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EXECUTIVE SUMMARY

POST-ATTACK ECONOMIC STABILIZATION ISSUES FOR FEDERAL, STATE,

AND LOCAL GOVERNMENTS

(FEMA CONTRACT EMW-83-C-1253)

1. Background and Objectives

As part of the general effort of the U.S. Government to increase readiness for a
national security emergency. FEMA has sponsored this project to improve the level of
readiness of government to undertake an economic stabilization (E.S.) program. The
study includes: A review and evaluation of the capabilities of five Federal, State,
and local Agencies to undertake and administer such a program: a review and evaluation
of the authorities for such actions; an examination of the timing and mix of E.S.
measures in a pre-attack evacuation and post-attack periods; a study of possible
psychological effects attendant to E.S. controls; and an evaluation of current and
proposed payments systems that might be used for payments and rationing. The insights
developed from this and other sources were used to produce new documents covering
proposed E.S. guidelines for prices; wages and salaries; rents; money, credit and banking;

and consumer rationing.

2. Economic Stabilization Measures for Various Conditions

While the focus of this study is on the intense crisis and post-attack periods,
economic stabilization measures could occur in periods short of these extreme
conditions. These pre-existing measures would have a significant effect on the
capability to carry out an E.S. program in an extreme emergency. The range of

conditions are characterized as follows:

CONDITION 1I: Peacetime

CONDITION 1I: National emergency (Threat of war)
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CONDITION IIIA: Mobilization with limited controls

CONDITION 111B: Mobilization with full controls

CONDITION 1V: Post-attack recovery

The E.S. objective in the peacetime conditions (I-III) is to maintain a market
economy with minimum inflation. The objectives of E.S. programs in crisis or post
attack are to maintain the confidence of business and the population in the viability of

the economic system and to assist resource management (R.M.) programs in the equitable

distribution of consumer goods and services.

3. Review of Federal, State, and Local Readiness

A number of elements determine the readiness of an Agency to undertake its
responsibilities for economic stabilization in a national emergency. These include:
adequate authority. clear responsibility, a concept of operations, systems and measures,
statfing and staffing plans, guidance and training, and other supporting resources.

To sample the levels of readiness of government, FEMA selected five agencies for
review: Department of Labor; Department of Housing and Urban Development;
Department of Agriculture; the State of California; and the County of San Mateo,
California. Discussions were held by the project teams with the appropriate
representatives of these Agencies to determine the status of each of the elements of

readiness.

Federal authority for E.S. planning in peacetime stems from Executive Order
11490, as amended. The E.O. directs FEMA to work in cooperation with other Federal
Agencies on planning emergency preparedness measures including economic stabilization.
Some other Federal Agencies are also specifically tasked to conduct E.S. planning in
their areas of expertise (e.g., Treasury, DOL, Federal Bank Supervisory Agencies).
Other Federal Agencies are given a supporting role in assisting FEMA with emergency
planning.
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The study concluded that the existing Federal authority was generally adequate
for peacetime E.S. planning, but more specific E.S. responsibilities should be delegated
to supporting Agencies to be consistent with their resource management responsibilities.

No Federal authority for implementing an E.S. program currently exists for
conditions short of evacuation or attack. In the event of an impending emergency,
there is draft legislation that could be quickly submitted for approval of Congress and
the President. To prevent unacceptable delays, the study concluded that a means
should be found for undertaking actions to increase readiness at Federal, State, and
local levels in an emergency prior to the completion of legislative action.

Concepts of operation also appear to need some updating. The "steady state"
assumptions of prior planning did not appear adequate to cope with the "dynamic"
changes expected in the first few weeks or months beginning with an intense crisis or a
nuclear attack. The E.S. organization should be sufficiently in touch with evolving
conditions to be able to anticipate major problems requiring prompt E.S. actions. It also
appears necessary for E.S. operations to be conducted in close cooperation with
resource management operations.

Current staff of Federal Agencies devoted to E.S. planning is minimal. With the
exception of FEMA, none of the agencies examined had any staff with full time
assignments in E.S. ‘ planning. Under emergency conditions, Federal Agencies with
direct responsibilities have staffing plans that could be implemented. While core staff
are to come from re-assignment of current agency personnel, full staffing at national,
regional, and local levels would require augmentation of staff from other sources (e.g.,
State and local government, private business, National Defense Executive Reservists,

ete.).

Training activities are at a very low level. With the exception of periodic
lectures by FEMA staff to Federal, State, local, and banking groups, there is little
activity. Various agencies and jurisdictions have copies of E.S. guidance documents
prepared in 1965, but little use appears to have been made of these documents in the
last several years. The Department of Labor and the Department of Agriculture have
published more recent documents containing E.S. information; however, planned training
activities have not as yet taken place.
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The study did not review sufficient State and local agencies to provide the basis
for a comprehensive evaluation of the various elements of readiness at the State and
local levels in the United States. However, it is our general impression from evidence
of the current and earlier studies, that little has been done at the State level since the
planning effort in response to the 1965 Federal guidance. At the local level, even less
has been done.

4. Psychological Effects of a National Emergency and E.S. Controls

Historical experience suggests that the psychological effects of E.S. controls be
taken in the context of the prevailing conditions of the national emergency. The
intensity of conditions of the national emergency would be as great or greater than
those found in the past. The escalating crisis would involve general perceptions of
likelihood of a major conflict or actual conflict that threatens to grow to strategic
nuclear war. Evacuation includes the perception of imminent nuclear war and
spontaneous or planned movement of a large segment of the population out of the major
urban areas. The post-attack situation would include a situation of damage beyond
anythirg experienced in the United States. Under these conditions, E.S. controls could
not be expected to ameliorate all the psychological effects. The role of E.S. would be

primarily to support the direct management (resource management) of the economy.

The principal objectives of E.S. controls in this period would be to ameliorate such
psychological effects as loss of confidence in the viability of the economic system and
the future rewards for current labor. Accomplishing these objectives will be important
to maintain or increase incentives of business and labor to increase production of
essential goods and services and to cooperate with recovery efforts, in general.

5. The Mix and Time Phasing of E.S. Controls in a National Security Emergency

During a period of a national security emergency, featuring a population
evacuation and/or a strategic attack, the distortion in the economy would be
sufficiently great that all types of R.M. and E.S. measures would have to be introduced
promptly. The question of mix of controls during such a period, therefore, relates
primarily to coverage and to the severity of the constraints imposed.
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The principal tool for the E.S. program in this period would he the General Freeze
Order covering prices, wages and salaries, and rents. If the General Freeze Order has
been instituted prior to the crisis and attack, it would be maintained and would be
augmented by a comprehensive consuwmer rationing program. If a previously instituted
Freeze had given way to a E.S. follow-on program (i.e., tailored controls), the General
Freeze Order would be re-imposed during crisis or attack.

A number of specific problems arise in these periods that require a combination of
resource management, economic stabilization, and rationing; these must all be strictly
controlled to prevent major inequities from developing among population groups (e.g.,
between host and evacuee populations, regular and new workers, etc.). The banking
system will need to implement plans for conducting minimum financial operations in the
presence of inoperative centralized processing systems (e.g., check clearing houses,
etc.). Some reassurances to the population and business may be needed as to the

ultimate resolutions of financial and legal problems created by the evacuation or attack.

6. Evaluation of Current and Proposed Payment and Rationing Systems

Because of the stringencies of a national security environment, alternative
methods of controlling consumer rationing and making payments need to be examined. In
this study, five pairs of payment and ration mechanisms have been examined. They
include:

(1) Free distribution (i.e., the Dole system)

(2) Currency with punch card ration evidence

(3) Checks with ticket card ration evidence

(4) Credit cards with ticket cards

(5) Debit-smart cards for pavment and ration evidence

The Dole system has always had the advantage of simplicity and can function

‘ adequately in the disrupted conditions of an evacuation or early post-attack. It has
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I. INTRODUCTION

A. Background

While it is the policy of the Federal Govermment to minimize the intrusion of
controls upon the national economy, it is recognized that in times of national emergency
an increase in such controls would be necessary. The U.S. Government has developed
and is developing a variety of authorities and plans which could be used in maintaining
stable economic conditions during any major national emergency. This activity provides
that

". . .particular emphasis should be given to measures which minimize
inflation and shortages, enhance morale and the perception that the
burdens of the emergency are being fairly shared and flacilitate an orderly
retun to a normal economy as soon as possible. . .".

Economic stabilization (ES.) controls are generally classified as indirect or direct

measures. Indirect measures comprise the range of monetary and fiscal and selective
credit controls available to the Federal Goverrment. Some of the indirect measures
employed in peacetime, in an augmented form, can be appropriate for an impacted
economy. When effective, they are more desirable than direct measures because they
are generally more equitable and are much easier to administer and enforce. However,
indirect measures do not affect the economy strongly or rapidly enough to control by
themselves an economy subject to the impacts of a national security emergency.

Direct controls include measures for controlling prices; wages, salaries, and
benefits; and rents as well as consumer rationing. When circumstances of a national
emergency cause normmal markets to cease to function in an orderly manner, Federal
policy calls for the use of direct controls as "tools of the last resort". These measures,
when applied in a timely manner, are expected to halt the deteriorating market economy
and collective, irrational behavior of business and consumers. Due to the negative
effects on the economy and the costs of administration, the policy is to remove such
direct controls as soon as possible.

As part of the general effort by the U.S. Goverrment to increase readiness for a
national security emergency, FEMA is working to improve the level of readiness of




government to undertake an economic stabilization program. During the period 1962-

(2-5) for economic

1965, the Federal Government developed a series of documents
stabilization planning by Federal, State, and local government. The Federal
Government also produced a planning document for describing the controls for money,
credit, and banking.6 These documents were issued to State and local governments and
resulted in some planning at these levels such as inclusion of this material in the State
level emergency management plans. Since that time some research and planning has
been underway at the Federal level, but for the most part, the newest concepts and

views of possible strategic conditions are not included in plans at any goverrment level.

The present study contributes to the understanding and development of the formal
guidance needed for improving E.S. planning at Federal, State, and local levels. The

study also includes an investigation of the constraints on E.S. control systems and the
opportunities that might exist in the future for improving these systems.

B. Scope of Work

1) Review and evaluate the readiness capability (as stated in EO 11490), of five
Federal, state, and local government agencies and departments, to implement,
administer, enforce, and decontrol emergency economic stabilization measures
in a population relocation posture and in a post-nuclear attack environment
involving an "lIslands of Survival" concept.

2) Review and evaluate (in accordance with EO 11490) the adequacy of existing
emergency economic stabilization authority and legislation of the selected
five Federal, state, and local government agencies and departments to
regulate price; rent; wage and salary; money, credit and banking; and
consumer rationing during a national emergency and recommend revisions that
will increase the readiness capability.

3) Review the relevant guidelines and instructions to determine the optimum mix
and time-phased implementation and enforcement in a national emergency
relocation posture and post-nuclear attack recovery and recommend

appropriate revisions,




4) Identify potential psychological effects of emergency economic stabilization
controls during a national emergency.

5) Evaluate advantages and disadvantages of current and proposed payment
systems applicable in a national economic emergency including population
relocation and post-nuclear attack reconstitution and recovery environment.

6) Develop standardized format and revise the price: rent, wage and salary;

money, credit and banking; and consumer rationing emergency economic
stabilization guidelines and instructions.

C. Environmental Contexts Requiring Economic Stabilization

1. Operational Conditions

Economic stabilization programs must be suitable for implementation in any of the
operational conditions that might arise as a result of a national security emergency.
While the need for these programs would be most acute following a strategic nuclear
attack on the United States, some measures, such as rationing of motor fuel, might be

instituted prior to crisis or attack.

Figure I-1 depicts the range of conditions under which economic stabilization
measures might be required. The figure shows an "intensity of emergency" profile
developing over time for a possible scenario. Increases in intensity could occur if an
intermational event is clearly recognized as an overt and immediate threat. The
intensity could contimie to increase through various stages of U.S. defense mobilization
possibly ending in extreme crisis and nuclear attack. On the other hand, the
confrontation might be resolved at any level of intensity short of attack. To meet
these conditions, economic stabilization and other emergency planning must be
responsive to the nation's increased .evels of readiness as the situation changes, while

minimizing the disruption to the nation's economic activities.

Following a strategic nuclear attack, the nation could consist of "islands of
survival" interspersed among areas of widespread damage. These islands could include
part or all of a State or portions of several States in relatively low population areas.

]




Figure I-1
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However, it is also possible that the "Islands of Survival" could include significant
portions of urban areas. In the absence of a Federal stabilization program in an "island
of survival", States and localities should be mrepared to implement and administer a
stabilization program.

Economic Stabilization Measures for Various Conditions

Due to the possibility of a buildup of tension over time, the state of readiness and
the types of economic stabilization measures taken can be considered in temms of a
number of condiﬁors7. They are: .

CONDITION 1I: Peacetime

CONDITION II: National emergency (threat of war)
CONDITION IIIA: Mobilization with limited controls
CONDITION IIIB: Mobilization with full controls
CONDITION 1V: Post-attack recovery

Objectives and economic stabilization measures for conditions of increasing

intensity are shown in Table I-1.

Condition I, Peacetime, usually uwses only indirect controls such as fiscal and
monetary policies to maintain a healthy economy. It may be considered the base case.

Key objectives of Condition II are limited to moderating private business
expectations of shortages and inflation and supporting UJS. international measures
(economic defense) that could improve the stability of the domestic economy.

With increasing tension attendant to Condition III (Mobilization), the principal
objective would be to subdue inflation while increasing the defense share of the GNP.
At the early stages of mobilization, this might be accomplished by indirect measures such
as emergency taxes and restrictive monetary and credit policies accompanied by a system
of priorities and allocations for key resources. Continued movement toward full
mobilization might bring with it the need for selective credit controls and direct
controls, including a Federal freeze order on prices; wages and salaries; and rents. The
occurrence of an evacuation or a strategic attack would also require rationing of
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consumer goods and services. Same of these measures could be implemented earlier,
depending upon the state of the economy and Federal-level decisions.

Objectives under Condition IV following strategic attack on the U.S. would be
designed to reconstitute a viable economic system as soon as possible to support the
surviving populations. As previously noted, the post-attack period would require States
and localities to implement and administer price stabilization and consumer rationing in
the event that no such Federal programs were imposed prior to the attack. In the
event that Federal programs had been made effective prior to the attack, States and
localities should pattern their regulations after those of the Federal programs. Such
action will facilitate the re-establishment of Federal programs for national recovery and
indemnification, and will clarify Federal programs for loss sharing and ownership, and

other measures promoting economic recovery.




II. REVIEW OF FEDERAL, STATE, AND LOCAL READINESS

A. Requirements for Readiness

The Federal Emergency Management Agency, with the assistance of other Federal
agencies, is responsible for the development and maintenance of a comprehensive
standby system for the prompt and effective stabilization of the economy in time of
severe emergency, such as a major mobilization or nuclear conflict. This responsibility
requires the maintenance of updated enabling legislation, plans, regulations, and
strategies for implementing the various programs necessary to mitigate the adverse
impacts of the emergency on the economy.

Executive Order 11490, as amended,8 directs planning in the area of economic
stabilization. The E.O. assigns planning duties to all heads of Federal departments and
Agencies for emergency planning. Those specifically tasked with E.S. planning
responsibilities include: the Department of Treasury, the Federal Reserve Board, other
financial Agencies, and the Department of Labor. Other Agencies, such as the
Department of Housing and Urban Development, Department of Commerce, the
Department of Agriculture, and others have responsibilities to assist FEMA in areas of
their specialization.

Under conditions of extreme emergency following an attack, it is anticipated that
State and local governments would initiate and administer certain direct controls until
the Federal Government was able to resume administration of the controls.
Consequently, States and their administrative subdivisions have a responsibility for some
planning to provide a basis for action in a national emergency.

As part of its overall function, FEMA must be aware of the state of readiness of
other Federal, State, and local Agencies to provide information and guidance to these
groups to improve readiness where required.




B. Elements of Readiness

A number of elements detemmine the readiness of an Agency to undertake
emergency actions. These elements are embodied in most resource management and
economic stabilization plans. Generally they would include:

o Adequate authority - The Agency should have adequate authority to carry out
needed preparedness steps and, prior to the time for action, must be provided
with the authority to undertake operations.

o Delegated Responsibility The Agency should be delegated a clear

responsibility for assigned tasks.

o Concept of Operations - The Azency should have an adequate concept of

operations which spells out the objectives of the response and the general
operations needed to ameliorate the emergency.

o A system and measures to implement the concept of operations - The Agency

should have a system, including organization, and SOPs and specific measures
that are needed to implement the concepts of operations.

o Staff and staffing plans - The Agency should have current staff assignments
sufficient to maintain the current required level of readiness. It should also
have staffing plans that can be inplemented when a higher state of readiness is

required,

o Guidance and training - The Agency should have adequate guidance on
concept of operations, systems, measures, and deployment steps. Present and
potential staff should be provided with sufficient information and training to
implement the deployment plans.

o Other Resources - Other resources needed to implement the concept of

operations should be on hand, or earmarked for use.




C. Readiness of Federal Agencies

A summary review for Federal Agencies based on these factors is given in the
following peragraphs.

1. Adequacy of Authority and Responsibility (for planning and operations)

The two basic authorities exist at the Federal level, for the planning of emergency
economic stabilization activities in peacetime. They are the National Security Act of
19479 and Executive Order 11490. The first provides for advice to the President
concerning programs "for the maintenance and stabilization of the civilian economy in
time of war, and for the adjustment of such economy to war requirements and

conditions".

Executive Order 11490, as amended, requires FEMA and the Federal financial
agencies to cooperate "in the development of emergency preparedness measures
involving emergency financial and credit measures, as well as price, rent, wage, and
salary stabilization, and consumer rationing programs." Some Federal Agencies and
Departments are specifically tasked to conduct E.S. planning (e.g., Treasury, DOL,
FEMA, Federal Bank Supervisory Agencies).

The Federal Emergency Management Agency has primary responsibility for
coordinating the ES. planning activities of all Federal Agencies and for conducting
planning for those aspects of of the program not specifically assigned to other Agencies,

The Department of Treasury is tasked with the stabilization of the monetary,
credit, and financial systems and related activities. The Federal financial agencies
(Federal Reserve System, Comptroller of Currency, Federal Home Loan Bank Board,
Farm Credit Administration, Federal Deposit Insurance Corporation, and National Credit
Union Administration) are to "participate" with FEMA and the Department of Treasury
and other Agencies in the development of ES. policies, plans, programs, and regulations.

The Department of Labor has primary responsibility for developing E.S. plans and
programs with respect to the stabilizing of salaries and wages (and benefits). The
DOL, through its field offices, would deploy and administer the E.S. wage and salary

program.
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Other Federal Agencies cooperate on ES. programs related to their emergency
responsibilities for resource management. Thus, Department of Agriculture cooperates
on food rationing, Department of Housing and Urban Affairs on rent control, Department
of Energy on fuel rationing, etc.

Authority appears to be adequate with respect to agencies with specific
responsibilities. These Agencies have produced in the past the required policies and
plans in cooperation with FEMA and continue an active participation with FEMA in the
updating of plans and policies.

The results for the agencies with less direct responsibility has been more uneven
The Agencies interpret differently the level of their participation required under the
provisions of E.O. 11490. As a result, some Agencies are more active in providing
substantive assistance than others.

Our conclusion is that existing Federal authority is generally adequate for

peacetime ES. planning, but more specific responsibilities should be delegated to

some agencies to be consistent with their resource management responsibilities.

No Federal authority for implement