6
1 142. 3
1 150. 0

+23
+83
+35
+12

+61
+48
+37
+40

118.1
77.9

105.2
134.5

90.3
96.1 -

104. 1
107. 3

1145.2 +33 +46 109.0 99.4

13.5 +48 +39 9.1 9.7
114.6 +82 +33 8.0 11.0

18.5 +32 +61 14.0 11. 5
'16.9 -7 +40 18.2 12.1

115.9 +29 +43 12.3 11.1

14.1 -28 -1 19.7 14.2
113.6 -11 +5 15.2 13.0
113.5 -7 -1 14.5 13. 6
114.6 -8 +2 15.9 14. 3

113.9 -15 +1 16.3 13.8

143.6 -6 +18 153. 1 121. 7
1126.4 +7 +14 118.4 U10. 5
1107. 7 +20 +12 89. 5 96.0

160.8 +7 +10 149. 9 146. 5

1134.6 +5 +13 127.7 118. 7

317.0 +6 +34 300.0 235. 9
l 297. 2 +35 +29 219. 5 230.6
1282.0 +26 +25 223. 2 225. 2
1342.3 +7 +22 318.5 280. 2

Total, January-December . 309.6 +17 +27 265. 3 243.0 1

I Estimates by the American Meat Institute were developed chiefly from data published by the U. S.
Department of Agriculture and other Government agencies.

Source: Livestock, meats, and wool market statistics and related data, 1945, and livestock, meats, and
* wool market reviews and statistics, 1946 and 1947 weekly reports, U. S. Department of Agriculture.
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Meat production and consumption from total United States slaughter, 1899-1947

Beef Veal Lamb and mutton Pork.(excludii

Consumption Consumption Consumption Consu
Year Pro- ________ Pro-, ________ Pro- __ ________ Pro-

due- . due- due- due-
tion Total c~Per tion Total 6Ppr tion, .Total- Ppr .tion Total

t 1' Toa tio I- Pe I I -capita capita capita

Million Mifllion Million .f{illion Million Million . Aillion Million
pounds pounds Pounds pounds poutnds Pounds pounds pound.s Pounds pounds pounds

1899 ------------- 5, 522 5,029 67.2 387, 387 5. 2 487 487 6.5 6, 310 5,370
1900 _-- __-_------_-_- 5,628. 5,104 .67.1 . 397 397 5.2 493 493 6.5 6, 329 5,476
1901 -------------- 5,814 5, 26,6 67.9 422' 422 5.4 548 548 7.1 6, 357 5,493
1902 ___-- ---- __-__-5,649' 5,148 65.0 476 476, 6.0 564 560 7.1 5,936 5,288
1903 _-----_------- 6, 240: 5, 710 70.8 492 492. 6.1 663 560 7.0 6,067' 5,499
1904 --------------- 6,176 5,719 69.6 491 491 6.0 538 537 6.5 6,387 8,803
1905 .----- _----- 6,504 5,973 71.3 556 556 6.6 530 529 6.3 6,629 8, 945
1906 - _ ------------- 6,537 6,087 71.3 598 98. 7.0 - 543 542 6.3 6,973 6,065
1907 _ ----------- - 6, 544 6,140 70. 6 - 626 626 7.2 553 552 6.3 7,059 6, 442
1908 _----_-- ------ 6, 662 6, 393 72.1 637 637 .7.2 559 557 6.3 7,535. 6,898
1909 2 -_---.-------------- 6,915 6,713 74.2 660 660, 7. 3 -608 606 6.7 6, 557 6,064
1910 _._-_-_--- __-___ 6,647 6,508 70.4 667 667 7.2 897 595 . 6.5 6,087 6, 756
1911 _ ------- _--- - 6, 549 6, 426 68.5 666 666 7. 1 693 690 7.3 6, 961 6, 482
1912 __---_-- ------_ 6,234 6,153 64.5 662 662 6.9 735 730 7.7 6,822 6, 357
1913 _-----_- --- .6,182 6,157 63.3 608 608 6.3 706 701 7 2 6 979 6, 501
1914 _ ----- - . 6, 017 6,143 62.0 569 572 6.8 693 708 7.1 6,824 6,454
1915 _---_-_------_-_ 6,075 5,669 56.4 590 591 5.9 605 612 6.1 7, 616 6, 690
1916 ------- ------- 6, 460 6, 004 58.9 655 656 6.4 585 595 5.9 8,207 7, 037
1917 3 -------- 7, 239 6, 687 64.7 744 745 7. 2 463 463 4. S 7,055 6, 093
1918 ----------- - 7, 726 7,167 68. 5 760 761 7. 3 506 499 4.8 8, 349 6,384
1919 _-----_---6, 756 6, 462 61.5 819 824 7.8 590 898 5.7 8, 477 6, 712
1920 ----------- - 6,306 6, 294 59.1 842 852 8. 0 538 579 5.4 7, 648 6, 765
1921 --------------- . 6,022 6, 025 55. 8 820 825 7. 6 639 661 6.1 7,697 7, 029
-1922 _--___-- ___--- - 6, 588 6,602 89.1 852 858 7.8 . .553 564 5.1 8,145 7, 238
1923 _-- ____---____ 6, 721 6, 671 59.6 916 919 8.2 588 593 5.3 9, 483 8,309
1924 ___-_-_--___-_-____ 6,877 6, 785 59.5 . 972 977 8. 6 597 596 5.2 9,149 8,451
1925 _- __-- ---------- 6,878 6, 888 59.4 989 993 8:6 603 605 -- 52 8,128 7, 734
1926 _____--__-_-_-_-7,089 7, 074 60.3 955 958 . . 8.2 639 . 637 ._5.4 7, 966 7,528
1927 ------------------- 6,395 6,485 54. 5 867 875 7.3 629 631 5.3 8,430 8, 058
1928 _-___----________---- 8 ,771 5, 872 48.7 773 782 6.5 663 664 5.5 9,041 8, 544

1 Includes lard entering into manufactured products.
2 Per capita consumption revised, using the Bureau of the Census' revised population estimates.

_ . 3 Consumption figures for 1917-19, include military consumption as adequate data for separation are not available.

ig lard) All meats Lard I

imption Consumption Consumption
l | caPro- | Pro- |_capita

djue- due-
Per tion Total Per tion Ttl Per

capita _capita TtlIcapita

. 0
60

t0
99

P°71.d8
71.9
70.866.8
68.2
70.6
70.9
71.0
74.1
77.7
67.0
62.3
69.1

66.7
66.9

65.1
66.5
69.0
88.9
61.1
63.9
63.6
64.8
65.8
74.2
74.0
66:8

.64.1
67.7
70. 9

Million
pounds
12, 706
12,847
13, 141
12, 625
13, 362
13, 592
14,219
14, 471
14, 782
15,393
14, 740
13,998
14, 8G9
14, 453
14,475
14, 103
14, 886
15, 907
15, 501
17, 341
16, 542
15,334
15, 178
16, 138
17, 708
17, 695
16, 598
16, 649
16,321
16, 248

.5illion
pounds
11, 273
11,470
11, 729
11,472
12, 261
12, 550
13, 003
13, 292
13,760
14, 488
14,043
14, 526
14,264
13, 902
13, 967
13, 877
13, 562
14,292
13, 988
14,811
14, 596
14 490
14, 540
15,162
16, 492
16,809
16, 220
16, 197
16, 049
15,862

Pounds
150. 7
150. 7
151.2
144. 9
152.1
152.7
155.1
155.6
158.2
163. 3
155. 2
146. 4
152.0
145.8
143. 7
140.0
134. 9
140. 2
135. 3
141. 7
138.9
136.1
134. 0

.137. 8
147. 3
147.3
140. 0
138. 0
134.8
131. 6

Million
pounds

1,679
1,653
1,650
1,493
1, 529
1,638
1, 742
1, 735
1, 790
1,911
1, 628
1, 553
1, 747
1, 658
1, 653
1, 554
1,689
1, 706
1, 451
1, 899
1, 920
1, 958
2, 108
2,302
2, 718
2,660
2,153
2, 206
2, 263
2, 458

Million F
pounds Pounds Od

954 12.7
1, 002' 13.2

997 12.9 6
956 32:1 z
952 11.8 '-

1, 031 12.5 7
991' 11.8

1,002 11.7
1,146 15 2
1,277 14 42
1,127 12.5 X
1,156 12.5 0
1,138 12.1 O
1,102 11.6 Z
1,073 11.0 0
1 090 31.0 0
1 198 51.9 i
13228 12.0 0
1, 091 10.6 .
1, 291 12.3.0
l1,174 112 3
1,319 12.4 >
1, 217 11: 2
1, 6593 13.7 7 .
1,543 147 7 . _
1663 .14: 6

1,463 12.5
1,465 .32. 5
1, 541 12.9 0
1,626 .13. 5 .
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Meat production and consumption from total United States slaughter, 19419-1947-Continued CTT

Beef Veal Lamb and mutton Pork (excluding lard) All meats Lard I

Consumption Consumption Consumption Consumption Consumption Consumption '
Year Pro- _ _ _ _ _ _ __ Pro- _ _ _ _ _ _ __ Pro- _ _ _ _ _ _ __ Pro- __ _ __ _ __ _ Pro- _ _ _ _ _ _ __ Pro- _ _ _ _ _ _ _ _

dueo- .duc- duc- duc- duo- duc- _
tion Total Per tion Total ~~~Per lin Ttl Per tion Ttl Per lion Toal Per tien Total .Per"

TotalcPita on Total capita ton Total capita Total capita Tot capita capita t

I__ sI . I . I - -

Million Million Million Million Million Million Million Million Million Million Million Million

pounds pounds Pounds psounds pounds Pounds pounds pounds Pounds pounds pounds Pounds pounds pounds Pounds pounds pounds Pon do 1 O
1929 ----- ------- 1,871 6,048 49. 7 761 767 6.3 682 685 5. 6 8,833 8,483 69. 7 16,147 15, 983 131. 3 2, 461 1,5908 13. 1 0
1930-------------------- ,917 6,021 48. 7 792 794 6.5 825 824 6.6 8,482 8, 245 66.6 10,016 15,884 128.3 2, 27 1,584 12.8 ed

1931 --------------------- 6, 009 6,026 48. 3 823 823 6. 6 885 886 7.1 8, 739 8,477 68. 0 15, 476 16, 212 130. 0 2,307 1, 706 13. 7
1932 --------- -1---------- 5, 19 5,830 46..4 822 822 6.6 884 882 7.0 8, 923 8, 826 70.3 16,418 16,360 130.3 2,380 1,814 14.4

1933--------------------- 6,440 6,469 51.2 891 891 7.1 852 849 6.7 0,134 8,706 60.6 17,317 17, 005 134.6 2,475 1,772 14.0
1934 4 -8, 246 8, 246 64. 9 1, 239 1, 239 9.7 821 819 6. 4 8, 124 8, 257 65.70 18,830 18, 561 146. 0 2, Q91 1,648 13.0
1935 --------------- - 6 , 605 6, 788 13. 0 1, 022 1, 022 8. 0 877 876 6.8 15,19 6,1550 48.1 14, 423 14, 841 115.9 1, 276 1, 226 9.6

1936 ----- ------- 7,358 7, 442 57.8 1,075 1076 8.3 811 845 6. 6 7,474 7,060 54.8 16, 762 16,423 1
2 7

.S 1, 679 1,449 11. 2

1937 - - ~~~~~~~6, 708 7,107 54. 8 1,108 1,108 8. 6 812 818 6. 6 6,911 7, 185 55. 4 15, 709 16, 258 121.4 1, 431 1,361 '10. 15 s
1938----------- - 6,908 7,058 54.0 994 994 7.6 897 804 6. 9 7, 698 7,1554 17.8 16,479 16,1500 126.3 1,728 1,440 111.0 Z
1939 - -7,011 7,110 14. 4 991 992 7l5 e872 868 6. 6 8, 660 8,474 64.3 17,534 17, 493 132.p8 2,037 1,i671 12.7

1940 an 1------------------- 7,182 7,261 14.7 981 978 7.3 876 874 6.6 10,p044 9,t70 73.0 19,083 18,818 141.7 2, 288 1,024 14.5

1941° C m f--------for-1941-8,5089 8, 024 60.1 1,036 1,003 7.o6 924 906 6.8 9,128 8,911 67.1 19,d7a7 18, 844 141.9 2,228 1,f879 14.2 t

1942----------- - 8,847 8,107 61.3 1,111 1,061 8.0 1,043 946. 7.1 10,876 8, 292 62. 7 21,917 18,410 139.l 2, 401 1,803 13.6 0
1943 - - 8,5175 6, 432 40. 6 1;167 1,045 8.1 1,104 823 6.3 13, 640 9, 647 74. 4 24,m486 17,147 118 4 2,861 1,840 14.2
1944 - -9,115 6, 927 13. 6 1138 1, 598 .12.3 1, 024 819 6. 7 13, 304 0,i362 80. 1 21,181 19, 746 152.r7 3,014 1,874 14.5 Z
1945-------------10, 279 7, 637 18.9 1,.661 1,1528 11.8 1,014 939 7. 2 10, 697 8,1546 61.9 23, 691 18, 650 143.8 2, 066 1,1598 *12.3 0
1946 7-----------9, 378 8, 408 60.15 1, 440 1,376 9.9 970 928 6. 7 11, 173 10,1522 71.7 22, 961 2124 128 2,138 1, 606 12. 0
1947 8----- ------- 10, 600 9, 900 70.0 1, 410 1, 430 10.0 821 800 6.0 10,371 9,750 69.0 23,210 2,80 110 2, 400 2,041 14. 5 .,

4 Includes slaughter under the emergency Government relict purchase program In 1934-35.
1040 and 1941 pork and all meat consumption figures wore adjusted same amount as production was revised tor these years. Revisions will be made when revised figures are

published by the U. S. Department of Agriculture.I
Cnupinfigures for 1941-41, represent civililin consumption only, obtained by subtracting the lend-lease and other exports and military takings, from the total supply.

The per capita civilian consumption was obtained by dividing the total apparent civilian consumption by the total population, adjusted for under enumerationi of children under 5, t:~
less 81 perccnt of the military forces. -

I Consumption and per capita figures are preliminary. -

Estimatedhby the A-merican Meat Institute. H

Source: Bureau of Agricultural Economies. 0
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CONSuMER DEMAND FOE MEAT

The following are some of the principal strengthening factors which are
expected to affect the demand for meat through the remainder of 1947 and into
1948:

1. Employment continues at record levels-60,000,000 employed in June 1947,
compared with the 46,000,000 employed in 1939-an increase of 14,000,000.

2. Weekly earnings now have more than doubled since prewar, and are also at
record levels. In all manufacturing industries, weekly earnings of workers in
May 1947 of $48.86 compare with an average of $23.86 in 1939. Current wage
increases probably will push average weekly earnings over the $50 mark. Real
earnings, after making allowances for the increase in the cost of living, have
declined some from the 1945 peak, but are still up about one-third over prewar,
giving the average consumers considerably more money to spend for items that
are available. -

3. Foreign demand for industrial goods and foods-stimulated by loans of
several billion dollars, and prospects for future loans-has aided in supporting
employment and consumer income. Exports of all goods in May amounted to
nearly $1,500,000,000-equalling an all-time peak. It is difficult to see how this
volume of exports could continue for many months without the development of
a serious shortage of foreign exchange. Therefore, unless offset by substantial
increases in loans-that will take congressional approval-this factor will con-
tribute toward modifying the demand, at least by 1948.

Foreign demand for meat and lard will not be large if limited by Government
allocations, as indicated by the fact that during the first 6 months of 1947 exports
have taken about 3 percent of total production. However, this amounted to about
15 percent of good and commercial grade beef produced under Federal inspection.

4. Farm income of over $24,000,000,000 in 1946, and up nearly one-third (in
the first half of 1947) over a year ago, will furnish purchasing power for a good
sApply of both durable and nondurable commodities throughout the remainder of
1947 and into 1948.

5. Liquid savings backlog will help to maintain strong demand for durable
goods. Bank deposits, plus currency outside of banks, currently amount to about
$165,000,000,000, compared with $60,000,000,000 prewar, and thare are over $30,--
000,000,000 worth of series E United States savings bonds outstanding.

6. .Credit expansion, while at an all-time peak in terms of dollars, still is
increasing at a rapid rate-aiding in supporting the demand for durable goods.

Factors which are expected to modify somewhat the effects of the strong demand
factors listed above are:

1. Increased availability of durable goods,' including household appliances,
automobiles, etc., will absorb a larger part of consumer buying power, leaving
less for meat and related items. This factor will become of growing importance
throughout the remainder of 1947 and 1948. Increased rents will also affect
consumer buying power.

2. Increasing, inventories of some goods may result in temporary unemployment
and reduced incomes of persons engaged in these industries. Many of our major
industries, however, such as iron and steel, automobiles, machinery, and paper
still are not able to meet current demand.

3. Record peacetime physical output of goods will tend to lower prices, espe-
cially in some lines. The index of physical industrial production during the first
5 months of 1947 was nearly 90 percent over prewar. This increase in physical
output, even after allowing for the effect of exports, soon should result in such an
increase in supplies of consumer goods that lower prices will follow, keeping in
'mind that real consumer incomes are up, on the average, about 'one-third over
prewar.
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SUMMARY

1. Meat price fluctuations are largely the result of changes in real consumer
incomes, including pay rolls and number of people employed, and changes in the
available supply of meat for consumption and for export. Retail meat prices
'were about double the 1939 level, according to the latest survey (May 1947) in
51 cities, by the Bureau of Labor Statistics, but average weekly earnings of
production workers were more than double the 1939 level and, due to the increase
in number of workers employed, weekly pay rolls of productipn workers were
over triple that in 1939. When consumers have jobs and high real income they
are especially eager and more able to buy meat..

2. These supply-and-demand factors are reflected promptly in meat prices
and, in turn, in livestock prices, since there is keen competition among some 4,000
commercial slaughterers to buy livestock, over whose volume the meat-packing
*industry has no control, and to sell meat, most of which is highly perishable.
Farmers' costs also have 'increased sharply.

3. The weekly earnings of an average production worker, as reported by BLS,
in May 1939, was equal in value to 100 pounds of chuck roast, 66 pounds of round
steak, or 79 pounds of rib roast. This compares with weekly earnings in May
1947, which, according to the Bureau of Labor Statistics' figures. were equal in
value to 106 pounds of chuck roast, 70 pounds of round steak, or 86 pounds of rib
roast. In other words, production workers could buy more of these items with
their current weekly incomes than they could buy with their weekly incomes in
1939.

4. While meat prices have advanced since OPA controls were lifted, the increase
in real cost of meat to consumers has not increased as much as a comparison of
current prices and fictitious OPA ceilings would indicate. In fact, when allow-
ance is made for black-market overcharges, as determined by independent market
research agencies, and the subsidies that consumers paid indirectly in their tax
bill, some meat cuts, such'as chuck roast and hamburger, according to the latest
Bureau of Labor Statistics price data (May 1947), are actually selling at, or
below, the actual cost of meat to consumers under OPA.

5. Meat prices have advanced since January 1947 as a result of:
(a) A seasonal decrease of 10 to 15 percenit in per capita supplies of meat;
(b) A further increase in weekly earnings of production workers, of

about 4-percent, to an all-time high; and
(c) A record all-time peak of 60,000,000 employed-up about 4 percent

'from January 1947.
The decrease in seasonal per capita meat supplies results largely from a normal
seasonal drop in'livestock supplies, which lowers meat production, and from the
fact that current storage stocks of meat are smaller than the prewar average.
For example, meat production under Federal inspection last week (week ending
July 12) was 295,000,000 pounds. This compares with the production during the.
peak week of the year (week ending January 18) of 421,000,000 pounds. Meat
production last week, therefore, was nearly one-third below the peak for the year.

6. Per capita meat consumption for 1947 is expected to be about 155 pounds,
the largest since 1909. However, during the Government's fiscal year, ending
June' 1947, exports 'of grain, other than wheat, have reduced per capita meat
supplies by about 10 pounds, over what they otherwise could have been, had an
equivalent amount of feed been fed to meat animals. Exports of meat, on the
other hand, have amounted to only about 3% pounds per capita-although .in
recent months exports of good and commercial gyade.beef have amounted to

:about 15 percent of these grades of beef produced under Federal inspection.
7. Net earnings in the meat-packing industry make no appreciable. difference in

the price consumer pays for meat. For example, last year earnings averaged
about 2 cents on each dollar's worth of product sold-or less than a fraction of a
-cent a pound.

8. A seasonal increase in livestock marketings by fall and winter is expected
to increase available supplies of meat by about 15 percent, which, unless offset by
further wage increases and other demand factors, is expected to lower prices mod-
erately from the levels prevailing this summer.

9. The present unfavorable outlook for feed grains, as compared with a year
ago, and prospects for large grain exports, are expected to prevent the increase
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in meat production that seemed probable in 1948, and may actually result in
some decrease, depending upon the effect of weather conditions on the corn crop
throughout the remainder of the growing and maturing season.

10. The long-range outlook for uieat supplies appears more favorable than the
short-range outlook analyzed in this report. Hybrid corn and wider use of
improved varieties of seeds for other feed grains, hay and pasture, further
inprovement iin machinery and equipment, and further reduction in horse and
mule numbers, is expected to increase even more the future supply of feed for
meat animals. Then, too, it appears probable that livestock production techniques
will undergo rapid inur;oveinonts in the near future, and that the public has
become more conscious of the value of meat in the diet. All in all, this should
mean more meat for consumers in the years ahead.

STATEMENT OF W. RANDOLPH BURGESS, VICE CHAIRMAN,
NATIONAL CITY BANK, NEW YORK, N. Y.

Mr. BURGESS. Mr. Chairman, in his economic report to the Congress
on January 8, the President included as one of the means of achieving
economic stabilization a "wise management of the public debt."

Since I am chairman of the committee on public debt policy, it seems
appropriate that I might at this time summarize the conclusions that
we have reached up to this point.

The CFIAIRM3AN. What is that committee, Mr. Burgess?
Mr. BURGESS. It is a committee organized a year and a half ago

under a grant by the Falk Foundation, consisting of a group repre-
senting different interests.

I will read the list of the committee.
The CI-IAIRM3AN. YOU might put the list of the committee in the

record, together with the advisers to the committee.
Mr. BURGESS. Yes.
(The list is as follows:)

Chairman: W. Randolph Burgess, vice chairman, National City Bank of New
York.

Vice chairman: John S. Sinclair, executive vice president, New York Life
Insurance Co.

Daniel W. Bell, president, American Security & Trust Co.
E. E. Brown, president, First National Bank of Chicago.

* Marion B. Folsom, treasurer, Eastman Kodak Co.
Wesley C. Mitchell, professor emeritus of economics, Columbia University.
Benjamin U. Ratchford, professor of economics, Duke University.
Earl B. Schwulst, executive vice president, Bowery Savings Bank.
George Willard Smith, president, New England Mutual Life Insurance Co.
Levi P. Smith, president, the Burlington Savings Bank.
H. B. Wells, president, Indiana University, secretary to the committee.
Donald B. Woodward, second vice president, the Mutual Life Insurance Co.

of New York.
Advisers to the committee;
Charles C. Abbott, professor of business economics, Harvard School of Business

Administration.
Sherwin C. Badger, second vice president and financial secretary, New England

Mutual Life Insurance Co.
B. H. Beckhart, professor of banking, Columbia University, and director of

research, the Chase National Bank.
Stephen M. Foster, economic adviser, New York Life Insurance Co.
John W. Love, business editor, the Cleveland Press.
Marcus Nadler, professor of finance, New York University.
Roy L. Reirerson, assistant vice president, Bankers Trust Co.
J. H. Riddle, vice president, Bankers Trust Co.
George B. Roberts, vice president, National City Bank of New York.
Murray Shields, vice president, Bank of the Manhattan Co.
Arthur P. L. Turner, Jr., economist, Bankers Life Co., Des Moines, Iowa.
Director of research: James J. O'Leary, associate professor of economics, Duke

University.
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. Mr. BURGESS. Mr. Folsom, who speaks after me, is a member. Mr:
Lew Douglas was a member before he became Ambassador to the
Court of St. James. Mr. Lee Wiggins before he became Undersecre-
tary of the Treasury, and Mr. Robert Garner before his appointment
as Executi'e Vice President of the International Bank.

The CnAIRMAN. You are staffing the Government.
Mr. BURGESS Staffing the Government, yes.
This will summarize in very brief form what seems to me the con-

ciusions arrived at.
I might say that the fourth of our studies is being released this

afternoon and copies are before you. I think most of you are familiar
with 6ur trade-mark, which is a chart of the national debt from the
beginning. There have been three studies published heretofore.

There is liftle or no danger the Government will default on its obli-
gations, for the Government itself prints money with which all debts,
including its own, are paid.

Senator WATKINS. Do you mean that actually?
Mr. BuiRGESS. Either in terms of currency or credit. It is equivalent

to money and attains the economic results of printing more money,
but it is much more moral.

Senator WATKINS. You simply pay off one debt by borrowing more
money?

Mr. BURGESS. Well, by acquiring another debt of a different kind.
So, the rules-for government are different than those for individuals.

Senator MYERS. Do you subscribe to the theory that it does not
matter because the Government owes the money to itself anyway?

Mr. BURGESS. I do not. It is more difficult for a country to pay a
foreign debt than a debt it owes to its own citizens, but, nevertheless,
it involves collecting taxes. I will come to that in a moment.

Let me repeat the principal danger of so huge a public debt does
not lie, as some people have felt, in national bankruptcy or some sud-
den catastrophe such as might face an individual or a business with
an overpowering debt. There is little or no danger that the Govern-
ment will default on its obligations, for the Government itself prints
the money with which all debts, including its own, are paid.

The dangers rather lie first in the dilution of our dollar. We now
have a great many more dollars than we had, a few years ago, but they
dont buy as much. These dollars are a powerful inflationary force
which threatens at any time to break out in price rises and economic
disorder. Already the cost of living has risen over 50 percent and after
a pause the pressure is again on for further increases. These are
wicked forces which undermine some of the most precious of our
human and economic possessions. They undermine thrift; they un-
dermine the well-being of the middle classes, which is the greatest
strength of any civilization:

The second danger is that the management. of the huge debt will
dictate such controls and such regulation of our life that it will
strangle the growth of our country and rob us of some of the hiuman
freedoms which we treasure. This would be the consequence of long
continued, excessive taxation, or of the freezing of interest rates at
an artificially low level so that they could not perform their normal
economic function. This in turn' would encourage the use of more
direct Government controls over the country's economic life, such as
are today hamstringing the countries of-Europe.
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I may say I am just back from a trip abroad, and one thing which
impresses you enormously is the way life over there is tied down by
regulations and restrictions. The British are suffering from an in-
adequacy of manpower and other countries are, and yet you see many
hours wasted by queuing up, which is the result of regulation.

Based on the studies of our committee, I suggest the following
points in a program for a wise management of our public debt.

1. Control the budget: The first step in dealing with the debt is
to get the national budget under control. The President found it
necessary to lay before the Congress in January a 371/2-billion budget.
This budget is four times as much as in the biggest peacetime spend-
ing years before the war. The budget would'provide for the Gov-
ernment's controlling and spending between 20 and 25 percent of all
the money the people of the United States earn, that is, the total
national income.. Even this huge budget made no substantial provi-s
sion for reducing the national debt.

If you add State expenditures that would come up to something
like 30 or 35 percent.

The country is now in the midst of a business boom, with a national
income twice as high as before the war. This boom is supported by
a huge accumulation of funds as a result of war financing, coupled with
a large deferred demand for goods. This combination creates the
boom. We cannot expect the boom to continue indefinitely. There-
fore, a budget barely balanced, at a tax level which places a serious
burden on all the' people and on business, is a budget out of control.
The country's first task in any program of debt management is to
reduce Government spending. I may say that is the unanimous con-
clusion of our committee. We follow the practice in the committee,
not of employing an economist to write the report for us and then
publish it. We have the draft prepared and do not publish anything
we are not all agreed on.

Senator MYERS. May I interrupt you there, Mr. Burgess?
Mr. BURGESS. Yes, sir.
Senator MYERS. I think we are all probably in accord, and I think

everyone in America is in accord with that general principle, but do
you have any recommendation how we may further reduce the cost
of Government? You say the budget is four times as much as in the
biggest peacetime spending years before the war. Do you realize
that today the interest on the debt is $5,000,000,000, which was more
than the entire budget in prewar years?

Mr. BURGESS. Yes.
Senator MYERS. So that statement "the country's first task in any

program of debt management is to reduce Government spending" is
too general. I think most of us are in accord with that, but do you
have any suggestion as to how to reduce it other than is being done
in the present Congress?

Mr. BURGESS. That is a very tough problem. :
Senator MYERS. Of course it is.
Mr. BURGESS.- I have followed the steps. taken, first by the adminis-

tration itself. Before they presented the budget they did a great' deal
of paring, which was done very vigorously. I have, followed the
efforts of the congressional committees to reduce. the budget. It is
:about the toughest thing Congress ever tried to do, particularly at
a time when so much of the budget is a fixed obligation. You cannot
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'reduce interest on the Government debt and you have to meet certain
obligations to the veterans. You have to maintain a strong Army and
Navy.

I am convinced, 'however, that a great deal of saving is possible.
It would be a miracle if it could not be done after so great an ex-
pansion. I do not believe it can be done fully without reconsideration
of policies. You cannot do it all in administration. Some can be
done in administration. The Government machinery is readjusting
rapidly to peace. 'We all know in business that as you make such a
readjustment you can always operate more effectively over.a period.

Some of it goes- back to policy and to the question of 'subsidies.
-You take the very large item of financing expenditures for veterans,
which we all Want to-use as a method of fulfilling our obligation;'
I had two boys in the service, and I am a veteran of World:War Ij.
and if I want treatment at a veterans' hospital, and ask for treatment,
I can get it if I am willing to certify I cannot afford to pay for itJ.
Therefore, two-thirds of the beds 'are filled with veterans who did not
have war-incurred disabilities. It is a form' of socialized medicine..
That is' the present policy. President Roosevelt got it changed for a
few months, but it reverted again. We are going to have to look for
ways to reduce the public debt.

The CHAIRMAN. We hope' w will not spend nearly $11,000,000,000
for the armed services as a permanent matter. You cannot set your
peacetime Army and Navy today as we hope to have it. We hope we
will not spend the $10,000,000,000 or $11,000,000;000 permanently.

Looking at this long-range veterans' program, which includes edu-
cational benefits, international affairs- and financing-

Mr. BURGESS. I may say this study covers those different points.
Senator MYERS. What page is that?
Mr. BURGESS. -Pages 4 and 5.
The CHAIRMAN. So I think it perfectly reasonable to think over

a period of 3 or 4 years the budget will be' substantially less.
Senator MYERS. Yes; but I think the people are misled when we

comparelthis'year with-1939,-because of the interest on the debt ahd
the'expenditures-for national defense, and so: forth. Such a com-
parison unless explained is unfair 'and misleading.

I did not mean to interrupt you.
Mr. BURGESS. The second point in the program is to reduce the debt.

We must begin at 'once to reduce the debt and so lessen the dangers
I'have suggested:: ''There is another' reason why' we' cannot risk con"
tinuing the debt at this high level. We- can never tell when' another
national emergency may arise, and we don't want to be caught then
with so large' a. debt.' -': - - -". l

The amount' of debt retirement should be related to the prosperity
of the country, and in a good year we can and ought to -retire more
'debt than in'a' year of riedu'ced income. The presenit period 'df boom
prosperity is' one- in which' we ought to make a -'66d beginning at
debt retirement. ' ' '

3. Distribute the debt: The national debt is most dangerous when
it is held by therbank§, for in thatfform it adds to the money'supply,
and the money supply is the inflationary factor. You have alrea'dy
had that derhonsfrated in'th6 case of 'meat. If money exceeds goods
it tends to force prices up. So in addition to making every"W''ffort
to reduce the total amount of the debt, it is sound fiscal policy, es-

I
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pecially in times of prosperity, to distribute as much as possible of
the debt into the hands of investors other than banks who will hold
the debt securely out of the current stream of spending.

It was for this reason that the Treasury adopted the policy of
selling savlings bonds to as many people as possible. A wide dis-
tribution of Government bonds in the hands of millions of people
is also a safeguard to the welfare of the Nation, for these bonds
provide a cushion for use by these people in lean years, against de-
pression or unemployment. The continued vigorous sale of savings
bonds is sound policy.

Senator MYERS. May I interrupt you there for a moment?
I raised this question for another purpose in another of our hear-

'ings. I believe that in April and May there were more of these
small E bonds cashed than were purchased.

I surmise from your statement you believe the contrary to be
true. That was something that disturbed me considerably. I thought
that probably because of high prices people were now compelled to
dip into their savings to purchase the articles they needed. It also
indicates that instead of distributing the debt the opposite it oc-
curring.

Mr. BURGESS. For that particular month. If you take the year
as a whole it is very encouraging. As we get away from the war
drives the weakly held bonds have been cashed and now they are
held more firmly. The redemeptions were running about 1 percent
of the amount outstanding per month, which is not bad when you
consider the amount outstanding.

The CHAIRMAN. Are the amount of sales and redemption about
equal?

Mr. BiRGESS. No.
The CHAIRMAN. In January and February the sales were greaterI
Mr. BURGESS. Yes, sir.
The CHAIRM1AN. And later on they were less?
Mr. BURGESS. Yes.
The CHAIRMAN. I wonder for the whole year what it will show.
Mr. BURGESS. The whole year of 1947, to date, the sales of savings

bonds are a billion and a half above redemption. I am giving the
figures from memory.

The CHAIRMAN. They are akead?
Mr. BURGESS. That includes the F and G bonds. For the E's it

ran ahead, but not as much, several hundred million ahead, but the
record has been much better than many people expected. I was
very much concerned.

Senator WATKINS. Do you not think the sales were encouraged by
the psychology created in the war drives "Just hold it and spend it
after the war"?

Mr. BURGESS. We turned the heat on in the bond drives. It was
the way to avoid inflation spirals, and we got people to buy just all
thev could take. Whenever you do that you are bound to oversell
some people.

Senator WATKINS. I was referring more to the sales. Do you not
think they were influenced by the propaganda we put out, namely,
"Buy bonds now and you will have it to buy refrigerators and cars
later"'?
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Mr. BURGESS. Yes. We tried in the wartime campaigns to temper
down that appeal.

Senator WATKINS. As I recall, it was in the public press, and there
were big advertisements spread through the papers.

Mr. BURGESS. There were some advertisements. We censored a
lot of them. I was chairman, of the finance committee for New
York State for two drives. We tried to keep that appeal from being
used.

Senator MYERS. Your point is we should still encourage the sale of
bonds? I -

Mr. BURGESS. Yes, sir.
In addition to the sale of savings bonds it is desirable for the Treas-

ury to be constantly alert to the markets for Treasury lonsterm bonds.
As fast as insurance companies, savings banks, trust accounts, and
individuals have money which they are willing to put into long-term
Government bonds, it is sound public policy for the Treasury to issue
and sell quantities of these bonds adapted to the market.

4. Reduce wartime taxes: At the end of each great war the national
debt has seemed to the people of the day almost unbearable. In some
countries and at some times the fear was justified, and the value of the
currency collapsed. The United States has in the past borne its debts
well, and the main reason is clear; the force of enterprise has been
so powerful and the growth of production and ineome so rapid that
they provided the means to pay debt charges.

Today's debts are heavier absolutely and relatively, and we must
summon to their payment our full resources of energy and ingenuity.
But we cannot do this if energy and ingenuity are held in leash by
Government tax policies. This country has an enormous potential.
Our heritage and tradition of private enterprise has developed pow-
ers of productivity never known before. But our problem is to release
and stimulate these resources, for that is our one best hope to satisfy
this debt without serious damage.

Also production provides the goods people can buy with their ex-
panded money supply and helps restore the balance of money and
goods.

The greatest handicap to productivity in the United States is prob-
ably taxes. Progress depends on the full blossoming of the energies of
millions of business leaders, on their extra exertion, their extra con-
centration. The present tax system penalizes extra effort-lessens the
incentive for going the extra mile. As a wartime measure high tax
rates could not be avoided; in time of peace and facing our present
tasks they ought to be reduced promptly.

There may seem to be a certain contradiction in a program of re-
ducing taxes at a time when debt reduction is so demanding, but we
can do both if we control spending. Above all it must be remembered
that the objective is dynamics. If the reductions renew incentive, and
restimulate enterprise, they will pay or more than pay for themselves.
It was so in the twenties after World War I. Reductions of tax rates
wer-efallowed by increasing tax yields.

5. Unfreeze interest rates: Interest rates have two great economic
functions which they cannot fulfill without some flexibility of move-
ment.

41
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One of these functions is the adjustment of the supply of savings
to the amount required for a dynamic economy. At the moment there
appears to be a glut of money fed from the wartime stream of bank
credit. But in the long run a fair price for money-that is, a reason-
ably high interest.rate-is one of the ways to ensure a flow of needed
savings.
* The second and more immediate function of the interest rate is as
one of the controllers of the flow of credit. In the old days booms were
checked when money ran out, and the signal was a rise in money rates.

Today this whole mechanism is dominated by the central bank and
the treasury in each country. But even central banks and treasuries
can't have their cake and eat it too; they can't exercise controls over
excessive credit expansion and at the same time keep money dirt cheap
for government borrowing.

If we are to avoid the great swings of the business cycle that do so
much damage we must stop freezing interest rates. We can't afford
to throw overboard the response money rates naturally make to over-
extension of credit.

I may say the recent moves that the Treasury and Reserve system
has made to unfreeze bill rates are a very helpful move. I believe it
makes it easier for the Treasury and Reserve System to exercise more
control over credit expansion.

The CHAIDMAN. Do you see any probability or necessity for chang-
ing the 21/2 -percent rate on long-term bonds?

Mr. BURGESS. No; not under present conditions.
The CHAIRMAN. That is adequate?
Mr. BURGEss. I think so.
The CHAIRMAN. As far as you can see?
Mr. BURGEss. The volume of savings is affected by the amount of

money, the credit expansion I referred to earlier. For the moment
there seems to be an adequate amount of savings for the job to be done.
But at this price level everyone needs a lot more money than they
ever did. Whether the 21/2-percent rate over a period of years will
be a high enough rate to draw the savings that you need, we just do
not know yet.

These then are the essential things we must do as a nation if we
wish to stay in control of our national debt; we must control spending
and start paying off the debt; we must distribute the debt just as
widely as possible into the hands of investors and so reduce the infla-
tionary money supply that goes with a floating debt. We must take
every possible step to preserve and to increase the dynamic energy
of our economic life; for that-will make the burden of the debt easier
to bear and will maintain our American heritage of freedom. This
will mean reducing taxes and unfreezing interest rates., If -we do
these things we can grow up to and handle successfully-even the preseiit
large debt.
* The CIIAIR3fAN. We have had an increase in prices and wages which
put it way in excess of 50 percent, and perhaps a more balanced in-
crease than we had after World War I. If that is a permanent increase
it automatically cuts the burden on the debt about a third? -

Mr. BURGEss. That is right.
The CIHAIRMIAN. Would your idea be that we should maintain the

price and wage level at something substantially, if you can, so far as

.. k
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we have the power, substantially above the prewar level as a permanent
new level?

Mr. BURGESS. That is a tough question to answer. I would-incline
to think so. You have considerations on both sides of the question.
The high price level does make it a great deal easier to carry the debt.
There is no doubt about that.

I think on the whole a high price level in this country makes it a
little easier for the other countries to get along. We have all had
inflation. To attempt to back up involves serious difficulty. It is
very nice when you go up, but not so good when you go down. A price
deflation is a difficult thing to do.

The CHAIRMAN. A wage deflation is almost impossible.
Mr. BURGESS. A wage deflation is almost impossible. The economic

board of this country shows there almost has never been a real defla-
tion of wages. There were some dips in it. If you take the wage
index running back for 100 years, when it goes up, it does not come
down. A little dip now and then. So after the Civil War and so
after World War I. You could deflate agricultural prices, yes, and
they are probably too high now. The general price level you cannot.
' I think we have to recognize however that there are some very
cruel penalties in maintaining present price levels. There are people
living on annuities, white-collar people, whose wages go up more
slowly.

The CHAIRMAN. There has been a more general increase in those
groups. of wage earners too?

Mr.BtuRGEss. Yes, sir.
Senator MYERS. If we can reduce the price level you think we should,

do you not?
Mr. BURGESS. No; the general price level, I am not for that.
Senator MYERS. Many withesses have appeared before us from in-"

dustry and have said increased production'will'reduce prices.
Mr. BURGESS. Yes; it will in a specific line. The long history of this

country is reduction in'prices of manufactured goods and gradual in-
crease in prices of raw materials.

Senator MYERS. Many witnesses indicated increased productivity
and efficiency in their plants would certainly bring prices down.

The CHAIRMAN. I think the present level has gotten up' to -170. I
had in: mid 150 to stabilize. Some reduction in prices is, it seems,
certain.

Mr. BURGESS. There are some prices way out of line. I think what
you say about meat would indicate you could produce meat at lower
prices than the present level. You can certainly produce cotton and
wheat at lower levels.

On the other things there are certain elements in the present price
level which are almlost bound to come up.

There are certain wages, and one does not have to go too far. from'
Washington to find wages that have not adjusted to the increase.
Some rents are not adjusted to higher costs.

So, if you take an average of retail prices, wholesale prices and the
different costs of commodities and wages, I am not sure you can depress
it much-below the present level without difficulty.

Senator MYERS. There was one witness'here and I think his state-
ment has been reiterated and repeated time and again. He told this
committee he thought any price was too high that could be .reduced.
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Mr. BURGESS. Yes; of course, all prices, the whole general price level
could be reduced, if the country adopted a policy of reduction. It is a
matter of cost. If you follow a national policy of deflation and set
out to reduce wages 25 percent, I have no doubt economically it is a
thing that is not completely impossible.

Senator MYERS. I did not interpret his statement that way, although
I did not at the moment inquire into that statement.

Mr. BURGESS. All of us ought'to be working definitely to try to de-
crease prices to the consumer to the fullest possible extent commen-
surate with fair profits, wages, and so on.

Senator FLANDERS. Mr. Chairman, I'would like to ask Air. Burgess
a question.

The CH4AIRMrAN. Very well.
Senator FLANDERS. This is outside-of your testimony which I read

very hastily earlier.
I wanted to follow up some suggestion made yesterday to the

committee by Leon Henderson and the group of men with him,
and get your opinion as to their fears of a recession based on the
expectation that the Completion of the building up of normal in-
ventories would take a certain quantity of production otit of the
market, and that the present rate of business spending of which inven-
tories are a part cannot be maintained at 20 percent or thereabouts.
That is abnormal and also on the prognosis of a considerable part of
our exports of commodities as a permanent part of the economic pic-
ture, and taking all those thing together, Mr. Henderson is convinced
that it is going to result. he did notsay in Adepression- -infact he said
it was not a depression, but in a recession within a few months.

Can you offer any judgment on that.
Mr. BURGESS. Well, Senator, it seems to me the three points you have

mentioned are all perfectly sound points. They are all readjustments
that sooner or later we will have to face. I suspected, I confess, that
we would have gone somewhat faster on some of those readjustments
than we have gone. Events have intervened to postpone that. One
of the events is the floods in the West that has reduced the corn crop.

Another event is a bad crop after a very cold winter in Europe.
Another event is some changes in wages.
All of these-things hayvekept up what you might call the inflationary

pressures on the situation longer than appeared likely at the beginning
of the year.

I think you still have to go through those adjustments. One of
them, curiously enough, we seem to have gone through partly and
rather painlessly. In the consumer goods industry many pipe lines
are filling, and as they have been filled orders have come in again.

If we should go through the other adjustments for one reason or
another so easily we might. pass through this recession without know-
ing it.

My guess is the other adjustments are sufficiently painful. They
may produce some slackening in the business starting at X time. The
Germans had a word for it "conjucture." Whether these things will
happen together we do not know. If they happen separately they will
have less effect.

Senator FLANDERS. I believe you said increases in wage rates had
slowed up the readjustment and Mr. Henderson's remedy was to in-
crease them further.



PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 567

Mr. BURGESS. I think the sooner we make the adjustments in the
Senator FLANDERS (interposing). You do not have any comment on

Mr. Henderson's remedy?
Mr. BURGESS. It does not seem to me to remedy the situation. In

fact it may make it wvorse.
Senator FLANDERS. That is all I had, Mir. Burgess.
The CHAIRMAN. -Thank you, Mr. Burgess.

STATEMENT OF MARION B. FOLSOM, TREASURER, EASTMAN
KODAK CO., ROCHESTER, N. Y.

Mr. FOLSo-I. AIr. Chairman and gentlemen of the committee, I am
Marion B. Folsom, treasurer of the Eastman Kodak Co. During the
period from March 1944 through December 1946 I served as staff
director-of the House of Representatives' Special Committee on Post-
war Economic Policy and Planning under the chairmanship of Con-
gressman Colmer'.

Rather than give only my personal views on the problems which are
being considered by your committee, it seemed to me that it would be
more profitable to outline to you some of the recommendations on
current and long-range economic problems which were made by the
Colmer committee in its final report, issued in December 1946. While
the situation has changed in some. i:espects during the intervening
6 months, the basic problems- are practically the same and many of
the recommendations of the committee are still pertinent.

This 18-man bipartisan committee issued a series of 11 reports,
based upon extensive hearings and study, and many of its recom-
mendations were carried out by Congress. The final report sum-
miarized its views on the then current economic problems and certain
longer-range problems. All these reports received approval of the
entire committee, there being no minority reports.

MACHINERY OF GOVERN3MENT IN ITS EFFECT ON ECONOMNIC POLICY

The committee called attention in its final report to the need for a
standing committee to advise Congress on all aspects of economic
policy, pointing out-that-the existing-commnittee'structure was deficient
in this respect. It stated:

Frankness requires the confession that most of the standing committees of
both Houses are concerned with the special interests of that sector of the
economy with which they are mainly charged and that it is with the greatest
difficulty that the relation of these policies into a coherent program is achieved
at the legislative level.

Your joint committee is in an ideal position to fill that need. It
would seem to me that reports by your committee from time to time.
on major economic policies would serve as useful guides to the various
committees of both Houses. They would also provide the background
for the recommendations which the committee will make on the
President's report.

The Colmer committee also pointed out the need of a better coordi-
nation of the executive departments and agencies as they affect the
over-all economic policy of the Government. An attempt was made
during the wartime to bring about this coordination through the
Office of War Mobilization and Reconversion. While the experience
of this Office was not entirely satisfactory, it did offer a valued ex-.

1.. 1.
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ample as to what could be accomplished if there were a :proper staff
organization within the executive departments to coordinate the ac-
tivities of the departments and many independent agencies: The.
Council of:Economic Advisers would fit logically into such.a general
staff organization but the Council alone is not sufficient. The com-
mittee stated:

The scale of peacetime operations of any m6dern government involves the
necessity of bringing into line general fiscal policy, social objectives, foreign
policy, and domestic politics. To accomplish this requires a governmental
agency that coordinates not only the major departments but the large number
of independent regulatory commissions and the many governmental corpora-
tions created by act of Congress. - .

The committee, therefore, recommends to Congress the study through its ap-
propriate committee structure of the legislative aspects of such policy formation
in peacetime.

EMPLOYMENT AND UNEMPLOYMENT

The Colmer committee in its December report pointed out that
although employment was at unprecedented peacetime levels, produc-
tion in several important industries was considerably below the rate
to be expected from this high level of employment.
* In many industries costs had increased appreciably since the end
of the war because production per man-hour had not increased suffi-
ciently to offset the increase in wage rates and material costs.

The low productivity was due to a number of reasons, such as, the
high rate of labor turn'-over, the large proportion of workers without'
adequate skill and training, the delays in the flow of material-partly
caused bv strikes.

Since the first of the year employment has ijicreased still further
and there has been an improvement in productivity in many industries.
Labor turn-over has declined appreciably;' the workers are becoming
better trained, and there is a better flow of materials.

Also the installation of new machinery and the improvement of
methods are beginning to show results. These factors should continue
to operate, and we may expect a further improvement in productivity.
This, of course, is the most important factor in increasing the supply
of goods and thus preventing further inflation.

The CHAIRMAN. Is that a conclusion you make from general observa-
tion; or do you have facts?

Mr. FOLSOM. We have Government figures showing a decline in
labor turn-over. We do not have the figures to prove the increase in,
productivity, but we believe it is a fact.

The CHAIRMAN. You think it has happened?
Mr. FOLSOM. Yes, sir.
Senator FLANDERS. Has absenteeism been a factor to any extent? -
Mr. FOLSOM. Yes, I think so, but that is based on general observa-

tion. . . -

It is probable, however, that the increase in productivity will not be
as great as it was during the first few years after the First World War.
For a period in the early twenties,, output per man-hour increased
almost three times the normal rate of about 3 percent per year.

Figures are not available as to the increase in productivity we are
now obtaining, but it is probably not in excess of the normal prewar
rate. One factor which will probably prevent a marked increase in
productivity, particularly over the long run-the one the previous
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witness mentioned-is the lack of incentive compared. with the period
after the last war.

With the extremely high level of personal income taxes and the
corporate income taxes being more than three, times their level after
the last war, the incentive to invest new capital in machinery and
equipment is much less than it was. This is one important reason
why great effort should be made to reduce Government expenditures
and taxes. As the Colmer conimittee stated, the only way we can
expect to continue to improve the standard of living of the people is.
through increase in productivity.

In the important construction industry, where there is the greatest
need and-also the greatest possibility of increase in productivity, only
slight progress has been made.

The critical period for unemployment will. probably be reached
when deferred demands for many products have been met and exports
decline. If before that time productivity has increased and costs and
-prices have been reduced, we may be able to avoid any serious unem-
ployment.

The Colmer committee points out that with the proper foresight and
action by the Government, industry, and labor, the danger of a serious
decline in business and farming should be minimized but that we
should be prepared to take care of any unemployment that will de-
velop. They considered that the present unemployment compensa-
tion system is a sound and practical means of providing for the
unemployed.

In one of its earlier reports, the committee urged States to liberalize
the unemployment benefits and considerable progress has been made
since then. Now, many'States provide benefits of over 20 weeks' dur-
ation with maximum weekly benefits of $20 or more.

A number of States, however, are still below these levels and the
committee recommended that those States which have not liberalized
their benefits should do so; the reserve funds are sufficient to permit an
increase iii benefits. The committee also thought that the system
should be extended to cover workers in small firms, the -present system
beingjlimited in many States to employers of eight or more.

The committee recommended that action should be taken -immedi-
ately to extend the coverage of the Federal old-age insurance plan to
include groups now excluded, such as domestic servants, farm labor,
employees of nonprofit organizations, Government and self-employed
groups-normally numbering 12,000,000 people. Many of these were
covered during the war because they were in industry but now that.
'they have returned to the' normal employment they will lose the ben-
efit of their contributions, unless these occupations are brought under
the system.

PUiBLIC WORKS AND CONSTRUCTION

In its seventh report, the postwar committee made a number of.
recommendations regarding postwar public works and construction.
I would suggest that your committee carefully consider these recom-
mendations as they are as pertineit now as at the time they were made.
The report was based upon a careful study of the problems involved
after exhaustive hearings and after consultation with many experts
in the field; The committee pointed out construction is too small a
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factor to be successfully used to stabilize the entire economy, but that
concerted efforts should be made to stabilize the construction industry
itself.

It recommended that public construction be limited during this
period of active private construction to projects of immediate neces-
,sity, but that at the same time plans and specifications be drawn up in
advance of need by public agencies-Federal, State, and local-so
that the public programs can be expanded as private ones slacken.

In .the past, the record has not been very good in this respect, as
public-construction expenditures generally rise and fall with private
expenditures. This is a field in which your committee could do effec-
tive work. Good progress has been made to date in the preparation of
drawings and specifications and also in carrying out the program of
withholding public works during this period of high activity in private
construction. But this postponement has probably been due to high
costs. There is considerable money available in the State and local
governments for various projects. Some of these are absolutely nec-
essary and probably can be postponed only for a shoft time. Delib-
erate effort, however, should be made by all Government agencies to
hold back as much as possible of this construction so that they will be
available to fill the gap in private construction when things fall off.

The Colmer committee felt that additional money should be made
available by the Federal Government for advances to the States and
municipalities for the, preparation of plans and specifications and also
for the Federal Government projects already authorized by Congress.

The committee. reenn-miended that machinery should be set up to
coordinate the construction policies of the various agencies of the
Federal Governmient and, in turn, to coordinate these policies with
those of the State and local governments and with private industry.
The Council of Economic Advisers would seem to have the authority
needed to set up the machinery, and the committee recommended steps
to tbi end should be taken at once.

The committee in its final report expressed a serious concern over
the implication of current high construction costs. It pointed out that
[here was a danger in the industry pricing itself out of the market
and that-

If costs cannot be reduced substantially, the industry will be confined largely
to producing only enough housing for the increase in families and wvill not reach
the rehousing market. It is important that the industry improve its methods so
that costs can be reduced with increased volume, to bring it into line with other
industries.

The CHAIRMAN. I have to be on the floor. I will ask Senator Flan-
ders to preside.

Senator MYERS. Mr. Folsom, do you think the President's recoin-
mendation presented in his reorganization plan to coordinate all of
the housing agencies of the Government is a step in the right di-
rection?

Mr. FOLSOI. As far as administration is concerned?
Senator MYERS. Yes. I understand that.
Mr. FOLSOMI. I have not gone into that question enough to know.

I would have to study it further, but I would think it would be ad-
visable to coordinate these agencies as much as possible and it seems
unwise to spread this activity over so many different agencies.
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FEDERAL BUDGET AND TAX POLICY

In its fourth- report, issued in September 1944, the committee
stated that tje basis for the postwar Federal Budget and tax policy
should be a firm determination to hold Federal expenditures down to
a. minimum consistent with the proper functioning of the Government.
It pointed out, however, thatiFederal expenditures after the war would
be much higher than prewar years and stated in this report, that:

It is not unlikely that in the first years after the war the total of Federal ex-
periditures will approach 40,000,000,000 pet annum.

The following statement is quoted from the final report of December
1946:

The committee wishes to reiterate more strongly than ever the necessity of
reducing expenditures substantially. It realizes that we cannot reach the
$20,000,000,000 level during the next fiscal year. It would, however, urge serious
consideration to 'reducing expenditures for the fiscal year ending June 30, 1948,
to $30,000,000,000, with further substantial reduction during the following year,
but with the objective of a $2,000,000,000 budget at an early date.

The committee feels that a budget of $30,000,000,000 is a realistic budget and
that expenditures can be reduced to this level without interfering with national
defense or other normal functions of the Government. At this level the cost
to the Federal Government per family of four would be over $S50 per year.

It was pointed out that with this reduction in Federal expenditures
a substantiai.i surplus could be created and also that reductions could
be made in Federal taxes.

As to tax policy, the committee stated:

TAX POLICY

Unless high levels of production and employment are maintained, the burden
of necessary taxation may prove intolerable. Unless a tax program is adopted
which will minimize the repressive effects of Federal taxation, this goal may not
be reached. Thus, in addition to holding Federal expenditures down to a mini-
mnum consistent with the proper functioning of the Government, it is necessary
to develop a Federal tax system wvhich will raise the necessary revenue and still
distribute the tax burden in a manner that will provide adequate incentives for
venture capital, creative effort, and business growth, and also permit expansion
in consumer demand.

Partly as a resilt of the prewar trend and partly due to wartime necessities,
the Federal tax system has placed steadily increasing burdens on risk-taking
enterprise. On the one hand, it puts a premium on the avoidance of risk pro-
vided by the refuge from taxation through tax-exempt securities. On the other
hand, it.has imposed double taxation on income derived from business dividends
and has placed excessive burdens on those businesses and individuals to whom
we must look for a large share of the funds required for the expansion of em-
ployment opportunities. An adequate reduction in such tax burdens will be
essential.

Equal consideration must be given to a lightening of the tax load on the
lower-income groups which provide the great bulk of the demand for consump-
tion goods on which employment so largely depends. Social considerations also
require that Federal taxes shall not depress the living standards of those who
are at a bare subsistence level. Nevertheless, if expenditures are held down
,to reasonable levels, the committee believes it should be possible to reduce
present income-tax burdens on all income groups. Such reductions should do
much to stimulate venture capital as well as to provide substantial relief for
the. lower and middle-income groups.

I might say on a budget of $35,000,000;o000 the cost of the Federal
!Governmnent per family of four would be around $1,000..

Senatot MYmms. Do youl personally think expenditures could be
.redueed too.$90,000;000OO for the fiscal year of 1948?
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Mr. FOLSOM. The committee went into that pretty thoroughly last
fall. Of course we did not go into it as thoroughly as the Appropria-
tions Committee could.

I think if a proper effort had been made early enough by the various
departments we could have gotten pretty close to $30,000,000,000.
That would involve a very complete overhaul of Government depart-
ments and improved efficiency. -

If we could get the efficiency all along the line to the level obtained
in most industry, you could do a good job in reducing expenditures.

Senator MyE~s. Do you think you could cut that low without elimi-
nating some of the functions of government?

Mr. FoLsoM. You would have to eliminate some of the present func-
tions, but it is a question whether some of those functions are really
necessary and whether they should not be performed by private initia-
tive or enterprise.

Senator MYERS. That would go into specific things which we do not
have the time to discuss at this moment.

Mr. FOLSOMI. That is right, but I can assure you those figures were
not pulled out of the air.

My personal opinion is that the greatest contribution the Govern-
ment can make at this time toward the maintenance of the present
high level of employment is the reduction of Government expendi-
tures, so that both the debt and taxes can be reduced. It is inequitable
to maintain these extremely high wartime taxes for the third year
after the war-this being particularly true for those in the middle-
income and fixed-income groups. But more important, if these high
taxes remain frozen much longer in our economy, we run the risk of
killing off the incentives which have been such an important factor
in our progress over the years and of placing too much dependence
upon Government rather than private enterprise.

Senator MYERS. I think I propounded this question before, but
do you have any particular figures for the middle-income group?

Mr. FoLsoM. No.
Senator MYERS. What would you say is the income of the so-called

middle class?
Mr. FOLSOM. This group I am talking about is between $5,000 and

$25,000. Those in the lower groups have not had such a sharp increase
in taxes because of relatively high exemptions.

Senator MYERS. I had some figures the other day, and. I wish that
I had them here now.

It seems about 90 percent of the taxpayers are in the group of
$5,000 and under that, and a relatively small number are in the group
to which you refer.

Mr. FOLSOM. Yes. The largest perhaps are in the lower income
group where the taxes may only be $25, $30, or $40 a year.

If viewed with the proper prospective, a budget of $35,000,000,000,
representing over 20 percent of the national income and four times
the prewar budget of 1939, would seem to be entirely tpo high. With
Government expenditures at this level, governmental policy plays a
much more important part in the economy of the country than hereto-
fore. It is extremely difficult for governmental action in the economic
field to be properly timed-due often to the political situation and to
the delays caused by obtaining both the executive and legislative

2 -~ :.

*'>'*~~~~~~~~~~~~~~; ~ ~ ~ ~ ~ ~ ant-
I~~~~~~~'. ~ ~ ~ 4



c ls

PRICE DEVELOPMENTS AND ECONOMIC STABILIZATION 573

approval. There is thus a danger that larger governmental expedi-
tures are apt to lead to wider swings in economic activity.

MONETARY AND FINANCIAL PROBLEMS

The committee in its final. report called attention to the rapid rise
which had occurred in consumer debt since the end of the war. The
figure is now slightly above the peak reached in 1941. The committee
did not take a definite position in regard to the continuation of the
regulation of consumer credit on a permanent basis, but because of
the effect which consumer installment credit might have upon swings
in the business cycle, it felt that this was a matter which should be
carefully studied by the appropriate congressional committee.

The committee also studied the credit and capital needs of. small
business. As a result of its studies, it concluded-
that with the funds available in banks throughout the country, in both large and
small centers, with the plans which have already been formulated by the banks
to help smaller companies, the bank-credit situation for business concerns of all
sizes can be considered satisfactory.

With regard to equity capital, however, small and new business is probably
in a less advantageous position than with regard to bank credit. The cost of
Issuing securities is considerable and the organized markets are not receptive
to the issues of little-known firms.

It has been maintained that this situation has been aggravated by the elaborate
requirements of the Securities anid Exchange Commission for the registration
of securities. Some relaxation in favor of small business seems to be compatible
with adequate safeguards.

The committee called attention to efforts already being made by
businessmen and bankers to provide equity capital for small business.

As one means of offsetting the inflationary pressure which still exists,
the committee thought that there should be a vigorous promotion of-
both the retention of savings bonds to maturity and purchase of addi-
tional bonds. It suggested that the Treasury should be allowed to
defray expenses incurred by issuing agents in the operation of pay-
roll deduction plan. It also suggested the possibility of changing the
terms of the E bonds so that they would be more attractive; for ex-
ample, the interest of 2.9 percent might be continued for an additional
period on matured bonds and the bonds might be made negotiable
or loan purposes.

FOREIGN ECONOMIC POLICY

In a report issued in May, 1945, the committee pointed out that a
substantial foreign trade and investment flow is an essential part of
continued prosperity. It stated that-

The enormous capacity of our country to produce, to consume, and to save
must result in the postwar period in extensive, exports, extensive imports, and
extensive foreign investments.

The economic program recommended provided for the relaxation
of barriers to international trade and international payments:

The reduction of trade barriers would serve to attain a political as well as
economic goal by substituting economic cooperation for economic warfare and

.thus would assist greatly in the establishment of a peaceful world order.

Since the end of the war extensive loans have been made to foreign
countries. As the result of these loans and the reduction of balances
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previously accumulated, exports have been maintained at a very high
level and considerably above the level of imports.

Currently, exports are being made at the rate of $15,000,000,000 per
year, and imports at the level of $6,000,000,000 per year. That is
probably a little abnormal. Exports may not continue as they are
now and imports may pick up, but that is a big gap of $7,000,000,000
to $8,000,000,000 between export and imports.

Obviously this situation cannot continue unless we expect to receive
little in return for the loans.

The country must be prepared to accept a larger volume of imports
to pay the interest on the loans and to amortize the principal. Un-
fortunately, many of the loans have simply been used to maintain the
economies of the individual countries and have brought about little
increase in production. Eventually we should expect that production
would increase and that these countries would be in a position to export
more to United States.

Full advantage should be taken of the stock-piling program in
obtaining certain strategic materials in repayment of loan.

In commenting on the situation which existed at the end of 1946,
the committee outlined the difficulties we are facing in bringing about
a healthy foreign trade. These comments still apply:

It is obvious that serious obstacles are yet to be overcome if the system of un-
restricted multilateral trade envisaged by the committee is to become a reality.

I will not read all this because I know you are in a hurry, but I would
say one of the great dangers we are facing in making these loans is
that we are apt to be dealing with State trading companies rather
than getting back into the private industry field. The trend is now
away from the multilateral trading. Still the committee felt at that
time in spite of those difficulties there was opportunity for extensive
foreign trade.

Special barter arrangements on a bilateral basis are multiplying. Many of the
countries of the Western World and all the countries under the domination of
Russia are using primarily state trading devices.

In place of the completely multilateral system originally foreseen by the commit-
tee, we are now confronted with a strong possibility that the world may become
divided into two great economic blocs with trade between the two conducted only
under the most difficult conditions. Even within the western group of countries,
moreover, opinion Is by no means unanimous that a system of unrestricted, multi-
lateral trade will be mutually advantageous for all countries.

Under these conditions, an imediate removal of all barriers to trade is hardly
to be expected. More than anything else, a serious postwar slump in the United
States would impede the adoption of multilateral and relatively unrestricted
trade. For this reason, the committee reiterates its statement in the sixth report
that "high levels of output and employmnt at home * * * are an essenial re-
quirement for an expanded world trade."

The difficulties which are now being faced serve to emphasize again the grow-
ing responsibility of the United States for directing the course of future world
trade. If a division of the world into economic blocs is unavoidable, it is all the
more important that trade within the western group of countries should be
conducted along the multilateral lines recommended in the committee's sixth
report. And more than any other country in this western group, the United
States today Is in a position to take the initiative in this endeavor. Unike many
other countries, our productive capacity Is high and there is almost no possibility
that we shall have difficulties with our balance of payments. In the future, the
dollar will be used even more as an international currency than It has been used'
in the past. If we can achieve economic stability at home, and if we continue
to advocate the international economic policies which have previously been
recommended, there are good reasons to believe that a high and stable level of
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International trade can be achieved despite the political and economic uncertain-
ties which confront us in a large part of the world.

ECONOMIC RECONSTRUCTON OF EUROPE

The most important factor in the development of a sound foreign
economic policy is obviously economic reconstruction in Europe. As
a result of a visit of seven members of the Postwar Committee to
Europe in 1945, the committee issued a report in November of that
year on the economic reconstruction in Europe. A number of recom-
mendations were made which have since become the policy of the Gov-
ernment. Reference will be made here only to one aspect of the prob-
lem, namely, the roconstruction of Germany, which is probably the
key to the whole Vroblem.

The committee s report was probably the first authoritative state-
ment of the probable break-down in Germany of the plans which were
in operation and its forecasts have been generally borne out by events
of the past 2 years. The following recommendations from both its
1945 report and its final report would still seem to apply. It is en-
couraging that these conclusions are now being generally accepted.
It is interesting to note that the War Department has just issued a
new directive to General Clay this week, based upon these general
principles.

November 1945:
The committee is convinced that to strip Germany of the factories necessary

for the ordinary industries of Germany would be to impose a burden of relief
on the Western Powers, principally the United States, if widespread starvation
and dangerous conditions to the public health are to be avoided in all Europe.

The simplest analysis shows the dependence of the industries of all the other
countries surrounding Germany upon German raw materials and German manu-
factures. To go beyond the limits of destroying the war-making power of Ger-
many is to depress the whole standard of living of Europe and, through it,
of world recovery. It follows, of course, that our own foreign trade with Europe
would suffer in proportion.

December 1946:
Given the present Russian attitude, it becomes necessary to force the issue

by integrating the western zones into as nearly a self-sufficient basis as possible,
putting a complete stop to the agreed schedule of reparations for Russia until
such time as Russia is prepared to live up to the basic agreement of unifying
the economy of Germany.

It is true that in the short run Germany's production is limited by the shortage
of fuel more than by prospective reparations deliveries from the western zones.
In the longer run, after the next 2 years, however, the limitation of Germany's
ability to become self-sustaining will be affected by the application of a level of
industry too low to support the greatly increased population of Germany in an
impoverished territory.

A small investment in raw materials and some basic machinery made avail-
able to the Germans, plus a stop on reparation payments and the building up
of foreign exchange as rapidly as possible, seems to be the only method of
cutting down the indefinite continuation of this large burden of feeding our
ex-enemies that is now imposed on us. This means a productive loan now, or
relief and chaos indefinitely.

It further emphasizes the points made at length in the eighth report, and
particularly in part 2, of the heavy dependence of other European states on
German recovery. While at the time the committee's report was issued the,
position taken was regarded as extreme, it feels that the evidence of the stag-
nation of European recovery on a normal basis sufficiently bears out the ele-
mentary analysis already offered: Until Germany is able to pay for its own
imports, world commerce suffers and those countries which have been heavily
dependent upon German production will be retarded to a critical degree in
their own recovery.
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It is gratifying to know a policy has been decided upon along
these lines but it is unfortunate that it took so long. In the mean-
time, we have lost a lot of time, and it has cost the taxpayers in this
country a lot of money.

SHIPPING AND SHIP BUILDING

This industry is the particular concern of the Government because
of our dependence upon it for national security in time of war. As
a result of its study, the Colmer committee made the following recom-
mendations regarding the postwar problems of the industry:

(1) The maintenance of an enlarged merchant marine under our flag is
essential for our national security.

(2) Operating and construction subsidies should be paid, as needed, for
merchant vessels the operation of which is considered essential in the interest
of national security. The appropriations for such subsidies should be recog-
nized as part of the cost of national defense.

(3) For shipping not considered essential for national security, the com-
parative costs of rendering transportation service should be the determining
factor. No subsidies should be provided to such shipping.

(4) With the exception of a strategic reserve for defense purposes, vessels
which cannot be sold either to American operators or to foreign countries
should be scrapped. The expense of maintaining ships in sanctuary should
likewise be considered a cost of national defense.

(5) The maintenance of a shipbuilding industry in tmies of peace is considered
to be in the interest of national security. Its utilization for the continued tech-
nical improvement of our merchant marine should be encouraged through the
cooperation of the technical experts of the armed services, with subsidies to be
paid to the extent necessary to maintain a needed nucleus of skill and capacity.
The construction of types of vessels of which a deficiency still exists should be
initiated as soon as possible.

POSTWAR AGRICULTURAL POLICIEs

The report issued in August 1946, by the Rouse Postwar Committee
made a number of recommendations in regards to the immediate and
long-run postwar agricultural policies. This report was based upon
numerous hearings at which leading uathorities on agriculture ap-
peared, and a thorough study by the committee aided by some of the
best-qualified students of the problems. As conditions in agriculture
will play such an important part in maintaining the high level of
productive employment in this country, I would call your attention
especially to the recommendations contained in that report.

One recommendation t1hat might well fall within the province of
your joint committee related to a study of the whole question of parity
prices:

The committee further recommends-especially in view of the obviously un-
economic price relationships represented by present parity levels for individual
commodities-that a thorough reconsideration of parity concepts be made in two
respects: The relative levels of parity prices between one commodity and another;
and the validity of the general level of all agricultural prices as defined in terms
of the 1910-14 base. Study should be conducted and legislation prepared prior
to the end of the Steagall period so that farmers will not be called upon to make
their plans in the dark.-

As a conclusion to its final report to Congress, the postwar committee
made certain observations on the general economic problems which we
face and the role which Government should play in meeting them.
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I would particularly commend these comments to your attention as.
they represent the judgment of this 18-man committee after a study
extending over a period of almost 3 years.

The national income is considerably above the peacetime level and only slightly
below the wartime peak. There have been further additions since the end of the
war to the large liquid savings in the hands of the public. Purchasing power is.
at an unprecedented level and could be exerted to push prices higher.

It is -thus necessary that moderation be shown by all groups in order to check
the threat to a continued inflationary trend-by consumers-in spending, by labor
in wage demands, by business in pricing policies, by Government in its own.
spending, tax, and monetary policies.

The greatest contribution to the solution of these problems. can be made by
an increase in productivity of all factors of production which would both reduce
costs and increase supplies.

At the present time there are many who feel that we are going to experience
a business recession in the months to come. It must be granted thatsthere is
evidence both in the current levels of prices and of operations and in the form
of historical analogy which seem to lend support to such fears. The committee,
however, does not feel itself able to judge at the moment whether the present
maladjustments are such as to presage a general business decline or whether
readjustment in specific lines will occur as they have over the past year, one
problem following another but without bringing about general retardation.

Considering everything, the committee feels that there is no necessity for
either a depression or recession. The country, as has been pointed out, has
the greatest buying power and the greatest pent-up demand for consumer prod-
ucts in its history. Loose talk of depressions and business recessions is unjusti-
fied and serves no good purpose. There is nothing wrong with the country
that hard work and resultant production will not cure.

The committee in its assignment was primarily concerned with economic prob-
lems of the immediate postwar period. It has, therefore, not studied those prob-
lems relating to the reduction of the wide swings in business activity we have
experienced in the past. This is one of the most serious economic problems
which the country faces in the future. It is particularly with this objective in
mind that the committee recommends that a permanent over-all economic policy
committee be set up in each House of Congress with adequate joint staff to
conduct a long-range study of this subject or that the Joint Committee for the
President's Economic Report be implemented to do this work. Such a commit-
tee should work in close cooperation with both the President's Council of Eco-
nomic Advisers and the executive agency which the committee recommends
replace the Office of War Mobilization and Reconversion. These studies should
be directed primarily at the effect which Government policy has on these busi-
ness swings.

There are certain governmental activities which would have to be carried on
even if we were perfectly free from economic depressions. Where practical we
should carry on these normal functions in a way which will help minimize
cyclical variations. With the Federal debt and annual budgets at such high
levels, the Government's fiscal policy will be a most important factor, and it is
vital that a long-range program for the handling of the debt be formulated.
Other necessary programs could be developed with the primary objective. of
cushioning the impact of economic stress or discouraging economic excesses.
Such programs would include unemployed insurance, proper scheduling of public
works, and the proper handling of social-security funds.

Where should we draw the line? This committee feels that our experience to
date points to the conclusion that the Government cannot and should not take
full responsibility for maintaining economic stability or full employment. Such
a Government could neither accomplish its purpose nor remain a democracy. We
were able to mobilize our economy for war only by surrendering temporarily the
basic democratic freedoms which we were fighting the war to preserve. We
should not be misled by those who urge that we can equally well mobilize for
full employment in peacetime. To do so would be to accept totalitarianism-
which we fought to prevent having imposed upon us.

Most of the world that has accepted Socialist and even totalitarian controls
has done so through the destruction of private capital during and between the
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two wars. Whatever the cause of their establishment, these systems have not
produced a standard of living remotely approaching our own.

In the past under the American competitive enterprise system, wages and the
standard of living have steadily advanced over the years because of the increase
in productivity. Hours of work have been gradually reduced and labor standards
raised to the highest of any country in the world. The individual freedoms en-
joyed by all gropps of producers, both management and labor, and by the ordinary
citizen in every walk of life have, in spite of defects under the system, unleashed
the creative powers of human initiative and enterprise to accomplish these un-
paralleled results.

Confidence in this free system, derived from its accomplishments and its pros-
pects, is the basis for the committee's recommendations on economic policies.
With the excellent record achieved in reaching the present high level of employ-
ment, with the backlog of demand for many products still unsatisfied, and with
the unprecedented amount of liquid. savings in the hands of the consuming public,.
the committee feels that we have the basic conditions for maintaining a high level
of both production and employment. A start has been made toward this goal. The
task ahead is to develop economic conditions which will encourage stability of
productive employment at a high level.

Senator FLANDERS. Thank you, Mr. Folsom. I think it is exceedingly
valuable to get this into our record, the results of that 3 years of work
which the House committee did, and we will have it here for further
study.

Do you wish to ask any questions, Senator Myers?
Senator MYERS. No.
Senator FLANDERS. We are a little, pressed for time, but I am glad

you were able to be here with us.
(The following statements, submitted by letter, were accepted by

the committee for insertion in the record:)

STATEMENT BY CHARLES R. THEBAUT,, JB., PRESIDENT, NATIONiL ASSOCIATION OF
INDEPENDENT TIRE DEALERS, INO.

My name is Charles R. Thebaut, Jr. I am in the retail tire business and amn
president of the National Association of Independent Tire Dealers. The state-
ments I am about to make are pertinent to the industry with which I am associ-
ated. However, they are applicable to other lines.

Much legislation passed in recent years has been for the purpose of placing
restrictions on the growth of monopoly. Unfortunately, whether the indifferent
success of such laws is due to the laws themselves or lack of proper enforcement
is still a much discussed question. Undoubtedly, improvements could be made
in the legal language of the statutes now on our books and more vigorous enforce-
ment attempted.

This committee is faced with a serious problem. It must devise a formula
which will please labor and industry, farmer and producer, buyer and seller of
every commodity which makes up our national economy. It is not an easy task
and, despite the brilliant testimony given by witnesses before this committee, I
believe a new concept of this era must be really established and fully recognized
before a pattern of operation may be set..

All of us have been prone to compare present conditions with those of 1926 or
1932 or 1939. Even during the war many Government agencies attempted to fix
prices and profits of those periods. Except for the purpose of looking back at
these eras as we do on hobble skirts, nine-piece bathing suits, and the automobile
duster and goggles, they serve no useful purpose.

Our present economy is based on a new level of income, of wages, of employ-
ment-and taxes. All these mean high prices. We can no more relegate our-
selves to a $50,000,000,000 national income than we can divest ourselves of 20
years of age.
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We do not expect to find 15-cent porterhouse steaks, 12-cent cotton, $3,000 homes,
or $20 suits with 2 pair of pants. Neither do we desire the sweatshop conditions,
80-hour weeks, and bankrupt farms.

I believe that we will continue to have high prices-high as compared with 20
years ago. But in comparison with present wages they are not high. The talk of
reducing the cost of living has resulted in much conversation and little action.
Certainly, some prices are out of reason. It is certainly no time to deplete our
national assets or results of productivity to raise prices and lower our standards
of living.

I represent a hard-pressed class of business. There are 500,000 small business-
men whose security is threatened. They are the backbone of free enterprise in
this Nation. They are the home owners and investors in countless communities.
Their pleas in the past have gone unheeded so far as practical or lasting results
are concerned. I know there are champions of small, business in both Houses of
Congress. On this committee are members who have sought to enact legislation
to protect small business.

The tire industry was the first to reduce prices below those in effect in 1941. As
production in other fields expands, only to meet a lessened demand by a critical
buying public, there will be other price reductions. And there will be much flag
waving by industry as to the savings effected by the consumer and the lavish
contribution by business to our national economy.

But let us see who actually made the contribution which lowered prices in the
tire industry. And remember that the same pattern may well be adopted in
clothing, farm machinery, and other industries who secure sales and distribution
through small, independent retailers and wholesalers.

The price of a 6.00 x 16 tire, the popular size on small cars which accounts for
70 percent of the national tire production, was listed at $16.10 up to June 1 of
this year. The price was reduced to $14.40 by several of the leading manufac-
turers in the industry. The industry heralded this saving of $1.70 as their
contribution. But what actually happened? The trade discount was lowered
from 30.9 to 29.43 percent and then to 25 percent. Of the $1.70 reduction the
manufacturer absorbed 23 cents, the distributor or wholesaler 35 cents and the
retailer $1.12. When you talk of raising the minimum wage or shortening
hours, remember that they will produce higher costs for retailers. How then,
can they be expected to absorb costs, to lower profits, or to meet unwarranted
price competition from mass distributors and chain stores? How can independent
merchants in the field of distribution remain alive?

I offer for your consideration the recognition that protection of such small
business. must be an essential part of any program you may develop. If the
present trend of monopolistic growth, of squeezing the last lifeblood of profits
from small business, of unwarranted price concessions to one segment of business
to throttle the other-if these things are to continue then there is no hope or
future for the great majority of our millions who cherish the idea of being their
own bosses or charting their own destiny. And this includes millions of our
veterans who fought for independence and believe they have the right to
practice it.

I believe also that the Government and the administration has been derelict
in their responsibilities as to properly informing the public as to why prices
are high. I oppose knuckling down to any individual or group who has the power
to shut down our industries, create havoc, or artificially raise prices to the
detriment of our people. I believe that America is composed of many facets
which, when-working together offer that brilliance with which this Nation was
conceived. When these facets fall apart, or lack in cohesion, they lose all value
either to themselves or to the Nation as a whole.

I was glad to note Senate Report 405 which favored representation of small
business on Government policy-making bodies. We were disregarded at the out-
set of the war and now are again facing the. possibility of becoming a legion of
forgotten men in the postwar era. I say that, when independent small business
dies, the foundation of our national security will crumble. I beseech you gen-
tlemen, in the interest of total welfare, that small business be given an oppor-
tunity to reap its fair share of our profit structure and to contribute its full
share to the stabilization of our economy.
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THE PEOPLES LOBBY, INC.,

Ron. ROBERT A. T~rr Washington 4, D. C., July 18, 1943.
Hon. RoBEnT A. Tw~rr

Chairman, Join Committee on the Economic Report,
Washington 25, D. C.

DEAR MR. CHAIRMAN: The staff of your committee informs me that I will not
be permitted to appear before your committee to state the reasons why the People's
Lobby realize more basic measures are needed to prevent a serious depression,
than the President's economic advisers suggest.

I therefore enclose a brief for the People's Lobby, which please have inserted
in the hearings, with this letter.

Yours sincerely,
BENJAMIN C. MASEH,

Executive Secretary.

STATEMENT TO JOINT CONGRESSIONAL COMMI'E ON EcoNoMIc REPORT BY BENJAMIN

C. MARSH, EXECUTIVE SECRETARY, PEOPLE'S LOBBY, INC., WASHINGTON, D. C.

The President's economic advisers seem to be very capable gentlemen-capable
of ignoring world trends in their enraptured devotion to what they euphemistically
call private enterprise, and equally capable in ignoring the fact that the old
concept of private enterprise is out of the window here, as well as in Great
Britain, France, and other countries.

Bernard M. Baruch and his associate, John M. Hancock, in their report February
15, 1944, on War and Postwar Adjustment Policies, said:

"With peace * * * each has the right to make what he pleases. Govern-
mental direction and aid disappear. The markets become free, and each indi-
vidual is dependent upon his vision, his courage, his resourcefulness, and his
energy."

They assumed that these characteristics were responsible for the prodigous
war production-of which they state:

"The American system has outproduced the world."
They refute this claim, with the comment:
"It is an easier task to convert from peace to war, than from war to peace.

With the coming of war, a sort of totalitarianism is asserted."
Dorothy Thompson, challenging the claim "private enterprise" insured war

production, stated in her column:
"Our industries did not of themselves prepare us for war. They tried as long

as possible to continue business as usual.
"The war effort is the result of Government plans, Government financing, Gov-

ernment debts, Government contracts, Government rules, and Government effort
to keep profits and labor in line, according to some standards."'

Before we can make any claim to practice "private enterprise" we must:
1. End private monopoly of land and other natural resources, thrdugh taxation

and social ownership.
2. Repeal tariffs so we may have world-wide competition.
3. End all trade associations designed to fix prices for members, so they may

get the benefits of monopoly, without the animosities and jealousies monopoly
engenders.

4. End patent privileges.
5. End private manipulation of credit.
6. Repeal all guaranties of prices for farm products.
7. Restore free-for-all competition in transportation, and abolish the Interstate

Commerce Commission.
8. End the Farm Security Administration.
When the very able industrialists and farm leaders, who have appeared before

your committee, the President's economic advisers, and your committee advocate
these measures, it will be in order for you to talk about "private enterprise."

The United States Department of Agricultur interbureau and regional com-
mittees on postwar programs stated in January 1944:

"The agricultural production of the United States should be adjusted to
national requirements, with due regard for export demand and desirable Im-
ports. * * .

"We believe that private property is a public trust, and wherever public and
private interests in land use conflict the public interest should prevail."
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These principles-basically the paramountcy of the public interest, and recog-
nition that this involves a much greater Government direction than most people
now accept-should govern in industry.

The economic advisers in their report fail to stress that two policies adopted by
Congress between the two World Wars invalidate comparison of workable postwar
policies.

1. The right of every man, woman, and child in America to a minimum standard
of living, employed or unemployed, has been recognized by the Federal Govern-
ment. Bread lines, casual "charity" and local responsibility have in large measure
been scrapped.

2. The right of farmers to a parity price, and till January 1, 1949, to a guaran-
teed price on some 30 crops (including all major ones) has been acknowledged
by the Federal Government.

Meeting these two accepted obligations, may cost from $2,000,000,000 to $5,-
000,000,000 a year.

Government's duty to insure industry a minimum profit has been tentatively
recognized in the provisions in tax laws allowing credits for postwar business
losses.

It is quite obvious that Government cannot:
(a) Permanently maintain millions in nonproduction.
(b) Permanently guarantee farmers a return commensurate with their zeal

for parity for any crop they want to produce. Burning potatoes isn't real
Americanism.

(c) Permanently guarantee industry a profit-without an over-all Govern-
ment plan for all production in America-agricultural, manufacturing, and ex-
tractive, and an equivalent arrangement for employment.

People cannot permanently do that which is right in their own eyes, and expect
Government to bail them out of the results of their economic astigmatism.

With a national debt of about $260,000,000,000, we have got to abandon the
current America nconcept of democracy as the art of passing the buck to provi-
dence and the bill to posterity.

The claim of industrialists that increasing production is essential to raise the
standard of living is sound, but relatively few of them admit the corollary-
that domdstic consumption of this increased production must be paid for out of
current income-not by purchases on the installment plan and prolonged consumer
credit.

It is not probable that we shall have a depression such as in 1931 and 1932
for at least 4 or 5 years, particularly if we spend here a large part of the $5,-
000,000,000 or so we may invest annually, on reconstruction, in Europe and else-
where-on farm products and manufactures, but there will probably be at least
5,000,000 unemployed by early next year-if not this fall, when seasonal employ-
ment drops heavily but cost of living doesn't.

If most of America's expenditures for reconstruction are devoted to increasing
factory, mine, and field production abroad-we shall soon face pretty stiff compe-
tition as a result of such reconstruction we finance-in addition to present compe-
tition from Britain, Australia, and some Latin-American, and oil-producing
countries.

Not only the census of America's resources as recently suggested but direction
of America's production to meet the needs of America and at least some of the
needs of the world is imperative.

As Senator O'Mahoney has stressed, economic planning is not regimentation.
It is a program to channel the resources and production of America's produc-

tive plant into lines most needed to increase the well-being of the American
people and of others, utilizing to the full the initiative, ingenuity, and technical
skills which Americans have so well demonstrated in many lines.

The studies and programing of the Committee for Economic Development,
which Mr. Paul G. Hoffman cited to you, are sufficient evidence of the need for
economic planning.

To be effective such planning must, however, have the backing of Government,
which has assumed, and cannot now escape, responsibility for the living stand-
ards of the American people.

To implement that responsibility requires a mixed economy-a large degree
of public ownership, with technician operation, and democratic controls, coop-
erative ownership, and private ownership.
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Private owners won't produce unless they see the profit they want, and they
may see a larger profit in curtailed production or luxury production than in
essential production.

Government can't take the rap from consumers, for any length of time, If
there is not adequate production of essentials, and they are not made available
to all potential consumers, at fair prices.

Buyers' strikes are a relic of the economic dark ages-because they denote
industrial anarchy and governmental impotence.

Government has a higher role than policeman, to wit, to insure the provision
of an abundant life for all willing and able to work, and equally to insure that
those able and not willing to work get the Scriptural approved treatment-
"neither shall he eat."

Reliance upon "voluntary price reduction" is as foolish as it would have been
to rely upon voluntary production of war materiel.

Prosperity doesn't just grow like Topsy in an environment of acquisitiveness;
it requires positive and constructive Government action-in time.

Senator FLANDERS. That concludes the hearings.
(Whereupon, at 12: 30 p. m., the committee adjourned.)
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