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PRICE CONTROL IN THE POSTWAR PERIOD 

Bv NoRMAN S. BucHANAN 

SUMMARY 

The length of the war and the situatiun at its close will largtly d"ide 
whether we shall face stuply rising prices or 'I.L·ill have to cum bat unmzploy
ment and falling prices. The recunversiun to civilian productiun, however, will 
certainly not -keep pace with change in the demand for goods. Cunsrquently, 
if supply and dmzand are not cuntrollrd, there is a fair prrsumptiun that 
prices will rise. The objrctiun to a rapidly rising price lcwl is that it will be 
inequitable and will make the change-over more difficult. Price cuntrol,' if 
propcrly managcd, can assist rrcunversiun and bcnefit cmmmzers and busi
ness alike. It will have to be c=bined with suitable tax policies and mcastzres 
dcsigned to hastm recunversiun while maintaining mzployment at satisfac
tory levels. 

Becllllse not all prices are likely to rise evenly, and bec/lllse of admitzistra
tive difficulties, price cuntrol nud not extend to all prices after the war. The 
more dangerous price increases are likely to be the spiralling sort-such as 
wages and the cost of living, thase where productiun facilities are liktly to 
be ovcrexpanded un the basis of current prices-for exlllllple, durable cun
sumers' goods, purely speculative increases-s=e raw materials and foods, 
and, lastly, those where price increases would hinder internatiunal r((un
stroctiun and security-machine tools, sud, preventiw medicines, etc. A fur
ther reasun for urging selective, rathcr than general, price cuntrol after the 
war, is that by leaving many prices uncontrolled, the numerous changes 
which the 'I.L'ar has brought in costs, products, techniques, etc., can be more 
easily worked into the new price strocture. Finally, leaving many prices un
controlled is likely to sti11111late enterprise. 

The appropriate methods of price cuntrol for the period after the war will 
be of the flexible kind: mark-up fonmtlas, margin controls, and foT111111as 
for fixing prices of manufactured goods. The controls will not need to be as 
stringent as during the war. In s=e instances price control will have to be 
integrated with quantity controls such as priorities and rationing. Fixing 
scales of urgency will probably bec=e more difficult. Two of the most 
bothersmne problems will be the price fixing of "new" products and capital 
goods. 

The most serious danger is that price cuntrol will be used for unsuitable 
purposes md that it will be too long continued. 



PRICE CONTROL IN THE POSTWAR PERIOD' 

I 

No one really knows whether inflation or deflation will be the curse of 
the world immediately after the war. Either is possible. Since no one 
knows when or how the war will end, no one can discern for sure what 
the really dominating factor in the American economy will be when 
that time comes. If the war should end in one year, one type of situa
tion is to be expected. But if it should persist for several more years an 
entirely different-though largely unforsceable-set of conditions is 
likely to prevail. Finally, how the war is organized and financed during 
whatever time interval it has yet to nm will help to determine postwar 
economic conditions and, hence, the likelihood of inflation or deflation. 

In view of these obvious uncertainties about the prospects for infla
tion or deflation after the war it might be thought that any discussion 
of price control after the war was premature, ill-advised, or useless. 
Yet the present writer cannot accept this point of view. While it may be 
too early to talk about postwar price control now it will certainly be 
too late if we wait until the war has ended. Action usually benefits 
from prior thinking. 

Barring speculation about how long the war is likely to last, one can 
perhaps reformulate the likelihood of inflation or deflation after the 
war into the question of whether money spending is likely to rise more 
or less rapidly than the output of goods which people want. For it is the 
uncertainties with respect to money spending in relation to available 
goods that make the postwar course of price movements so unpre-

1 The present paper, as its title implies, is concerned with urrice control" after 
the war. It is nor a p:iper on the whole gamut of the problems o the transition from 
war to peace. It is not, moreover, an essay on the control of inflation after the war 
in the sense that it considers all the weapons in the armory that might or should be 
used to that end. Specifically it does not discuss fiscal policy or wage policy except 
obliquely or parenthetically. These are each large topics and any anempt to treat 
them adcquatclv would require many more pages than would be appropriate here. 
The purpose of rhe present paper is indeed quire a humble one. h endeavors to ex
plore pnce control-its objccrivc, policies, and problems--as an inflarion control 
device that may be necessary after the war. It should rerhaps be stated at once, to 
avoid any possible misunderstanding, that the phrase 1 price control" is used in the 
sense in which it is regularly used in [he United Stares at the present time: the pre
scribing by government authori[y of maximum or "ceiling" prices for "commod
ities." 
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dictable. For example, insofar as money spending depends upon having 
cash balances, both individuals and business firms will almost certainly 
be in a position to spend upon a grand scale. But people may not spend 
if they are worried about losing their jobs. And businessmen may hold 
off spending for reconversion if they arc unable to sec the results of 
their commitments. Buoyancy or pessimism by either wage earners or 
business firms in their willingness to spend will depend upon many 
things: how the war ends, the probable peace settlement, the political and 
social "climate" at home and abroad, and a variety of other considera
tions. All these, however, are likely to affect aggregate spending 
through their effect on the confidence and faith that peoples. have in the 
policies adopted to effect the transition from war to peace. If the gov
ernment is determined not to allow widespread unemployment to de
velop and has reasonably clear policies for contract liquidation, plant 
disposal, demobilization from the armed services and other conversion 
problems, then the problem will be to check the over-expenditure, 
rather than the over-hoarding, of savings and incomes. In the writer's 
view, this is the more probable development even if with less than 
ideal policies to guide reconversion. The advent of peace is likely to 
provoke money spending on a large scale.2 

Large money expenditures bring rising prices, however, only where 
output does not rise proportionately. The fact that people want to 
spend and do spend in large volume is not a sufficient cause for rising 

2 There arc obvious reasons for expecting that ultimate consumers will have a 
sharply increased desire to spend money after the armistice. The feeling of relief 
from tension will be widespread and of itself will generate a spending mood. Rightly 
or wrongly, the typical individual is likely to feel that he, personally, has "sacri
ficed" substantially and is therefore rightfully entitled to buy more goods. But 
apart from a buying splurge of this kind, which may be temporary, aggregate de
mand will be swollen because many "necessary" purchases have been postponed 
during the war years. Demand for many goods has "piled up." The desire to rccs~ 
tablish at least pre~war living standards in the consumption of consumers' durable 
goods will be strong and insistent. Moreover, the demand for such ~oods (including 
housing) will be further swollen by the many new families growmg out of those 
war marriages for which no homes were ever established. 

Below the level of ultimate consumers' goods markets, moreover, the inflationary 
demand pressures will be similarly large. Of course the accumulated demand in 
consumers' goods markets will be reflected in the demand for goods at earlier stages 
of production and may even be pyramided. And accumulated need for replacements 
and repairs, and banked~up mamtcnance allotmencs of the war years will further 
activate a variety of markets below the final consumption level. Added to these will 
be capital and other expenditures for the conversion of plants from war production. 
These factors linked with the highly liquid asset position of business enterprises 
generally will create the basis for inflationary-demand pressures of great magnitude. 
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prices. Prices rise only when production fails to keep pace. But this is 
precisely why, given the probability of heavy money spending, prices 
are likely to rise after the war: the production of desired goods and ser
vices will lag behind money spending. 

Real output in terms of the goods and services produced cannot shift 
overnight from war materials and supplies to civilian requirements. 
While production during the war has been prodigious it has been from 
facilities that are either unneeded for peace, such as powder plants, 
shipyards, etc. or that can only be turned to peace-time production 
after a conversion that inevitably takes time. In other words when the 
war ends the physical production facilities will not be so constituted or 
so arranged that they are immediately capable of turning out the goods 
that will be in demand. 

Similar barriers to a prompt rise in non-war goods output will result 
from the size and distribution of our national labor force. The loca
tion of war industries has been determined by a variety of factors other 
than economical production and peace-time usefulness. The global 
nature of the war has meant a transport problem of gigantic propor
tions which has been met by an enormous expansion of the output of 
ships and aircraft. At present, workers are especially concentrated in 
these industries in numbers far beyond peace-time requirements. Con
sequently before they can produce the type of goods that will be in de
mand in the postwar period plants will have to be converted or the 
workers shifted to other areas, or both. That is, the distribution of the 
labor force between industries and, by inference, geographically, is at 
present notably different from that needed for peacetime production. 
Moreover these shifts cannot be achieved overnight. Thus while the war 
has doubtless improved the quality and efficiency of our total labor force 
its distribution will be far from ideal when the war ends and a different 
composition of total output is needed. Labor shortages and labor sur
pluses are likely to co-exist for a time until a redistribution can be 
effected that is appropriate to peacetime production. 

Thus, although the war has probably meant no serious deterioration 
in either the quantity or productivity of our labor force or capital equip
ment, it would be wholly misleading to suppose that either the capital 
equipment or the labor force is likely to be so constituted or distributed 
at the war's end that an immediate and rapid rise in non-war goods pro
duction can be expected. Rather shifts and conversion will have to be 
effected before the full output potentialities of our real economic re
sources and new technological knowledge are realized. Since similar 
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impediments do not hamper money spending the possibility of an in
flationary rise in prices is genuinely real if price determination is aban
doned wholly to the play of supply and demand. 

Hence while nobody knows that circumstances will so shape them
selves at the end of the war that inflation will be an acute danger, there 
appear to be convincing reasons for such a belief. The great likelihood 
that powerful real and monetary factors from the side of demand will 
be impinging upon prices in the immediate postwar period at a time 
when the structural changes resulting from the war will hold supply 
considerably short of the quantity and variety it will subsequently 
achieve are the grounds for fearing an inflationary price rise if matters 
are allowed to drift. This is the crux of the problem. And it is on these 
probabilities that the usefulness of price control is worth examining. 

II 

INFLATION AND PRICE CONTROL 

If the factors making for an inflationary rise in prices in the postwar 
period should outweigh those tending in the opposite direction several 
ancillary questions rather logically present themselves. The first and 
most obvious is, why is a rise in prices to be avoided in the postwar 
period? Secondly, if an inflationary rise in prices is undesirable, is price 
control a useful instrumentality with which to check the price rise? 
Lastly, assuming an affirmative answer to the two previous questions, 
there is the question as to what form price control should take in view 
of the probable character of postwar inflationary tendencies . Let us 
consider these in sequence.• 

1. The broad general objection to an inflationary rise of prices is that 
such a rise either moves on to an ultimate collapse of the monetary and 
financial system or it is succeeded by a substantial fall in prices. Hyper
inflation, culminating in a real "flight from the currency" in which 
everyone endeavors to hold goods and real property rather than money 
and bank balances, can only result in a collapse of economic activity 
through the complete unwillingness of people to engage in production 
or distribution of commodities for sale on the market. It seems safe to 
assume that the likelihood of this happening in the United States or 
the British Empire is remote. Unless the United Nations should be de
feated there seems little reason to suppose that hyperinflation on the 

a The last question is the topic of section I I I. 
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Central European model after the last war is even a remote possibility. 
The objections to an inflationary rise in prices on a more moderate 

scale-say something of the order of magnitude of from 40 to 6o per 
cent on an average above present levels, that is, in the summer of 1944 
--are not difficult to discern. Such a rise would almost certainly not be 
of the same amplitude nor at the same rate for each individual price. 
Some prices would not rise at all since they are fixed by long-term con
tract. Others might rise perhaps two or three hundred per cent. The pat
tern of price movements after the last war gives at least a rough indica
tion of the dispersion of the rise that might be expected. A rise in the 
price level of this magnitude, moreover, would be likely to be suc
ceeded by a substantial, if not equivalent, fall in prices. And the fall 
like the rise would be uneven. Yet the decline in prices would not be 
achieved smoothly and easily. In a variety of ways, the economy is 
notably less flexible in a downward than in an upward direction. It is 
extraordinarily difficult under modern conditions to effect even a mod
erate deflation without creating unemployment. That unemployment 
can easily become self-cumulative, the experience of the early 
'thirties has indicated. It is unlikely in such conditions that the State can 
stand by and do nothing. For better or worse it must "do something" 
to combat unemployment and stem the deflation. Those who abhor 
State action in economic affairs would do well not to overlook this 
consideration. 

The unevenness of both the rise and the fall in prices, combined with 
the uncertainty at any point in each as to just how far and how fast the 
price movement will proceed, are not conditions likely to ease the 
transition from war to peace. For, during either a rise or a fall in prices, 
one never knows just what point in the cycle has been reached until 
that point is already past. The planning of economic adjustments within 
the business enterprise is fraught with many uncertainties at best; 
markets have to be estimated, probable costs computed, operating out
put calculated, and a variety of other uncertainties reduced to guesses. 
But if prices, both individually and collectively, are moving upwards 
(or downwards) at uncertain rates, those in charge of business enter
prises cannot regard their culculations with any confidence. Real man
agement problems are submerged and neglected in the avid concern 
over how, and by how much, prices are likely to change. Inventory 
speculation, the race between selling prices and costs, between the cost 
of living and wages are the components of the familiar story whose 
details do not need to be recounted here. 
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prising, perhaps, is that t'-tis experience has been repeated in a number 
of countries. 

The degree to which the effectiveness of wartime price control is 
attributable to the patriotism generated by war rather than to the na
ture of the controls themselves is admittedly not open to rigid proof. 
Yet observation and reflection strongly suggest that the success of war
time price control is not wholly attributable to a sense of patriotism on 
the part of the people at large. 6 The connection between a deep love 
for one's country and the fixation of particular prices in the course of 
trade or business is likely to be quite tenuous. And this applies to buy
ers as well as sellers. People in general desire to prevent inflation in 
general. But if there are shortages of meat or Scotch whiskey, the vio
lations of the applicable price regulations become numerous, and many 
people will speak almost in the same breath of the horrors of inflation 
and of the immutability of "supply and demand." These considerations, 
which seem to accord with observation and common sense, suggest 
that the effectiveness of wartime price control partly rests upon more 
tangible factors than a vague desire to prevent inflation in the cause of 
patriotism. Consequently, one can argue that the effectiveness of price 
controls in conjunction with quantity controls in checking inflationary 
price increases is not likely to disappear altogether once hostilities 
cease. Indeed their effectiveness as an instrumentality of inflation con
trol in the postwar period should not differ much from what it was 
during the war itself, prwided people are convinced that inflation is a 
danger and that it ought to be controlled. 

The comments just made concerning the usefulness of price control 
as an instrument for controlling inflation in the postwar period must 
not be taken to imply that we regard price control alone as a sufficient 
attack on the inflation problem. Price control should be combined with 
suitable tax policies and other means for mopping up excess purchas
ing power. Other economic policies aimed at raising the output of de
sired goods and services should be developed and put into operation 

6 The acceptance of the price-conuol program by the business community as a 
program would probably have been quite impossible without a national emergency. 
Furthermore, one would have to admit that compliance with,rice regulations has 
been aided greatly by patriotic motives. Yet the workability o a price-control pro
~ram, as a program, is not perhaps principally contingent upon a war emergency. It 
IS rather a consequence of having workable regulations. Poor regulations have not 
been accepted during the war, though there was probably little difference between 
industries in the degree of patriotism present among thelf members. CJ. also infra. 
p. 2o. 
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simultaneously. We cannot do more than mention these other policies 
since a proper ·analysis would carry us far afield. Yet in conjunction 
with these a program of price and related quantity controls is almost 
an indispensable part of any effective attack upon the problem of post
war inflation.6 Price control as an inflation control device has limits. 
It cannot do the whole job. But in an integrated inflation control pro
gram it performs an indispensable function. 

Finally, it scarcely seems necessary to point out that price control 
is not a proper instrument by which to arrive at a proper ltvtl of prices 
within the domestic economy. The internal price levels in various 
countries have been largely insulated from one another during the war 
emergency. When the war ends adjustments between them will be un
avoidable if economic intercourse between the nations is to augment 
their individual and collective welfare as it is capable of doing. But to 
suppose that price control in the sense in which it is used throughout 
the present paper is capable of handling problems of this magnitude is 
grossly to overestimate its potentialities and effectiveness. 

Let us now consider the form or type of price control that appears 
to be appropriate for the after-war period. 

III 

THE CHOICE BETWEEN SELECTIVE AND 
GENERAL PRICE CONTROL 

1. We have already remarked that inflation is not rypically a creep
ing advan~e in all prices at a uniform rate. It is a familiar fact that the 
rise in particular prices during the war has been quite uneven. In part 
this unevenness is because war needs and expenditures were initially 
concentrated, directly and indirectly, upon a few sectors of the econ
omy. The prices of machine tools, base metals, and industrial raw ma
terials were the first to reflect the shift to war production. On the 
other hand, the uneven rise in prices in the United States during the 
war was also a consequence of price controls having been imposed 
upon different commodities at different points in time. The reasons 
were mainly two. First, there were the statutory requirements which 
allowed price ceilings to be imposed on certain commodities-notably 

6 We mention quantity controls in combination with price controls because, as 
will appear in a later section, the former arc often a prerequisite to the effccdvc 
operation of the latter. See infra, jn. 19, pp. 32-23. 
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farm products~nly when specific conditions had been fulfilled! Sec
ond, price ceilings were not imposed on all commodities at once be
cause there was a strong conviction that not all prices were in fact ap
proaching the "inflationary" stage at the same rate. Some rise in price 
was often necessary to increase output. Only gradually did the in
creased money expenditures spread themselves throughout different 
markets; only gradually did output reach capacity levels in different 
industries; and only gradually did the barrier to increased output in 
almost all industries arise in the form of a genuine and all-pervasive 
labor shortage. As already said, these conditions were not character
istic of the early phases of the war program. Price control policy was 
based on the realities of the situation. As a consequence selective rather 
than blanket price controls were in order during the earlier stages of 
the war program. It was only early in I 942 that inflationary price in
creases were obviously becoming so general as to call for over-all price 
control. On April 28, 1942, the General Maximum Price Regulation 
was announced and thereby a host of prices not previously controlled 
were fixed at their previous March levels. 

A crucial question in any discussion of price control in the postwar 
period is whether the inflationary pressures are likely to center on cer
tain prices or to pervade the price system as a whole. Alternatively 
stated, are conditions with respect to prices likely to be more nearly 
approximating those of early 1941 or those of early 1942? For the 
answer to this question is likely to determine whether selective price 
control or general price control is the more appropriate policy to 
follow when the war ends. 

There is at least a strong presumption that the upward pressure upon 
prices in the postwar period will be fairly specific rather than distrib
uted more or less evenly over all prices. For this to be the fact either 
or both of two conditions must prevail. The tendency for some prices 
to push rapidly ahead of the rise in prices as a whole could occur pro
vided money expenditure were heavily concentrated on the purchase 
of certain commodities. Their prices would then tend to be the first to 
rise and their rise would be more rapid. On the other hand, even if 
there were no notable concentration of money spending upon some 
commodities rather than others, some prices would rise more than 
others because of technical factors pertaining to the current capacity 
for expansion of their production and supply. A uniform increase in 

7 The Office of Price Administration operated first under presidential executive 
order7 but subsequently, after january, 194z, under starute. The first price regula
tion, relating to second-hand machine tools, was issued in February, 1941. 
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the money demand for various commodities will occasion an unequal 
rise in their particular prices if their "time elasticity of supply" is dif
ferent. Logically, an uneven rise in prices can only be explained in 
terms of either or both of these possibilities. The rise in any particular 
price, of course, may often lie more exclusively in the one than in the 
other. These factors are likely to combine after the war to produce a 
strong tendency for certain prices to move upwards at a rapid rate. 

In the early postwar period the flows of money expenditure arc 
likely to be heavily concentrated in certain directions rather than dis
bursed according to the pattern they had followed before the war and 
may well assume again. As suggested above, there will be an accumu
lated demand for consumers' durable goods and for those commodities 
and services requisite to restore accumulated depreciation, depletion 
and obsolescence, and to convert industrial facilities from war to peace
time production. Moreover, luxuries as a class arc likely to be in heavy 
demand. While demand will be more heavily concentrated on some 
than on others of these commodities and services, one can say relatively 
little in general terms about its specific impact. . 

The very commodities likely to be in most urgent demand after the 
war will probably be those whose supply cannot increase rapidly 
enough to prevent their prices from rising if no controls arc imposL-d. 
Consumers' durable goods and the heavy industries arc precisely the 
industries which have engaged most directly and completely in war 
production. Their facilities will have to be converted before they can 
turn out the goods which buyers will rush to purchase. Below the level 
of ultimate consumers' goods, moreover, the urge to convert rapidly by 
refurbishing equipment and to make good accumulated repairs and 
obsolescence will be exceedingly strong. A long-term competitive ad
vantage may accrue to firms that arc the first to convert. But the phys
ical inability of the concerns which furnish the materials, parts, and sup
plies needed for conversion to fill all orders at once, could easily pro
duce sharp and violent price increases. A rationing of supplies through 
competitive price bidding would be the probable result. Given time and 
a few effective controls, however, reconversion can proceed smoothly 
and without the necessity for drastic price changes. 

Thus there is a strong presumption that selective price control is 
more nearly the appropriate policy for the conditions likely to prevail 
when the war ends. Certain other considerations point to the same con
clusion. But before considering these it seems convenient to digress 
slightly. 
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2. If both logic and experience demonstrate that in a general infla
tionary movement all prices do nor advance at a uniform rate they 
similarly suggest that not all price increases arc equally significant 
from the point of view of the problems of postwar readjustment. Con
sequently we may appropriately inquire what criteria differentiate price 
increases likely to produce genuinely serious consequences from those 
which arc comparatively harmless. 

Viewed in terms of their consequences price increases of major sig
nificance would appear to include the following types: 

(a) Whtrt tht incrtast in a prict or a gr()Up of clostly rtlattd prius crtatts 
a strong pmsurt for ctrtain othtr prius to bt similarly incrtastd. 

The most important instance of this type, perhaps, is the price of 
basic cost-of-living items and wages. Especially among highly organ
ized labor groups a rise in the cost of living will call forth an insistent 
demand for higher wages. Conversely, a substantial general wage in
crease may raise the prices of basic cost-of-living items. But the wage
cost-of-living spiral of price increases is not the sole instance of the 
phenomenon in question. A sharp rise in house rents might sharply in
crease building activity, and thereby exert a strong upward pressure on 
building costs. And there arc doubtless others. 

(b) A prict inmast which is likely to bring about an undesirtd and irrt
vtrsiblt rtdistribution of rtal TeS()Urctr. 

It is characteristic of capital investment in heavy production facil
ities, and to a lesser degree of shifts in the occupation of persons, that 
they are not easily withdrawn once commitments have been made. 
Sharply rising prices in particular sectors of the economy may have a 
deceptive air of permanence and thereby induce real resources to shift 
into the production of particular commodities in excess of any reason
able long-time requirements. The slow process of thereafter withdraw
ing the labor and capital resources which have mistakenly been com
mitted is likely to be painful and costly. The long-term overexpansion 
of wheat acreage in response to high prices during the first World \Var 
was never satisfactorily corrected in any fundamental sense afterthe 
war. There is perhaps a genuine danger that similar over-commitments 
might occur after the present war with respect to facilities for produc
ing certain types of durable constuners' goods, whose demand will be 
temporarily swollen beyond their long-term level. This danger is es
pecially acute where the lag between investment and increases in out
put is substantial, because, in the absence of controls, the high prices 
will persist long after sufficient new investment has been made to care 



for long-time consumption requirements. The sudden coming into 
fruition of an excessive number of similar investments will cause over
production, low prices and losses for the producers.8 It is conceivable, 
for example, that the postwar demand for dairy products of all kinds
milk, cream, butter, cheeses, etc.-will be at a very high level tempo
rarily. But to bring new dairy herds into production requires two to 
three years so that by the time their output is available prices may well 
be unprofitable. A similar danger is present in the case of numerous 
other products which have been in short supply during the war, and 
which have a high income elasticity of demand. 

(c) Prius which art "kty" prius in th~ srose that a numbff of othff 
prius ar~ closrly tied fiJ them in a "vmical" direction." 

This familiar pattern of price relationships may well be peculiarly 
important in the immediate postwar period. An increased demand for 
numerous final and intermediate products often tends to pyramid upon 
a particular raw material and thereby sharply to increase its price. 
During the early stages of the war production program this phenome
non of "bottlenecks" was a common occurrence. For a while, for ex
ample, everything seemed to resolve itself into a demand for more 
steel. The combination of priorities allocation and price controls suc
ceeded in preventing an otherwise dangerous inflationary price move
ment. In the postwar period a similar danger will doubtless be present. 
Possibly in hides, tin, certain building materials, etc., the cumulative 
inflationary pressures of this sort may be so severe that price control 
at the raw material level may be indispensable. The situation will 
doubtless vary greatly as between one raw. material and another; and 
without the available, but now confidential, information as to stock
piling, accurate prediction of the more likely shortages is impossible. 
The shortage of raw materials will doubtless also vary greatly as be
tween countries. Wool is in abundant supply i)l the United States; but 
after the war almost the whole continent of Europe will be exceedingly 
short, especially if costly synthetics are no longer used. Relief and re
habilitation, depending on the scale they assume, may make for tem
porary shortages of many raw materials, basic foods, and certain fer
tilizers. Here international controls or close cooperation between the 

8 It r;nay be that m~ch of the investmenr which is now rcprescnrcd by the in
crease m beef cattle w1ll also not come into fruition until after the war. From a calf 
on the range to good roast beef on the dinner table rakes more than a few months. 

9 The rclatio.nship here diffc~s from that in (a) above, t.g., cost-of-living goods 
and wages, whtch could be designated a "horizontal" as opposed to the "vertical" 
relationship now under discussion. 
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raw material producing countries and the large consuming countries 
may be indispensable. The fact that international raw-material boards 
now exist and that national governments own such large supplies may 
prevent the prices of scarce raw materials from rising drastically .10 

There is no reason to suppose, however, that such raw material price 
controls will need to be general. They should be confined to those in
stances where the inflationary dangers are acute. In steel, copper, 
aluminum, magnesium, etc., the present productive capacity should 
allow output to expand sufficiently at constant prices. But the demobili
zation of the armed services and relief needs will cause a temporary up
surge in the demand for apparel items of all sorts so that the prices of 
hides, rayon, etc. may rise sharply if they are left to the play of com
petitive forces. (A countervailing factor here of course is that military 
apparel demands will fall off sharply.) And a price spiral of this sort 
might induce reactions of the type already discussed under (b) above. 

(d) Cases probably requiring checks on purely speculative price increases. 
A rapidly mounting price for a commodity whose supply is tempo

rarily short and fixed often induces sellers to withhold the goods from 
the market while at the same time speculative buyers enter, whose only 
interest is to profit from the advancing price." The not unusual result 

10 A statement made on February 18, 1943, by the American member of the 
Combined Raw Materials Board, Mr. William L. Batt, is interesting in this regard. 
He said: 

"There will be greater confusion of demand when the war is over. 
"At the present rime, we are confronted with only a limited number of purchasers 

of raw materials and there is limited shipping capacity to carry what is available. 
When the war ends, there will be a scramble by all nations for available supplies in 
order to restore their economies to a peacetime basis as speedily as possible. 

"Experience after the first World War has shown that such a scramble can result 
in complete demoralization of sUpply, price, and other factors in a peacetime econ
omy. It is impossible to see how such a situation can be met unless through some 
form of combined machinery. Existence of the Combined Raw Materials Board 
might contribute substantially to the solution of this important postwar problem." 
As quoted by Eugene Staley, "Taussig on •International Allonnent of Important 
Commodities'," Amtricm Etowmit RMJitw, December 1943, p. 881. See also on the 
same topic League of Nations, Tht Transition frtmt War to Ptatt Eto11011'Y• II. Eco
nomic and Financial 1943. II. A. 3• pp. 78-81 and passim. 

11 There is perhaps a very real danger that an inventory boom with sharply rising 
prices could easily develop in the apparel, household wares, and luxury trades im
mediately after the war. Something of the son produced disastrous consequences 
after the first World War. Whether it would be better to control such an incipient 
inventory boom by maintaining wartime inventory controls or price controls, or 
both, can scarcely be decided now. The writer's preference, however, would be for 
inventory controls only if they can be made to do the job, as appears P.?ssible. It 
must not be forgotten that some inventory accumulation after the war wtll be 11nor
mal" rather than speculative. 
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is that the flow of the goods into regular consumption channels falls 
to a mere trickle. A temporary price ceiling often has the dual effect of 
loosening up the supply and driving speculative buyers from the mar
ket. During the war period this was the fact in the case of certain ani
mal and poultry feeds-hay, concentrates, etc.~nd a price ceiling 
markedly improved the situation without at the same time making 
rationing necessary .12 Occasional instances of the same phenomenon 
might arise in the postwar period of transition. 

(e) Price iTICTeases possibly undesirable 1111 grounds othn- than tluir effect 
upon the dumestic inflationary potmtial. 

As a contribution to international rehabilitation the United States 
might desire to prevent price increases in commodities (in addition to 
raw materials) which will be in heavy demand abroad. Medical sup
plies and disease-resisting foods are clearly cases in point. But the 
same might apply to simple tools and machine parts for which the for
eign demand will doubtless be unusually heavy in the immediate post
war period. In such cases, however, perhaps the Price Control Author
ity would wish to act only on the recommendation of the Relief and 
Rehabilitation Authority, not on its own initiative. For presumably the 
latter will be better informed both as to prices here and abroad and 
the relative desirability of reducing available account balances in par
ticular financial centers. 

3. The foregoing analysis suggests that in the immediate postwar 
period price control should be selective and specific rather than applied 
generally to a wide range of commodities as it was during the war. 
Since certain other considerations seem to reinforce this view, they 
may be briefly mentioned. 

The extension of wartime price controls to virtually all commodities 
and services-other than direct military goods and certain agricultural 
commodities accorded a de facto statutory exemption-was largely dic
tated by considerations not likely to be present in the postwar period. 
As a matter of policy the Office of Price Administration found it neces
sary to extend its price controls widely for several reasons. In the first 
plac~, there was always ~e danger, frequently quite acute, that eco
norruc resources would sh1ft from the price controlled sector to the 
uncontrolled sector, to the detriment of the war program.18 Almost 

12 As in many other situations of course there was an informal rationing imposed 
by established dealers. 

13 This was the prime reason, for example, for the extension of price control to 
many luxury trades, t.g., certain branches of the apparel field. It can be argued of 



equally important, however, was the fact that effective price control 
almost inescapably had the incidental effect of holding down profits and 
wages. Yet many persons felt that to impose ceiling prices on some 
commodities, and hence check wages and profits therein, and not im
pose similar controls on others was an indefensible injustice. More
over to endeavor in wartime to hold down wages in general without at 
the same time endeavoring to hold down profits in general was doubt
less inexpedient on practical grounds. This meant, essentially, imposing 
price controls very broadly. These considerations, coupled with gen
eral inflationary price movements on a wide front early in 1942, led to 
the issuance of the General Maximum Price Regulation" by which 
price control came to encompass most of the American economy. 

It is doubtful, however, if the same considerations will warrant the 
retention of over-all price controls in the postwar period. The same fac
tors which caused the introduction of general price control during the 
war will either not exist at all or they will be present in a less aggra
vated form.16 Apart from such negative reasoning there are positive 
considerations which also suggest that postwar price control should be 
selective rather than general. Let us examine these briefly. 

The essence of the conversion problem is a transfer of resources 
from war production to peace production, i .•. , a reversal of the shift to 
war production. It is far from obvious just which specific resources 
should shift and into what industries and geographical areas they should 
move. It would appear not at all unreasonable that much of this shift 
can be most effectively accomplished through the medium of the price 
system. That is, by means of the re-establishment of a system of rela
tive prices we are likely to get those commodities produced, by those 
methods, in those localities, and in those amounts which are econom
ically justifiable. The economic transition from peace to war was 
achieved partly by the price system and partly by direct controls such 
as priorities, prohibitions, etc. For the reverse shift from war to peace 
we will have to rely much more on the price system for the reason that 
there will be no singleness of purpose comparable with that during the 

course that such problems could have been handled more effectively by direct re
suictions on the materials used. In abstracto this is perhaps correct. But in the circum
stances that in fact prevailed such a procedure was not feasible. 

1' It may be observed in passing that the prestige and influence of Mr. Bernard M. 
Baruch, who had long advocated a general price freeze upon the outbreak of war, 
was not without importance in the ultimate decision to issue the General Maximum 
Price Regulation. 

16 It is worth noting in passing that not all nations have employed general price 
control during the war. 
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war by which an optimwn-<lr even acceptable-distribution of real 
resources can be defined. Consequently we shall have to rely upon the 
interplay of commodity and factor prices, profits and losses, incomes 
and expenditures, in short, upon the price system, to guide real re
sources into those uses where they promise to be most productive. 

Such a reliance upon the price system will be all the more necessary 
because during the war the structure of relative prices has been becom
ing progressively "devitalized" through allocations, priorities, price 
controls, subsidies and government purchases and resales. Prices still 
perform many functions, but the structure of relative prices at the war's 
end will not mean the same thing as economic analysis has customarily 
interpreted it to mean. The technological changes, the new methods of 
production, the new products, and the new uses of older products which 
we will inherit from the war will be enormous. Moreover, the war
time controls have themselves "devitalized" many prices. Consider the 
prices of certain food products, for example. Their output is subsidized 
by a "support price." Their price to the consumer is subsidized to 
"hold the line" on the cost of living. And conswners cannot buy all 
they wish because the product is rationed. What docs the "price" of 
such a product mean in any economic sense? Docs anyone know what 
the price would or "should" be in the absence of these influences? But 
the important point in the present connection is that no one knows 
whatthese developments, in the aggregate, are likely to mean in terms 
of the structure of relative prices. They will act and react upon one 
another in ways that it is impossible to delineate a priori. The only pos
sibility is to allow them to work themselves out through the price sys
tem without substantial interference.16 Few, if any, guideposts exist by 
which public authority might decide what constitutes an optimwn dis
tribution of real resources, since the accwnulated changes bearing upon 
cost-price relationships are nwnerous, and scattered widely throughout 
the economy. 

An ancillary point is worth mentioning in this connection. If general 

16 According to the scanty information available a somewhat similar problem 
a~ose in certain of the "Liberated" areas during the period of military government. 
1 h~re was a . structure of legal maximum prices inherited from the pre-occupation 
penod. Bur wuh black markets rampant, new supplies coming in from abroad, and 
older sourc~s of sup~ly again bccommg active, the legal structure of relative prices 
was well mgh meanm~less. Moreover there was no basis on which to establish a 
new "system" of relative prices because the interaction between all the various fac~ 
tors could not be appr~ised. The solution found was to "free" prices for a time and 
then subsequently to Impose such new maximum price regulations as appeared to 
be indispensable. · 
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price control is extended more than very briefly into the postwar period 
the effect upon initiative and enterprise is likely to be seriously adverse. 
Many of the technological developments of the war have yet to be 
translated into concrete realities in terms of non-war production. They 
will not all work in the same direction. They frequently will be com
petitive with one another. Unregulated prices over much of the econ
omy may be a prerequisite to sufficiently favorable profit expectations to 
guarantee the full exploration and development of the technical ad
vances occasioned by the war. Thus, not only have the inventions and 
new knowledge gained from the war a direct relevance for the problem 
of establishing an appropriate system of relative prices, but many of 
them may not be adequately explored at all if price controls pervade 
most of the economy. , 

4· The considerations advanced in the foregoing paragraphs suggest 
that the case for selective price control is fairly convincing. The prob
able concentration of money expenditures, the rather specific nature of 
the output deficiencies, the nature of the price increases that are genu
inely dangerous, and the virtual impossibility of prescribing either a 
new system of relative prices or a distribution of real resources appro
priate to non-war conditions, all these seem to suggest the wisdom of 
selective price control for the postwar period. The case is admittedly 
not wholly one-sided. But the preponderance of the evidence seems to 
point to this conclusion as the wisest decison. 

One objection remains to be considered before passing on to other 
matters. Cannot one argue that selective price control will suffer the 
same weakness as during the war tha~ real resources will escape from the 
price-controlled sector to the uncontrolled sector of the economy? It 
must be admitted that there is a potential danger here, especially if the 
price controls are rigid and squeeze profits hard. But the price controls 
need not be of this strict sort in the postwar period. More important, 
however, are three other comments which appear to be in order. First, 
in those cases where price control appears to be necessary, its purpose 
will be largely to prevent a heavy inflow of resources into industries 
where demand is temporarily sharply augmented. In the absence of 
price control resources would shift into these industries; from the long
term point of view they should be kept out. Thus the problem is really 
the reverse of the wartime problem. Secondly, unless the price regula
tions bear heavily on profits there is little danger that productive re
sources already committed will actually shift out of the production of 
the price-controlled commodities. Finally, technological reasons, in 
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fact, preclude any substantial shift out of those industries in the short 
period for which price control would be required. Hence the objection 
that resources would shift out of the price-controlled industries in such 
a fashion as to cause real harm does not appear to possess great sub
stance when applied to the postwar period. 

IV 

TACTICS AND TECHNIQUES OF PRICE CONTROL 

1. Although obviously anything one might say now on the tactics of 
postwar price control must necessarily be tentative, a few comments 
may not be so speculative as to be wholly useless. 

Throughout the present paper we have viewed postwar price control 
as a temporary device rather than a permanent instrument of economic 
policy. Immediately after the war ends, however, the pressure to cast 
off price and quantity controls altogether will be strong indeed. Such 
pressure will arise not only from special interest groups for clearly sel
fish reasons but also from a general weariness of controls and restric
tions upon business firms, income recipients, and consumers. More
over since price control was accepted as a war mL-asurc the community 
at large will not view its retention beyond the war as self-evident in its 
economic justification. Indeed if the issue of postwar price control is 
raised in the form of a continuance of essentially the wartime controls 
versus a rerum to the "free market" of 1939, Congress probably will 
decide to abolish it and the voters will in general agree. 

If the judgment just stated is not entirely in error certain deductions 
concerning the tactics of postwar price control would seem to follow. 
First the whole presentation of postwar price control should be formu
lated in terms of the positive reasons why certain spuific price controls 
are temporarily indispensable. Publicly and privately the operating pre
sumption of the price control authority should be that unless strong 
reasons exist for maintaining particular price controls and coordinate 
quantity controls they should be removed. Wherever it is clear that 
prices are no longer pushing hard against the price ceiling or where no 
very serious consequences arc likely to follow if the price in question 
were to rise, the authority should remove its price control. Indeed some 
price controls might well be removed even before the war ends where 
these qualifications arc satisfied. And, in any case, it should be possible 
to suspend the price controls on numerous commodities within from 
sixty to ninety days after the war ceases. In removing controls, more-
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over, me price control authority should follow a more liberal policy 
than has been customary during the war; the threat that a price might 
rise from 5 to 1 o per cent should not alone warrant retaining control 
over it. 17 The demonstrated willingness of the price control authority to 
remove controls wherever possible will do much to muster support for 
its retaining such of its activities as it is desirable to retain. A cautious, 
hesitating and slow removal of unnecessary price controls may cause 
so much organized resentment that the whole price control program 
will be swept into me discard. . 

The second reason for following a procedure such as we have just 
sketched is that the price control authority, by confining its activity, is 
likely to do a more effective job of controlling the prices mat genuinely 
need curbing. If a large part of me price system is unregulated, a familiar 
avenue exists through which economic adjustments can work them
selves out by acting and reacting upon one another to establish a new 
system of relative prices and a new allocation of real resources. On the 
basis of the new price pattern the price authority has some guideposts 
for groping its way toward proper prices for me commodities it must 
continue to control. If it endeavors to retain control over virtually all 
prices, as during the war, basic postwar readjustments will be ham
pered and delayed because it will be administratively impossible for the 
authority to move as rapidly and intelligently on all prices as me real
ities will require. By endeavoring to do too much with too little real 
knowledge it may do badly those very things which it could and should 
do well. 

2. The price control techniques most appropriate when almost all 
prices are under regulation are not of necessity equally suitable when 
most of the system is free. During the war me looser control techniques 
were adopted only when firmer procedures were for one reason or an
other inapplicable. Generally speaking, at least in the United States, 
all price increases were regarded as a regrettable retreat in me face of 
superior forces. Firm controls, tenaciously held, were the ideal which 
the price control authority endeavored to attain in each commodity. 
The postwar interval presumably calls for a different approach and a 
more frequent usc of less rigid techniques. 

17 This may not have to be a deliberate choice. If, when the war ends, some con
siderable number of prices drop below their ceilings they will have been freed from 
price comrol dt facto. It is not inconceivable that such a development might occur. 
It might be better to suspend, rather then revoke, price regulations where prices 

,have fallen below the ceiling. 



Formula pricing and margin control may be better suited to the ob
jectives of postwar control than "freeze" techniques and specific dol
lars and cents pricing.18 Since we have argued that it is desirable not to 
control all prices as during the war, the controlled prices cannot move 
entirely in their own orbit. For clearly interrelationships between un
controlled and controlled prices will often be significant and intimate. 
The requirement will not be so much to hold controlled prices abso
lutely rigid as to prevent the real factors which make for price change 
such as costs, supplies, export needs, etc., from generating priu in
creases quite beyond what the magnitude of the change warrants. Inso
far as this end can be achieved by price control techniques which re
lieve the price control authority of the necessity for taking formal ac
tion in response to each important change in the uncontrolled sector of 
the price system, there is a net gain to all parties concerned. Much 
could be accomplished by carefully devised margin controls and for
mula pricing techniques without at the same time surrendering all 
effective price control over the commodities concerned.19 

18 The essential characteristici of these fOur price techniques may be briefly in
dicated: 

A "freeze" type of price regulation specifies the legal maximum price in terms of 
the price or prices charged on a particular date or (commonly) the highest price 
charged to a purchaser (of the same class) during a specified period. The German 
pric~stop law of 1936, the Canadian retail-price ceiling, and the General Maximum 
Price Regulation in the United States using a March, 1941, base period are familiar 
examples. It is at once obvious that such a technique is only useful where the price 
to be controlled has been previously free. Since most prices have been regulated dur
ing the war there will be little scope for the "freeze" technique after the war except 
where prices have been removed from price control and subsequently are agam 
.. frozen." In general one may remark that the "freeze" type of regulation becomes 
progressively more unsatisfactory as the base period becomes more distant. 

Specifically. named dollars and cents prices (sometimes called "Hat" pricing 
techniques) by regulation are particularly suitable for homogeneous producrs which 
are widely purchased by ultimate consumers. The compliance problem is less seri
ous because purchasers come to know what prices they should pay. They are often 
administratively difficult to prepare. 

Formula prices are those wh1ch specify the maximum price by naming the allow
able components and how they shall be compounded. They arc especially suitable 
for non-homogeneous goods, for goods that are customarily bought infrequently, or 
for goods that vary widely in their production methods. It should be pointed out, 
however, that there is no logical reason why a formula price regulation could not be 
used rather widely, 

A special tr.pe of formula price regulation is "margin control" as used in whole
sale and retail trade. It can take a variety of forms consisting of specific money 
mark-ups or percentage mark-ups. 

!o One r~a.son ~or th~ ~ow repute that margin controls acquired in the Office of 
Pnce AdmmJstratJon dunng the war is that they were characteristically employed 
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v 
SPECIAL PROBLEMS OF PRICE CONTROLS 

No one can possibly foresee the range of special problems that will 
arise to plague the postwar price control authority. Like any new un
dertaking the agency will be forced to deal with difficulties that are 
quite unexpected and for which no tried solution is at hand. Yet a few 
general issues appear so cerrain to arise that some comments concern
ing them seem appropriate. 

1. Price crmtrols tmd qutmtity crmtrols. At various points in the previous 
pages we have referred to "price and quantity controls" with the impli
cation that they were parr and parcel of a single device. In large measure 
this is a fact. The circumstance that in the United States during the 
war quantity controls have not been directly vested in the price con
trol authority does not negate their close theoretical and practical con
nection.20 

Even the most casual observation suggests that wartime price con
trol operates as effectively as it does only because it is bolstered up by 
a system of quantity controls, priorities, allocations, and rationing. For 
by so restricting total demand for certain key goods to the quantities 
available from stock and current output the pressure upon the legally 
established maximum prices is substantially diminished. Some similar 
system probably will be an indispensable counterpart to price control 
in the immediate postwar period. Moreover, a skilful and intelligent 
system of "quantity" controls could shoulder much of the task of 
achieving an orderly and non-inflationary conversion of industry and 
commerce from war to peace. 

The domestic quantity controls during the war have been principally 
priorities and rationing. They are essentially similar in that the buyer 
must surrender something more than the money price before a purchase 
can be consummated legally. Their essential point of view and objec-

to regulate the prices of commodities which almost defied effective price controls 
by any means. It is the writer's impression that when used with food products and 
standardized merchandise they were quire effective and on the whole satisfactory. 
In other words margin control and formula pricing were often regarded as poor 
techniques of their very nature when in reality the real difficulty lay in the narure 
of the product being controlled, or in the peculiar organization of the industry. In 
parr, however, they did tend to produce higher prices than freeze techniques and 
were for that reason objectionable. 

20 The Office of Price Administration administers the rationing program but has 
not the authority to dctennine what should be rationed and when. Priorities are of 
course in the hands of the War Production Board. 
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rives differ, however, insofar as priorities establish some uses of scarce 
materials as being of more importance than others, while rationing 
primarily aims to achieve equality ben~·een persons i~ the. c.?~sump
tion of scarce goods. Hence the former IS deliberately unfa1r m that 
it does not regard all industries or firms as equally important.21 The lat
ter has had equity and fairness as its rais(J11 d'arr.22 Reflection suggests 
that consumer goods rationing will, with certain qualification, be a 
less likely necessity in the pomvar period than a system of priorities. 
Let us first consider the latter. 

(a) The really difficult problem of priorities in the postwar period is 
to determine the scale of urgency of the different needs for basic com
modities or materials. With price control, but no system of priorities, 
producers will presumably supply their customers on the principle of 
"first come, first served," or, perhaps more probably, on the basis of 
the relative (short and long-term) profit possibilities for the producer 
when supplying one buyer rather than another. The presupposition of 
a priorities system is that "the general welfare" or "the national inter
est" is not likely to be served as effectively by such a sequence of de
liveries from producers as by some more "rational" scheme under State 
direction. During a war, and given the basic military plan of needs, 
such a scheme of priorities is, of course, not logically difficult to estab
lish. But what criteria are available for a period of peace? Here there is 
no comparable singleness of purpose except in terms so broad as to be 
exceedingly confusing in administrative execution. That is, while it 
might be agreed by all concerned that stabilizing national income at a 
high level was the basic objective of posnvar economic policy, it is at 
least not self-evident how one can translate such an aim into the rela
tive importance of steel for railroad equipment as against steel for new 
building construction, and so formulate a defensible system of prior
ities for the allocation of scarce steel to different uses. Yet a priorities
allocation scheme must have some unifying principle of this sort. 

21 Log:i~ally unfair~ that is~ ~c:c~usc accident rather than design determined r.he 
tcchnologtcal-converston posstbllmes of any given firm from its customary actiV

ities to war _production. In practice, however, there seems to have been relatively 
little complamt over such accidental inequalities. 

22 This is _no~ stricdy corr~t since. certain types of consumer goods ratio~i~g, 
e.g_., the ratlomng of protccnve clothmg, typewriters, automobiles, etc., dlsnn
gmsh between persons not on the grounds of 11(airncss" of distribution hut on 
grounds of the nature of the individual's occupation and its relation to the war pro
gram. Cf. Gettel!, H. G., "Rationing: A Pragmatic Problem for Economists," 
Americm Economic Re'ViMJJ, Supplement, Vol. XXXII I, PP· 26o-27 t. 



Without more knowledge than now exists one cannot confidently 
set forth the relevant criteria for a priorities-allocation scheme in the 
postwar period.23 Nevertheless a few suggestions may, again, not be 
entirely worthless. 

One criterion might be the consequences, in terms of the rate of con
version of the economy as a whole, of allowing a scarce material to go 
for one use rather than another. It appears probable that in the conver
sion period, as in the shift to war production, a series of "bottlenecks" 
will develop at certain key junctures. Just what these will be there is 
now no way of knowing. If bottlenecks do appear, ·certainly they are 
more likely to be "broken" by allocating materials in one way rather 
than another. Consequently a partial basis exists for differentiating less 
essential from more essential needs. 

Another criterion that could be applied in determining a scale of 
priorities would be to distinguish between different uses of a scarce 
material on the basis of the consequences, in terms of the general wel
fare, of delaying the fulfilment of a demonstrated need. If building ma
terials are needed both for private housing and for public buildings the 
likelihood is that the postponement of the former will entail a greater 
real sacrifice to the population than the postponement of the latter. 
Similarly basic necessities should presumably have a priority over 
"luxuries" among consumers' goods. 

Again, some differentiation might be made in favor of the use of 
scarce commodities which have a general usefulness in production 
rather than a highly specific applicability. Improvement in transporta
tion facilities, for example, ought perhaps to be given prior claim to 
slum clearance projects, essentially desirable as the latter may be. For, 
by comparison, the latter have little, if any, immediate effect upon 
speeding the output and distribution of commodities in general. Since 
one objective is to attain the removal of price and quantiry controls as 
soon as it is reasonably safe to do so, projects contributing to a general 
increase in output have a logically superior claim. 24 

Finally, if the focus of general economic policy is to reestablish an 
economy based on principles of free private enterprise then a case 

23 It might well be true that one could not determine where a priorities system 
would be necessary until after some progress towards full conversion from war to 
peace had been made. 

24 It might appear that this criterion is in direct conAict with the one first men
tioned in the matter of removing bottlenecks. This is not nc..>ccssarily the fact. In 
not all cases where priorities allocation is needed will bottlenecks arise; the choice 
will be rather between this use and that where no bottlenecks in the usual sense exist. 



might be made for giving private ventures a priority over public under
takings, assuming, of course, that they are equally satisfactory on other 
grounds. Such a procedure, which is the reverse of that employed dur
ing the war, might be salutary in its long-term effects. In certain cases 
such a criterion would be clearly inappropriate, but it might well have 
considerable applicability if a determined effort is to be made to give 
private enterprise support and encouragement as a matter of public 
policy. 

Obviously the foregoing constitutes less than a fully satisfactory 
basis for organizing a system of priorities allocation. Yet in view of the 
current manifold uncertainties one can do little more than discuss gen
eral principles as we have done here. Until the specific areas in which 
a priorities scheme is likely to be needed become somewhat clearer, 
specific formulations are impossible. 

(b) It is entirely probable that the derationing of consumption goods 
to ultimate users can only proceed gradually at the conclusion of the 
war. In the United States, of course, food rationing has been much the 
most important rationing program. Yet the likelihood is that we will 
have to retain it for at least a time. Food exports for relief and rehabil
itation activities abroad are likely to constitute a sufficiently heavy 
drain on total food output to preclude the immediate removal of all re
strictions on domestic food consumption. Yet with the point-rationing 
arrangement already in operation the gradual shift to unrestricted con
sumption should not prove a difficult task.26 The problem in the United 
States promises to be neither novel nor particularly complex. The 
problem of derationing in other countries where the number of com
modities rationed has been substantially greater will be less simple.26 

Certificate rationing of certain durable consumers' goods is also 
likely to continue in the immediate postwar period. The crucial job 
here is to settle upon new eligibility lists based upon peace rather than 
wartime considerations. 

This task chiefly resolves itself into ( 1) distinguishing need from 
mere want or desire in some manner that would be generally accepted 
as "fair," and (z) translating the distinction into an administratively 

26 As i.s well known the point rationing scheme is highly flexible in the meeting 
of changmg. supply and demand condicions. By gradually excluding certain items 
from the pomt system or by reducing the points required for specific commodities 
it ought to be possible to deration good commodities in an orderly manner. 

26 Cf., on th1s problem League of Nations, Tht Transition from War to Ptace Econ
umy. Geneva, 1943. pp. SJ-s8. 



simple procedure in operation. As usual fairness and expediency are 
conflicting objectives. Yet the problem appears to be far from insoluble. 

Koopmans, for example, has suggested in a recent article that per
sons having a real need for consumers' durable goods be given non
negotiable certificates for their necessary purchase."", The balance of 
the demand, for which goods are available only in part, would be a 
"luxury" or "non-essential" demand. To allocate this limited supply 
where the demand is much larger he suggests that the rationing author
ity should offer these certificates for public sale to the highest bidder 
in various places throughout the counuy. These certificates would then 
be freely negotiable and the highest bidders would be able to get the 
scarce goods first.28 Ability to pay would determine allocation. The 
manufacturer would get the same price for his product regardless of 
whether it was a luxury or necessity, but the government would gamer 
additional revenue. As goods became more plentiful of course the cer
tificates would command lower and lower prices until their rationing 
was no longer necessary. 

Koopmans' scheme is ingenious and has a number of incidental ad
vantages which space does not admit of discussing here. Something of 
the sort may answer the problem of combining administrative sim
plicity with a scale of eligibility which is generally accepted as "fair." 

z. New Goods Pricing. Even during this war period the Office of 
Price Administration has not succeeded in developing a suitable tech
nique for assigning maximum prices to new goods. Products not in ex
istence when price control was imposed have presented serious pricing 
problems at both the manufacturing and distribution levels. Various 
methods have been tried-"in-line" pricing, formula pricing, pricing 
by reference to "similar" products for which maximum prices have al
ready been established, etc.-but without acceptable results. The real 

27 Koopmans', Tjalling, "Durable Consumers' Goods and the Prevention of Post 
War Inflation," Anurican Economic Rwit"W, December, 1943, pp. 881-888. On the 
recognition of need he writes (p. 884), "The definition of demand arising from a 
real need would, of course, be g1ven by the administrative practice followed in rec
ognizing such need. Obvious cases are returning soldiers who need homes or who 
require passenger cars for business purposes; persons having valid reasons for seek
ing living accommodations in a congested area; doctors and hospitals in need of cars 
or refrigerators. These are primarily cases where the goods technically classed as 
durable conswners' goods are accually used co perform an essential part in a pro-
ductive process. Further categories of recognized needs could be established with 
respect to large families, war veterans, sick persons (radio sees) 1 etc." 

:zs If Koopmans' plan were followed the buyers of the certificates might well rum 
out to be the instalment-finance companies. 



difficulty has been that, as a matter of policy, the price control authority 
has sometimes wished to encourage and sometimes to discourage the 
development and sale of "new" products. Some "new" products have 
merely represented attempts by sellers ro escape a specific price con
trol by presenting allegedly different articles for which more profitable 
prices could be secured. In alcoholic beverages "new" commodities have 
constantly been appearing in the shape of changed brand labels. Similar 
conditions have also arisen in the apparel and novelty trades. These of 
course have had ro be discouraged. On the other hand, genuinely new 
products which have utilized non-critical materials, have been less 
costly, or have been, in fact, new products in some fundamental sense, 
have properly been encouraged. Yet no satisfactory criteria were ever 
developed for distinguishing between them easily and quickly, and 
specific approval in each instance has been found to be administratively 
impossible. 

It is likely that similar problems in new-goods pricing will arise in 
the posrwar interval. Experimentation with new products and with us
ing known materials in new ways is likely to be common. Moreover, 
such innovations and developments should be encouraged. One alter
native of course would be to exempt them from price control altogether. 
Exemption obviously gives the maximum incentive, initiative and en
terprise. Yet complete exemption of new products in any sense that is 
formally definable and administratively workable would create certain 
dangers. It is doubtful, in other words, if one can frame a definition of 
a new product which will exempt those items which there is no need to 
control and yet embrace those which may need price regulation. In 
practice the exemption of "new" products would mean that business 
firms would strive to differentiate their products merely ro free them 
from price control. The price control authority might find that, merely 
by repackaging and relabeling, sellers were able to sidestep any price 
regulation that it might impose. 

In the second place, sellers of genuinely new products perhaps have 
a tendency to take excessively pessimistic views as to the probable price 
elasticity of demand and to fix, accordingly, an unwarrantedly high 
price. While such high prices arc not "inflationary" in the ordinary 
sense of the term their adverse effects on the volume of investment 
and employment might be substantial, and for that reason an argument 
might be made for insisting upon lower prices. In periods when the 
buying power in the hands of consumers is less than it is likely to be 
in the postwar period one would be inclined to leave the pricing of new 
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products entirely to the buyers and sellers directly concerned. But 
where, as in the postwar period, expendable balances and incomes are 
likely to be exceedingly large and the number of new products many 
there is less reason to be convinced of the desirability of leaving their 
pricing entirely to the sellers. There is a danger that many of the new 
products will be priced too high, with undesirable consequences with 
respect to investment and employment."9 

It is freely admitted that the problem of new goods pricing is one for 
which no simple and obvious solution exists, and, on balance, one might 
conclude to exempt them. Yet the problem is likely to be of more than 
incidental importance. It has not been satisfactorily solved for war
time price control, but in the postwar interval its significance is unlikely 
to be much diminished. Perhaps "formula pricing" in which authority is 
delegated beyond the 'Nashington office may encourage innovation and 
new investment and yet not provide an avenue of circumvention when
ever price regulation proves unpalatable to the seller. 

3· The pricing of capital goods. Problems analagous to those of pricing 
new goods are likely to arise in an acute form in the case of the pricing 
of certain capital goods. It must not be forgotten that it has been the 
capital goods industries which have been working most directly upon 
war goods production. The larger firms have been prime contractors 
and they have sub-contracted to smaller enterprises in large numbers. 
From the point of view of postwar price control, however, the import
ant fact is that the direct war goods produced under such war contracts 
have been exempt from price control in the usual sense.30 Moreover it 
is these firms which have most drastically altered the nature and vol
ume of their ourput. The goods they have been producing during the 

29 The writer would like it clearly understood that if the control of gmuinrly new 
goods prices is undertaken the greatest care should be taken to allow liberal depre
ciation charges on the new investment necessary to permit their production. Really 
new products arc likely to be highly risky; and business finns arc not likely to in~ 
vest for their production if the control authority insists upon holding depreciation 
rates down to so-called "normal" rates. These are based upon historical experience 
of physical durability and have almost nothing to do with appropriate rates when 
the problem at issue is whether to invest or not invest for the production of a new 
product whose market both in extent and time duration is highly uncertain. I have 
dealt with this problem at some length in another connection. See "Anticipations 
and Industrial Investment Dt..'cisions," Am~rican EcQ11umic Re-view, Supplement, Vol. 
XXXII, pp. 141-155. 

ao They have been subject to contract re-negotiation as a means of keeping down 
the purchase cost to the armed forces. But this is not price control in the customary 
sense. Quartermaster's supplies-food, clothing, etc.-are not exempt from price 
conuol. 



war are not the goods they will be producing after the war. The sales 
they have cominued to make out of inventories at controlled prices, 
t.g., automobiles, radios, household appliances, air-conditioning equip
ment, etc., are not necessarily related at all closely to what present pro
duction costs would be if they were curremly being produced. And the 
divergence between these prices and current production costs becomes 
the greater the longer the war persists. In the case of many producers' 
goods proper, such as some types of machinery, building cquipmcm, 
railroad uansportation equipmcm, etc., we have a schedule of legal 
maximum prices for items that are not in inventory stock, arc not now 
being produced at all, and which, in the main, will not be produced un
til the end of the war.31 The consequence is that a whole host of items 
of these types will have to be repriced when, or even before, their pro
duction is again undertaken. While not new goods pricing in the usual 
sense the problems presemed are essentially the same. While nominally 
under price conuol during the war such goods are not under price con
trol for postwar purposes since the legal maximum prices now prevail
ing are almost meaningless if the question at issue is a revival of output. 
The prices will have to be recalculated or the price regulations rescinded. 
~ven now as some reconversion is occurring these problems arc appear
mg. 

A much broader issue in capital goods pricing in the postwar period 
is the general relationship between the prices of capital goods and the 
prices of consumers' goods. If one assumes that the demand for certain 
final consumption goods will be at record levels, at least in the early 
postwar period, there is an acute danger that without effective price 
controls on capital goods their prices will rise substantially. Their rise 
might be so substamial as to cause real difficulty. 

The problem of comrolling the prices of capital goods is fraught 
with complications. All we can hope to do here is memion a few of 
them. A careful analysis will have to await the appearance of the prob
lems when the war ends. It is obvious, however, that a whole series of 
difficulties arises from the fact that the same producers will be provid
ing capital goods both for the production of final goods which are ex
empt from price comrol and for those which are price comrolled. This 
may be the "luxury" and "necessity" demand problem of consumers' 

31 By reference to price liscs and other means, the Office of Price Administration 
has established maximum prices for almost all such goods, in some cases when in a 
used f~rm as well. But for many of the items priced no sales have taken place for 
some tJme. 
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durable goods all over again. Something like Koopmans' suggestion 
may be applicable here. Certainly on equitable grounds one cannot make 
a case for restricting the price of capital goods to buyers whose salable 
products are free from price control, unless it is certain that the prices 
of their goods are only reasonably profitable. An even broader issue in 
capital goods pricing is the relationship between the prices of capital 
goods and the prices of consumption goods, and the maintenance of 
real investment at high levels. If capital goods prices rise, will that rise 
choke olf their purchase prematurely so that re-conversion is left unfin
ished? On the other hand, if their prices are kept "reasonable," but 
not highly restrictive on profits, what criteria should be employed in 
allocating them? 

These are large questions whose importance is fundamental. Yet per
haps no answer to them is possible until the postwar period arrives and 
the conditioning circumstances that envelop them can be seen with 
greater clarity. 

VI 

SOME DANGERS IN POSTWAR PRICE CONTROL 

1. The most serious danger in postwar price control is that it may be 
continued beyond its usefulness. Unfortunately administrative agencies 
acquire a certain momentum of their own as time goes on, with the 
result that often their extinction is delayed beyond their period of use
ful service. But apart from such usual prolongations of existence there 
are often special reasons why the price control agency may exist after 
its proper termination. 

If price control is continued as long as there is any tendency for 
prices to rise, it will have passed the ideal period for its disappearance. 
For as long as there is only a slight upward pressure upon prices the 
control authority can slip quietly from the scene without regret in any 
quarter. Buyers and sellers alike will be happy to be free of its minis
trations. But if price controls are continued until the prices under its 
regulation have clearly leveled olf there is the acute danger that then 
they may soon decline; and if the price control agency is still in exist
ence insistent pressures will arise to demand that it "do something" to 
prevent a fall in prices.32 Although the writer may be badly mistaken, 
he fears that there is a real danger of the price control agency being 

32 For example, it was arguc..-d when the price of wool fell below its ceiling that 
the ceiling should be raised so as to lift the market price. Poor reasoning but not 
surprising tactics. 

31 



convened from an instrumentality to prevent a rist in prices inro an 
agency struggling ro prevent a fall. Already within ccnain groups ralk 
is rife about the probable necessity for price floors in the postwar period. 
Without debating the question of the occasional usefulness of price 
floors as an economic device, it can be convincingly argue-d that the 
objections to invening the price control agency in this fashion are al
most overwhelming.33 Yet if the agency keeps prices under control 
until they no longer show any tendency to rise, many would argue ef
fectively that the agency was under a strong moral obligation to pre
vent prices from falling when the tendency was reversed. It would be 
said, with a great show of moral fervor, that having limited profits by 
checking price increases the government had patently obligated itself 
to forestall losses by preventing decreases. Yet simultaneously some 
prices might be pushing hard against their ceilings while others were 
already softening, with the consequence that rhe agency would be try
ing to ride two quire different horses in opposite directions at the same 
rime."• It is for these reasons that the specific price controls should be 
removed, in rhe writer's judgment, while rhe upward pressure is still 
noticeable but no longer dangerous. By so doing there is a strong like
li~ood rh~t rhc agency can escape having to insist upon the fixing of 
pnce m1mma. 

The second danger in postwar price control is that the agency, es
pecially if its existence is long maintained, might be transformed into 
an instrumentality for establishing and enforcing codes of "fair busi
ness practice." At the present writing there is almost no resemblance 
between the point of view of the Office of Price Administration and the 

33 As an incentive to output price minima may have certain virrucs. But as a means 
of augmenting returns ro hard-pressed groups, or more accurately, hard-pressed 
members of a certain group, price floors have little to c ommcnd them. Uuring the 
war sup~ort prices have been used with good effect to get needed omput. But the 
use of pr1ce floors to make farmers better off in times of peace has done more harm 
than good. If some farmers arc badly off, as is undoubtedly the fact at times, then 
they s.ho~ld be .rr~~ucd as ~ascs for social assinancc by some other route rhan through 
csrabhshmg m1mmum prlc.cs for rhe products rhcy sell. Introducing 3 price floor 
w~ereby rhc govcrn.m.cnt Is forced r~ absorb some of rhc output both nmkes t.hc 
pnce system more ng1~ and grants wmdfalls to persons who have no rightful cla1m 
to them. At rhe same time, it docs nothing to correct the source of the trouble, i.t., 
a~ excess o.f resources. in the production of the particular commodity. Combined 
with a subs1dy to low mcome consumers t.g., the food-stamp device. they may be 
less objectionable. 

a•.~~·here. is no reas?n to suppose that the supply reaction time of different com
modities w1ll he preciSely the same so that presumably some prices would be re
lieved of their inflationary pressures before others. 



almost forgotten NRA. 36 Yet among many business groups the NRA 
philosophy is by no means dead. Moreover, state legislatures have 
shown a frightening fondness for "fair trade" legislation. Hence the 
possibility that the price control authority might undergo a transforma
tion along these lines is not entirely unlikely. 

The consequence is that, from the beginning of the postwar period, 
every effort should be made to emphasize the point that the price con
trol authority has limited but specific functions whose exercise should 
not long be necessary. And, as we endeavored to suggest in an earlier 
section, it must conduct itself accordingly. 

VII 

The reader whose patience has carried him thus far is entitled to a re
capitulation. 

Although the real productive resources of the nation are unlikely to 
be seriously diminished by the war they are not likely to be so consti
tuted or distributed when hostilities cease that an immediate rise in 
civilian goods production can occur. The reconversion of capital and 
labor to non-war production will necessarily be less rapid than the re
direction of money outlay. The tendency for prices to rise, however, 
is likely to be concentrated initially in a few important areas; an ex
amination of both demand factors and supply factors points to this con
clusion. Consequently the case for selective price control is persuasive. 
This judgment is reinforced by the manifold difficulties, perhaps even 
impossibility, of prescribing either a new system of relative pric;es or a 
distribution of real resources appropriate to the after-war period. For 
the most part the price system, not price control, should be allowed to 
serve as the mechanism through which the accumulated changes in
herited from the war work themselves out in terms of output and costs, 
consumption and demand, and an allocation of real resources in con
formity with consumers' tastes and preferences. Yet certain prices 
whose inordinate rise could occasion genuine harm will have to be 
checked by a combination of price and quantity controls. If much of the 
price system is uncontrolled those prices that are controlled will have 
to be regulated, in the main, by flexible techniques. The quantity con
trols coordinate with the price controls should occasion no special diffi
culties provided suitable criteria can be propounded for distinguish-

3o5 The OPA has been requested ro do such things as prescribe fair practice and 
eliminate 11thc wastes of competition" by sanctioning price agreements. 
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ing between more important and less urgent uses of scarce supplies 
Throughout its operations, however, the price control authority should 
be dominated by the conviction that no price should be controlled unless 
strong positive reasons for doing so exist. The general presumption 
should be against, not for, controlling any particular price. Publicly and 
privately the agency should look towards its early demise. In particular 
it should withdraw from the scene before accumulating pressures divert 
it towards new objectives. 

Such, then, appear to be the more important considerations pertinent 
to the question of the scope and place of price control in the postwar 
period. · 

If price control founders in the after-war period it is most likely to 
do so through the over-zealous efforts of irs proponents to drive it hard 
and beyond its real capacities. Numerous problems will arise which, on 
a superficial examination, will appear to be easily curable by some spe
cific price action. Yet to attack the problem by price tinkering will of
ten be extreme folly. The real difficulty will not lie on the price sur
face but much deeper. If price control is to be a useful instrument of 
postwar economic policy, there must be an appreciation of irs limita
tions as well as of its capacities. 

It goes almost without saying, of course, that price control policy 
must be properly integrated with postwar economic policies having a 
broader focus. At the present writing these seem to be chiefly directed 
towards achieving and maintaining high levels of real income and em
ployment at home while establishing some firmer international basis 
upon which a large':volume of world trade is not only possible but 
clearly beneficial to~all concerned. The attainment of these objectives 
calls for a coordination, domestically, of fiscal policy, employment 
policy and monetary policy, to mention only the more important. Sim
ilarly, no great stability in employment or income can be maintained in 
the postwar world unless the economic policies ot the different coun
tries are harmonized and coordinated towards common objectives. It is 
in some such broad framework that postwar policy will be developed 
and carried through. And while in some respects postwar price control 
will play but a small role in the larger achievement, it is exceedingly 
important that that role be played skilfully and effectively. A badly 
played minor part can mar a performance. 
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