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The day after New Year's the
newspapers headlined an ominous re-
port of the Federal Reserve System.
It was ominous in both its timing
and its content. It was obviously
intended to reach Congressmen be-
fore they convened, and was a warn-
ing against inflation,

The concern of member banks is
indicated by the broad program of
legislation which the report holds es-
gential to a sound fiscal policy in the
defense drive, It suggests ending
the President’s authority to devalu-
ate the dollar, and the Treasury's
power to issue greenbacks, and
money based on silver; it advocates
selling government securities to .in-
dividuals and corporations rather

than to banks which must unload

them; it asks for a larger debt lim-
it; it calls for tax increases to meet
defense outlays. The burden of all
these suggestions is merely this: be-
ware of inflation.,

Just how inflation is inherent -in
a war economy, how it comes about,
what preventive methods are re-
sorted to, what social consequences
follow this disruption of our finan-
cial system, are not matters of con-
jecture, - The world has experienced
the process in recent years so often

Priorities to Rationing
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and so vividly that its general pat-
tern is definitely known.

*® ® &

‘When the purpose of production is
the satisfaction of desires—that is,
for ordinary business—any increase
in demand tends to create new sup-
ply. True, holders of monopoly
sources curtail production in order
to reap greater profits. But, even
with monopoly products‘higher prices
tend to attract capital to the produc-
tion of substitutes or to call mar-
ginal lands into use, “Higher prices”
is the signal that more goods are
being demanded, and, where the mar-
ket is not fettered by bureaucratic
control (or monopoly) the goods will
flow into it to level off the price
structure.

This economic movement does not
take place when the object of pro-
duction is sheer waste., If, for in-
stance, ships were built for the pur-

pose of sinking immediately they left
the quays capital would hesitate
about going into the ship-building
business; even if payment wers
guaranteed by taxes, capital knows
that such production violates tha
principle that trade is an exchange
of satisfactions for satisfactions, and
that production for destruction is
uneconomic, That is why capital
must be guaranteed not merely in-
terest, but also its replacement, he-
fore engaging in war business. The
lure of evanescent (taxable) profits
is not enough—and the increased
plant equipment necessary for war
orders is not forthcoming., When
competition from private orders sets
in the government exercises its pow-
er of control by limiting the supply
of raw material to its competitor,
the public. This process of control
is called “Priorities.”

Last October Mr. Roosevelt ap-
pointed a four-man priorities board
to work out a system of allotting
materials, whenever a shortage made
it necessary, to both military and
commercial production. Like the De-
fense Commission this new board is
still without administrative power;
its advisory power has already man-
ifested itself in “suggestions” to log-



-88

jammed suppliers that defense de-
liveries come ahead of more profit-
able private orders, Edicts will re-
place such advisory tactics when the
military machine is geared to absorb
‘all of the nation’s productive capac-
ity above the necessaries of life, as
determined by the Board. ‘

* ® *

Production allocation is an integral
part of the priorities system. In ad-
dition to War Department orders
there are orders from private firms
making war goods. Still other or-
ders are from municipalities build-
ing airfields, bridges, roads—all es-
sential to mobilization and defense.
War time orders from Britain, Can-
ada and South America also come
into the picture; and exportable
things must be made to obtain for-

eign credits for the purchase of mil--
Somebody has to

itary essentials.
decide who will get what, since pro-
duction capacity to meet the demand
cannot and will not increase corre-
spondingly.

Already mobilization experts of
the War Department have a plan re-
quiring that defense orders for cer-
tain commodities, such as aviation
gasoline and machine tools, be filled
a@head of all other orders on the man-
ufacturers’ books, = Bethlehem Steel
is at full capacity on Navy work.
.Copper is getting scarce. At any
moment allocation by executive or-
der will supplant the present volun-
tary priority status. .

What will be the effect on prices?
‘Therein lies the danger to our econ-
omy, and to the social and political
order of the' future. - Allocation of
raw . materials in favor of things
made for war purposes reduces the

number of things that can be made

for the satisfaction of desires. The
‘higgling of the market forces up
the prices of these things. Rising
prices cannot call forth new products
—as they would if the market were
-operating on a- free basis, TUnless
wages are increased the. public must
go without.

But, though commodity prices ad-
vance first, wages cannot lag far
behind. The absorption of Ilarger
numbers of workers in the arma-
ment industries makes for a short-
age of labor, and the price of labor

reacty in the same way as the price
of commodities. The pay-rolls of the
armament plants come pouring into
the goods market. Everybody is bid-
ding for the restricted supply of
clothing, automobiles, food supplies,
services of all kinds. And, so long
as the operations of the market are
not further hampered by bureaucra-
¢y, prices will rise until they meet
the highest bids.

Price inflation must bring about
social discontent, When the worker
finds that his money-wage will not
procure for him the satisfactions for
which he works his interest in work-
ing lags. He demands more wages
—or else. But productiop must go
on, particularly production of those
things the worker does not want,
munitions. The government is then
faced with the alternative of issuing
more money for pay-rolls or at-
tempting to regulate the market—
that is, by money inflation or by
price control.

£ ® *

Money inflation takes place when-
ever the government issues any kind
of negotiable securities. The move-
ment is not necessarily limited to
increasing the amount of currency
in circulation; nor is lowering the
gold reserve in itself inflationary,
Any increase of the number of chips
issued with the government’s seal,
and which the public will accept in
lieu of things, is inflation. Since the
government does not intend to pay
the cost of war by taxation, it bor-
rows and issues bonds, and bonds
become money.

Price inflation is thus followed by
money inflation, even if the dreaded
printing-press dollars do not appear.
It must be remembered, however,
that money inflation is of little so-
cial consequence until the new money
hits the market. Capital and labor
must use this money to buy things
with before people begin to be aware
of its existence. It is in terms of
satisfactions that we measure the
value of money; what will it buy?
And when the public realizes that
money cannot -buy satisfactions the
trouble starts. The mule before whose
nose the unachievable bundle of hay
always dangles may become dis-
gusted with the proceedings.

The. Freeman, February, 1941

It is to avoid this lack. of confi-
dence in money that schemes for
price control are resorted to. Paren-
thetically, it should be noted that in-
flation for the deliberate purpose of

repudiating the national debt iy at-

tended with political repercussions
which politicians dislike; -and it is
a recourse taken only when the na-
tional house of cards is ready to col-
lapse anyhow, as in Russia and Ger-
many. Inflation, despite the econo-
mists who lay all economic move-
ments to political enactments, is a
creeping disease which results auto-

matically from all make-work pro--

gramg, including rearmament; that

-is, from expending human effort on

the making of. things that do not pro-
duce satisfactions. To put it more
directly, inflation is the red ink of
a national economy in which there
is too much overhead cost. It comes
because the economic structure is
wrong at bottom, not because poli-
ticians want it.

To avoid the growing discrepancy
between money-wages and commod-
ity prices in a war economy, the
political tendency is to attempt to
hold prices down by force, This at-
tempt cannot succeed, No police
system is so ubiquitous as to control
what people will give for what they
want., Values are psychological, and
even the regimented Russian mind
cannot determine what price, in la-

bor or things, it will put on some- .

thing that will satisfy a craving. A
market place will arise whenever one
boy has two pocket-knives and no
tops, while his companion has tops
in abundance. - If a third lad is the
regulator, will he not ‘also yearn for
tops and pocket-knives? Even the
police have desires on the satisfac-
tions of which they wunconsciously
place values; even the police have
a price.

Price control is always defeated by
secret trading — the black-bourse
technique. It is therefore ineffec-
tive, But it is also a costly method,
costly in taxes and politically costly
in that it arouses the social unrest
inimical to war morale, And yet,
when the inflationary spiral gets un-
der way and the irritation of the
frustrated wage-earner in the mar-
ket place begins to manifest itself,
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price control is the first thing the
politico-economist thinks about. That
is because the only other control
measure, of which we will speak
later, is even more drastic in its so-
cial consequences. In the last war
—we weren't in it long enough to see
the control plans worked out, nor
was our debt burden so great as to
hasten the inflationary movement—
“top prices” were placed on many
basic - products, - particularly foods.
Already our present Defense Com-
mission has by suggestion and inti-
mation thwarted the tendency to-
ward higher prices in essential min-
erals. )
.. The cereal price controls attempted
by Mr. Hoover, when he had charge
of the job in the Wilson regime, were
notoriously ineffective, You can tell
a farmer at what price per bushel
he must sell hig wheat, but you can-
not prevent his accepting bonuses
or gifts, And how can you stop the
selling of grade B for grade A prices,
or the substitution of labels?

 In the recent cases of price con-
trol through suggestion, or by vol-
untary cooperation, the only com-
modities affected were those in the
hands of the monopolies. Alumi-
num, steel, copper and such things
are subject to.state control, because
the monopolies which own them are
creatures of state privilege; the
sources of supply can be taken over
by the State. But aluminum pots,
steel knives and copper tea-kettles
are fabricated by competitive facto-
ries and are subject therefore -to

market conditions, - The wage-earn-~

er buys hair pins, not iron ore. Price

control of basic materials reduces

the profits of the monopolists for a

time, but it does not hold down to

wage level the prices of commodities.
* » »

The only other known method of
restraining the flight of prices is
the restriction of competition among
wworkers for the things they want.
Since supply control must increase
value, to reduce value we must ef-
fect demand control. That is ra-
tioning.

Rationing is really money infla-
tion in reverse, If 'your money can-
not buy things, what is it good for?
Why work for it? Why save it?

pended upon.

You might try sending it to Mexi-

co for safe-keeping or for invest-
ment, To overcome this tendency
of money to fly away from restric-
tions our rationed economy has im-
plements; besides, with a world at
war what assurance have you that
your money will ever come back, or
that if it does come back it will not
have shrunk considerably because of
taxes and tariffs? No, money is not
much good to you when your govern-
ment decides how much you can eat,
what you must wear, when you can
see a movie.

In fact, rationing of things is ac-
companied by rationing of wages.
Why let workers have wages when
there are no things for wages to
buy? The next step to rationing
goods, then, is to nationalize labor
and to subject it to status. Al con-

‘tractual conditions are suspended.

Only the State has being; the indi-
vidual as an economic unit ceases to
exist, And that is the only way to
prevent inflation,

But, this drastic measure can be
put into operation only when fear of
extinction completely overpowers

every instinct of human expression,

when mere existence has become. the
aim of life. The propaganda ma-
chinery must create the fear of an
invading enemy. Not until mass fear
results in mass resignation is it pos-
sible to even attempt rationing, or
to expect that it will not produce
violent social unrest; particularly in
America, where the tradition of “un-
alienable rights” is inherent in the
folkway.

Yet the necessity for rationing to
avoid inflation is. present long be-
fore this mass acceptance can be de-
Other methods, par-
tially or momentarily effective, must
be resorted to while the public mind
is being prepared for the full dose.

Among other suggestions are those
that derive from a plan suggested by
the English . economist, John May-
nard Keynes. In essence, the plan is
to prevent sky-rocketing of prices
by withholding from the market a
part of the pay-roll, issuing for this
part securities which will be of no
value until after the war, This is
in fact only compulsory saving. The
worker receives some negotiable
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money for his services plus a claim

on. future preduction. If his money--

Wwage will enable him to live in rea~
sonable comfort, and while his pa-
triotic fervor overcomes his desire
for more satisfactions, this scheme
may work, But a claim on future
production also has a value, which
some speculative genius may put a
price upon; and a doctor’'s bill or
the desire for a good drunk may in-
duce the worker to part with his fu-
ture claim. This will put money in-
to the market, though less than the
face value of the claim which the
worker sold.

. .Another scheme for preventing the
inflationary tendency of high wages
in a restricted-production market is
to cut wages by taxation.. This
amounts to taking the wages from
the worker before they hit the mar-
ket, But for this scheme to be ef-
fective there must be no time lag
between wage payments and wage
purchases; the tax must be imposed
before the wage increases become ef-
fective. A wage-income tax (tak-
ing the levy out of the pay envelope)
or a general sales tax that rises au-
tomatically with the rise of wages
are recognized methods. _

And so, until we are prepared to
accept rationing, we will have pri-
orities, price controls, allocation,
forced savings plans, wage-reducing
taxes—all attempting to prevent the
market place from showing up the
financial dislocation of a war econ-
omy,
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