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D~MOBILIZATION OF ECONOMIC CONTROLS AF~ WOELD WAR II. 
June 3, 1946. 

CAPTAIN STOVER: 

I feel somewhat'stra1~e introducing a ~;,ell-~n~own friend and former 
officer and faculty member. However, it has been customary, I am told, 
that ~en acivilian speaks before the group, he must be formally 
introduced. 

i Dr. Lovenstein, while here 0nduty, kept a lot of his attributes 
behind an iron curtain. In the last few minutes, I unearthed a few facts 
which T did not know, and I am sure you did not kmo~ either. He was my 
associate and colleague on the faculty, and being a bachelor, he kept 
most of his clothes in the file cabinets~ Even now I find shirts, ties 
and various things there, and they are all filed rather cleverly. For 
instance, last week we found under Frozen Assets a gold leaf ~J~Jor's 
insignia. 

However, i should like to introduce to the class Dr. Lovenstein. 
We had "Captain" on our schedule but we discovered that his terminal 
leave e:~ired two days ago. Now we find out that Dr. Lovensteinwent to 
the University of Richmond, and graduated in 1930, with a Bachelor's 
Degree; Columbia University 1931, with a Master Degree; and Johns Hopkins, 
where he got his Doctorate in 1938. He has been a teacher and profes- 
sional ~man all his life. So now we will drop the title of Captain and 
introduce our friend and associate, Dr. Lovenstein, who will speak on 
the Demobilization of Economic Controls after }~orld Wal ~ !I. 

DR. L0~STEIN: 

The subject that has been assigned me is one of tremendous propor- 
tions. As a matter of fact, industrial demobilization should bulk as 
large in the curriculum of the College as the study of economic mobiliza- 
tion. Surely the demobilization of economic controls is as important to 
the economy and to the military as the mobilization for war itself. A 
division is necessary for practical purposes but actually the process is 
continuous. If it has been given a smaller role in the present course, 
I am certain it is because of the brevity of this course, not the impor- 
tance of the subject. • 

Capt. l~orsley has outlined the major features of our experiences 
after World War I. l.fnat I want to do is to emphasize what has happened 
to us since W-Day and to suggest what lessons may be dra~n% from our ex- 
periences in two wars. Then, if we ever have to face these problems ~ 
again- or for what it may still be worth in solving the problems of this 
one- one can act intelligently. It is one of the great ironies of politi- 
cal and economic discussions that at the time when men have to act most 
intelligently and with the greatest dispassion, they act under the 
greatest emotion. Consequently, at the crises when issues should be 
solved with a maximum of intelligence, they are usually compromised with 
a minimum. 
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Naturally, all of us have intense feelings about the period we are 
now living t~rough. After all, it is our life. ~at history ~zill say 
about us concerns us less than wD~t ~e do now with our o~.n~ economy for 
our o~na ~zelfare. It so happens that history's jud8mlent, ho~.Tever~ ~till 
probably be kinder if ~ze act no~r with calm and with due regard for the 
facts. Let us, then, outline in terms of facts- as good facts as we have- 
~rhat has happened to us economically since victory. 

l.~e might first turn to a guide }zhich we should all incorporate into 
our thinking more than we do, namely, the Gross National Product~ the 
dollar value of currently produced goods and services. The amount of 
the @ross National Product and how it is divided wlll give us an approxi- 
mate idea of what has happened dollarwise since VE-Day. First we note 
that the Gross National Product In 1945 was about the same as it was 
in 1944- 197 billion dollars, in spite of the drop i~ the last part of 
1~45, the stimulus to production in early 1945, as a result of the Bulge, 
gave us a Gross ~,.~ational Product in 19~5 that }~as as high as in 1944. 
But ~.zith the cut in Government expenditures, we find the annual rate of our 
Gross National Product in the first quarter of lC)46 is down about 23 billion 
from the second quarter of 1945. In other ~.~ords~ we dropped fl~om about 
197 billion dollars Gross I.~ational Product in 194~ to a rate which will 

I" give us about 180 bl~lion Gross }~ational Product in 19@o. .~.~hen" we analyze 
it, we find that the cut in Government expenditures has nog ~een m@t by 
either an increase in investment by business or by an increase in con- 
sumer expenditure. 

That is our first big point. Dollarwise the cut by Government has 
not been met by increases in other types of expenditure. Yet ~he amount 
spent by the consumer has increased. It has not increased enough to 
meet the cut, but it has increased. In the first quarter of 1946, we, 
the consumers~ have been spending at the phenomenal rate of lll billion 
dollars per year. ~fe are able to do so because of lower taxes and a 
lower savings rata. Income payments to individuals hav~ shrunk since the 
~Tar but consumer expenditures have gone up. Here, obviously, is a 
tremendous inflationary pressure. " 

No~ what has happened to profits? ~ discover thatcorporate profits, 
in 194~,were Just about what they were in 194~- over9 b~llion dollars. 
~gediscbver also that corporate dividendpolicy was such that during the 
~a~- years, corporations retained abouthalf the profits they earned. Con- 
trasted ~ith pro-war figures, we see that a tremendous amount~of profit 
has not been distributed. 

~one can, of co~vSe, find some business reasons for some of these re- 
tentions, but as it is, they are ~a wonderful temptation to labor, and ' 
Government, under Section 102 of the Internal Revenue Code, has reasons 
to look into the matter, both from the standpoint0f revenue and for the 
6ontrol of purchasing power. Clearly, these retentions repl'esent an 
enormous inflationary factor. • . . . . . . .  

N0~,y what about employment since 'victory? The CenSus B~reau reports 
that as Of March, this year, We have 2.7 million Unemployed, not Cotuuting 
1.} million veterans temporarily delayed from enterlng int6 the 'labbr 
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market 3 or a total of 4 million. The t0ta! does not include the numbers 
who will come into the labor market in S~ptember. Over a million 
veterans are reported l0oklng for work.i it w$~l not be 10ng before we 
really have a veterans.' movement, i have a p01ftlcal philosophy for 
themtaken from boxing: lead ~ith:~heleft and Cross ~ith your right. 

I , , 

In spite of the present total of 4 mllllonand the probable higher 
total later, unemployment has not been as great as was contemplated. 
Part of the ~uemployment has been reabsorbed in trade, construction and 
in the production of nondurable goods. A larger number than was estl- 
mated were kept to 1~elp reconvert In&ustrles, clear plants, install 
machinery, and to build up stocks of materials and parts. The Adminis- 
tration contemplated a serious reduction In employment ~hich has not 
materialized. 1.~e ~ill want to comment on this fact later. 

So much for a conslderation ofaggregate unemployment- what about 
wages? }~en regarding the economy as a whole, it is important to look 
at the total wage bill. If employment has decreased and hours are 
shorter, has there been a compensation in increased wages? We find that 
In February, 1946, we had a wage bill of 8.07 billion dollars as against 
9.~6 in Aprll 1945, and that represents a ConstAnt decline. 1~age in- 
creases and increased private employment have~ently raised thetotal 
slightly. Yet manufacturing payrolls are &o~a~about 30 percent from the 
1945 high. 

How about our production? The G~oss Eati0nal Product only gives an 
approximate picture. For ezample, price rises might make it appear that 
~e are producing more ~en actually we are not. The Federal Eeserve In- 
dex of Industrial Production, in February 19h~, stood at 23~, wlth 193~-59 
equal to 100. In February, 1946, the index ~as down to 150. (The figure 
is still about ~0 percent above the 1940 average). Even ~ith a slight 
rise in the last few months, the index is do~n~ considerably from its war- 
time high. 

If you were to divide the industries in the United States according 
to their reconversion problems, you would discover a natural but impor- 
taut guide to reconversion policy. Production in the specialized in- 
dustries, such as aircraft, ordnance and so on, has dropped, as you 
~yould expect, precipitously. Certain industries with major reconversion 
problems , for example , private shipbuildir~ and aluminum products, have 
dropped but not so much. Those industries w:[th minor reconversion 
problems and those wlth no reconversion problems have kept0n an even keel. 
An appraisal of post-war production in terms of these diyisicns ~ill ~ake 
the planning for industrial demobilization more effective~ The value of 
differentiation in the planning is made even more apparent ~en It !s 
realized that industries ~yith minor or no reconversion pr0blems3 consti- 
tuting one-half of the total in early 1945, ~¢ith the rapid liquidation 
of war production, accounted for about two-third~. 

Of cours~ everyone is interested in prices- too naively interested 
in them. Retail prices, in February, 1946, were up 42 percent over 1940. 
1~h01esale prices ~ere up over 37 percent, The Cost of Living Index, in 
February, 194b, stood at 129.4, with 193}-39 serving as the base. The 
29.4 percent Lucrease is some~hat deceptive. It does not measure the 
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decrease in the quality of the goods nor does it~mean much to have a good 
low price if the item cannot be bought at that price. Moreover, certain 
elements of the cost of living were ~y up- clothing, in the same month, 
stood at 149.9, food at 139.6. The average was lo~ered by prices paid 
for rent, fuel and electricity. The purchasing po~er of the dollar, in 
February, 1946, was 77 percent of its ~re-warvalue. 

Finally, we should ask ourselves, what about savings? For instance, 
take the corporations. ~ find them in this happy and distressing 
situation: in September, 1945, their cash and U.S. securities, repre- 
senting only part of current assets, were sufficient to cover nearly all 
of their current liabilities. The net worki2~ capital ratio-- that is 
the excess of current assets over current liabilities-- was 51 billion 
as against 28 billion in 19~0. And further analysis reveals that, in 1939, 
liquid assets %zere 6.6 billion, inventories 18 billion- a three to one 
ratio. In the third quarter of 19J~,it is a one to one ratio, whichmeans 
that business has plenty of liquid assets ready, ~ ~o~ example, for an in- 
ventory boom. 

Individualshave saved close to 150 billion dollars. Part of it they 
have used to buy insurance, pay off indebtedness on their home or other in, 
debtedness 3 but there still r~mains 4/Sths or 120 billion dollars in the 
form of cash, demand deposits, t~me deposits and in the form of easily 
redeemable securities. If you divide that sum by the population, you get 
roughly $1,OOC per person, and an Amsrican wlth ~l,O00 is a dangerous person! 

No~# summarizing these figures, this is the picture we have: infla- 
tionary and deflationary factors existing at the same timer a tremendous 
capacity to buy and to produce but with dislocations in the economy causl 
ing a decrease of production and hence further stimulation to inflation. 
The bias is definitely to~zard inflation3 demanding not only price controls, 
both direct and indirect, but also a policy of stimulating and controlling 
production. The responsibility of Government under these circumstances is 
not to make a guess among possibilities. It should be to select a course 
in the light of the facts and to fashion policies ~d maintain controls 
for its accomplishment. 

It is obviously not enoughto have the facts. One must have a guide 
for the interpretation of the facts. The usual one ~ is to turn to the 
past. I am certain Capt. ~orsley has described in detail the economic 
history of demobilization after ~Jorld ~.~ar I, so I shall not repeat it. 
Let us recall that then, as now, there ~s tremendous inductrial expansion, 
doubling the national income, inflation and strikes. Indeed, nearly every 
device for getting out of post-war predicaments i~Ich has been presente~ 
today vas offered in 1919. 

But there are enormous differences. For one, the war enAed everywhere 
at the same time. Besides, we had not ~reached the peak of war production 
in the last ~yar. The degrees of control wore not comparable because then 
we ~#ere at war a shorter period of time. The length of ~Iorld 17ar ii en- 
abled us to elaborate our controls so that the economy was profoundly af- 
fected. Later on, I want to comment on the absurdity of assuming that an 
economy which had been as thoroughly controlled as ours could by some 



.......... i ii/ 

miracle return to a natural free enterp.~ise ~ystem by its own power. It 
is es much as saying that you Could recohdition an economy faster than 
you could rec0ndition a soldier whe n he b~9omes ia Civilian- to-~it, per- 
sonal testlm0ny. ~ ~ • : • .... • 

The consciousness of previous experience had two effects. One was 
it made us very wise and showed•us what could happen, In another, how- 
ever, it tended to focus attention t0o*sharply on what had happened and 
caused us to regard those consequences as Inevitable. Instead of using 
the ~past as a stimulus, we largely used it as a model, 

Yet at least one group appreciated, ~Khatever the value of the past, 
that much of the thL~king would have to be done in terms of the facts as 
they evolved. I hope the laws of modesty are not so strict as to prevent 
me from pointing out that in 1941, prior to our entrance into the war, I 
organized the Committee on Post-%Tar Problems. The Advisers included 
Profs. Paul H. Douglas, William F. 0gburn, Louis }~irth, Broadus Mitchell, 
~lesley C. Mitchell, Dale Yoder, Edwin E. Uitt~ and Robert ~ S. Lynd. The 
Committee sought to serve as a clearing house for ideas and as a stimu- 
lant to thinking about postwar problems. It was a revolution on a port- 
able Corona° I received man~- letters- perhaps you would like to see them 
sometimes' from individuals and institutions ~D~t thought it was inspira- 
tional to look that far ahead and commended a young man's enerL~y. 
Usually they ended on a note of compassion- I have never been able to 
avoid that. However, I noted that many institutions which then stated 
they had not thought about the problem, latel ~ made such undertakings a 

major part of their program, for example, the ~entieth Century Fund. 

The Committee for Economic Development has done a marvelous Job in 
constructive thinking on specific problems. I am sure you are familiar 
with their publications and their efforts. They trie~ as nearly as 
possible to specify programs and to go out onthe limb and fight for them. 
Their efforts have been~effective in countermanding the Nineteenth Century 
inspirations of the National Association of ManuLacturers. 

The literature on postwar prgblems has been quite large and a con- 
siderable portion of it has been cf the highest quality. For example, 
the Pabst Post-War Employment Contest stirred up a nice brew. Prof. 
John M. Clark published a study for the Committee for Economic Develop- 
ment called ~'The Demobilization of Wartime Economic Controls. " One 
could cite others. By and large, the criticisms that can be offered of 
the literature in general are these: They tended to depend too much on 
the experience after World War I; there was too little emphasis on im- 
mediate postwar problems; there was a tendency to speak confusedly of 
long-run and short-run problems; and the recommendations for the transi- 
tional period were general and sketchy. Yet they nearly all a~Greed on 
the general principle that controls should b.~ maintained in an integrated 
ma~nner and that retreat from clontrols should be achieved through a delay- 
ing action. 

lge should remember that the 1939 Industrial Mobilization Plan urged 
that the ~.~ar Resources Board be continued as a postwar agency for emer- 
gency adjustments. 



How nmch foresight did Government agencies demonstrate? 1~ll, ~'YPB 
saw quite early, in1943, right after the peak ofproductlon had been 
reached, that there would be problems of reconversionlwhioh should and 
could be planned far in advance. In April of that year, ~. Ernest 
Kansler was asked by ~. Nelson to study the whole problem of transition. 
Later, a Committee on Demobilization Controls submitted a complete pro- 
gram whlch was approved in 0ct.~, 194~. Lu February, 194~, after the 
Bulge, the Committee on Period One was set up to review the program and 
keep it up to date. Out of that development came our contract cut-back 
policy, which would probably have worked better if there had been a longer 
period of time to perfect it. The Spot Authorization Program was another 
step in the right direction. However, what effoctiveness.~'~B planning 
for reconversion in the early phases may have had, so far as I am con- 
cerned, was cancelled by the subsequent policy of scrappingcontrols as 
quickly as possible. I feel that production controls are essential to 
price control; controls must be integrated. The earlyplans and actions 
of I'~B which indicated foresight were not followed up by a broad, clear 
program for transition economics. .. 

The Office of War Mobilization and Reconversion, in addition to what- 
ever controls it might have exercised or policies it has determined, has 
rendered a service in its quarterly summaries which are the best single 
statement of the economic conditions of the U.S~ which the American people 
have been afforded. Regularly3 quarterly, it ~as possible to read, in 
about fifty pages, what are the n~jor economic events of the dayupcn 
which economic policy must be based. These reports should be continued 
after the emergency and be distributed broadly. The mechanical deficlen- 
cles in the coordination and dissemination of the facts are a criminal 
omission in a democracy. 

The reports of the Office ef War Mobilization and Reconversion did 
• indicate topside awareness of the economic facts. Step by step, the 
analysis would show- "Look, gentlemen, here ar~ your savings. Gentlemen, 
here is a possibility that inventories may behoarded." Yet having been 
wise in the analysis of specific problems ~d often in specific policies, 
they were vague about their general policy, in the appreciation ofthe re- 
latedness of the problems and the unified nature of the controls. ~.fhile 
specific recommendations did add up to a general policy, it Was by impli- 
cation, by adding the guesses on individual possibilities. The apparent 
existence of a general policy obscured the fact that there was not a clear, 
overall policyaware of the relatedness of the problems, and there was not 
the necessary administrative ability to meet whatever might develop. Read- 
ingthe reports, one could exclaim,"Zntelligent, intelligent, Intelllgent~" 
yet end by crying, "By God, what have they done?" It is, of course, 
possible to be intelligent bythe minute and a fool by the hour. 

Sugar!zing our economic history since victory and contrasting it with 
the literature and policies concerning postwar problems, this much can be 
said. The presence of both inflation and deZlatlon factors ~s clearly 
foreseen. However, there was over-~mphasis, because of ~xperlence in 
~orld War I, on the possibility of great unemployment immediately after 
VJ-Day. In spite of previous experience, there was the repeated error:of 
the quick demobilization of economic controls, not so quick as last time 
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but relative to the degree of controla we had this time~much too quick; 
There ~ms an unbelievable lack of appreciation of how th0roug~L[y the ~ar 
had affected our economy. War and consequent controls had penetrated 
every part of wage-prlce relationships, had tremendously affected the 
distribution of manpower, the credit situation and taxes. These condi- 
tions could not easily be changed. All of these are related, l.~e recog- 
n{zed that fact during the war but the minute peace came and the great 
urge for escape, if not freedom, we threw away most of the~controls, not~ 
realizing their related necessity. As a result, we ended up with one major 
control, 0PA, as if it were possible to control prices without control- 
ling the factors behind prices. ~.. 

But, by far, the largest Indictment of our lack of insight is what 
I call the policy gap between the intelligent~, able, equipped secre,arlat 
right belo~r the top level and the men who by our political devices of 
elections, succession, appointment , golf and poker, may rise to the top. 
The gap between those who know and those who acquire knowledge ~by reason 
of appointment is so great that it is normal in America- or in ~4-hgland 
or any other country- to accumulate intelligence of the highest sort 
which ~e cannot reduce to policy and use effectively in our o~n lives. 
Now I don't want to indulge in politics, There is no point in it- here: 
But I act dpon a new freedom to point out that I do not believe the sum 
total.of reflective Judgment on the part of the experts in our society 
wou~d have led to the type of administrative policy_with regard to re- 
conversion which has been exemplified in Mr..~nyder s control of the Of- 
fice Of War Mobilization and Reconversion. The existence of data and ~the 
recommendations of cxperts did not result in top policy reflecting such 
ihsig~ts. From our bitter experience ~e should at least be able to 
gather some lasting kg~ owlcdge. ~e should be :~ble~i now after two ~mrs and 
a study of the variations in our post~;ar experiences, to draw soma con- 
clusions,• however tentative, of the likely nature of a post~ar America. 

i~e; have to assume always that we are now going to return to the type 
of society we had before this last ~mr, and, f~r%her, that it is going 
to be the ~ind of society we will have when we enter the next one and to 
which we ~rill try to return after the next one. New, you may notbe- 
lieve it will be the same. I may not believe it. But let us assume it 
and, therefore, we can assume the postwar experience will have to be the 
Same. 

~.Jith these assumptions in mind, we can be certain, first of all , 
that there will be a tremendous accumulation of savings in hands of 
business and Indivlduals. I am afraid that in spite of our research into ~ 
purchase policies, we probably won't have close pricing in the next war. 
h'e used to speak of events as B.C. or A.D. but now we say Before Taxes 
and After Taxes. ~..~ell, after taxes, in the next war, business will have 
vast savings. And so will individuals. The very nature of war produc- 
tion is that ~re have to pay a larger labor force to produce goods, a 
major part of which they cannot consume, hrar materiel in World War II 
represented almost half of the Gross National Product. Even if ~rages 
were fi.~ed, the savings process is inherent in war production, unless 
they are taxed a~ay- and that has never happened. If we operate as we 
have before, workers will be attracted into war industries by higher wages; 
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wage increases ~fll be made in other industries to keep workers and tQ 
compensate for higher living costs, all of which adds/pressure to infla- 
tion. So we are going to have a tremendous volume of savings. 

~ can also ~e quite certain that victory ~ill not suddenly convert 
shortages Int6 abundance. Physicalreconversion and economic nmladjust- 
nmnts will cause unemployment and decrease in wages. The factors which 
cause such declines areknown; the amount may not be. At any rate, we 
know that past experience can prove an inconclusive or even a misleading 
guide and that better statistics would reduce the guessing. Savings may 
offset the decline in purchasing power derived from higher wages and em- 
ployment during the war but in doing so they will only sustain the in- 
flationary pressur e. This combination of forces will surely be present 
again. 

~ can predict, also, that if we are still Americans in the same 
spirit that we are now, we will have alrapid break do~aq of economiccon- 
trols come V-R Day. 

And I am certain we will have the same vagueness about the domestic 
and international economy to which We are so anxious to return. It oc- 
curs to me, as I watch this anxiety, that everybody is returning to 
something entirely personal. For instance, one business group wants to 
return to the early part of the Nineteenth Century. We should wish them 
bon voyage. Others less ambitious would compromise for any condition 
earlier than 1933. Still others look at Canada; they look at Zngland, 
if they don't look any further; and they realize they are in a new world. 
Therefore, internationally and domestically, it is not enough to chant, 
"Going home, going home:" You have to give your mailing address. Vague- 
ness about domestic and international problems is sure to be present 
again. It doesn't surprise me. In 19403 only one-half of the adults had 
completed their high school education, only one in fourteen had finished 
college. Now I make no special plea for the colleges for what we do 
teach them- God knouts, I make a plea for what we could teach them. But 
certainly one cannot expect citizens to bear their mature responsibilities • 
in the present world if they/are not given training- and we are not 
giving it. 

May I pause to observe, as an educator, that I am impressed by the 
fact that young boys who mature during a war and are called upon to go 
into some camp and don uniform automatically acquire the right to an 
education, whereas the boys who mature after a ~yar, who are not called 
upon to don a uniform, are not assured an education . . . . . .  

~ow about our objectives in' the demobilization Of economic controls. 
Once we are out of the war, it is certain we will want, first of all, to 
clear out our plants and make room for civilian production. That means 
physical, financial and contractUal reconversion. On those scores we 
have learned our lesson, and, ~ except for the disposal of surplus property, 
we did quite well. -~. 

. • • 

Secondly, we will want to steer a course through the currents tend- 
ing toward inflation and those movin6 toward deflation. As we have pointed 
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outj. suc h a course implies a coordinated ~olicy- and, •above s!], the mainten~uce 
of controls to assure quick administrative action. Th e last thing ~.ye 
should do is, to tryto guess which forces, will win and by all means avoid 
guessing by an administrator not even equipped to guess, 

Thirdly, ~ye will ~yant to maintain competition, recreating it ~here 
it has disappeared during the ~lar an& stimulating it where it has not 
e~iszted. Lacking the chance to create competition, ~e must,• as is our 
traditional policy, seek to regulate such industries. At ~uy rate, if we 
are going to live in a society which is to be basically regulated by com- 
petition~ ~.~e better be sure ~:e have it- an~ no illusgons: Incidentally, 
you might have noted the increased trend to~:ard mergers prompted by 
shortages and the struogle to control present and future markets 

Then, we must ~ind ~zays to use our enormous productive po~.:er. ].~ar 
further stimulated our ability to make more things faster.- it has proved 
an ironic embarrassment before. The Brookings Institution reported that 
in 1929, at our previous peak, ~e used only 80~ of our productive capac- 
ity. i~.qth all the talk about New Deal spending~ we never got back to 
the 1929 Gross National Product- until the ~m~r. 

Another vital postwar consideration is the safeguarding of our na- 
tional intere.~,ts for defense~ the conservation of limited and irreplace- 
able resources. To me, that does not mean simply fighting for islands or 
buying them through loans. It means acquiring a sound economic base at 
ho~ue. 

Finally, ~.re have to establish sound international relations- the 
United Nations, Bretton Woods, airplane competition, and all the rest for 
which.~Te fought- at:least, some of us. Perhaps in no other phase is the 
chance for long-run success so obviously dependent upon the wisdom, cour- 
age and integrity off,an immediate postwar pollcy. 

These, then, will be our objectives as they have been before. No~: 
it helps in planning to phase policies. It sho~:s when each policy should 
mature and ho~.: to til;qe policies with reference to events and to each 
other. ~.q~ile there ~s much talk abgut, phasing, very little serious at- 
tent!on.~as paid to it. Y~y limited experience in this war proves to me 
that phasing . Inthe war and for reconstruction has a common characteris- 
tic: ~.~e Phasedto meet a crisis, not to anticipate one. Something came 
upon us. The •bright boys were put to work. They got something .together 
that ~.tas passably intelligent, and if possible, reduced it to statistics 
so that they could get involved over figures in case anyone attacked the 
idea in general. The public relations man set out to convince the public 
that it ~as good, and was around later to apologize for what ilappened. 

Phasing3 of coul~se, is essential. One should not, ho~;ever, look back 
to a previous period for a irozen pattern. The phasing must be creative 
an~ f0rward-looking. And the assumptions underlying the phase• should be 
cl@ar. All during this ~;ar, V~-Day tc VJ-Day was tragically indefinite. 
Nobody knew what it meant. ".re froze the period around vague expectations. 
The Bulge and subsequelit S°~imulation to production sho~:ed ho~z da1~erous 
it ~as to be at once both fixedland uncertain about a policy. In our 
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type of a society and ,with industrial productio n so much a part of war, 
it is inevitabl~ that we plan • ahead and gear ~p for definite objectives. 
But too little attention was given to the logic Of phasing and the re- 
lation of policies. Too often there was Oust one POlicyj not a primary 
and reserve policy. Policy was often adopted which resulted in the elim- 
ination of controls, destroying the flexibility essential for quick ad- 
ministrative changes of policy. There was too o~reat a tendency to thi~ 
of postwar• problems in the middle or long-run and not in the transition 
or short-run. And very often, developments which ~,,ere likely in the long- 
run were confusedly prepared for in the short-run, to-wit, the relazation 
of ~ controls over construction. 

We will, of course, have to solve the problems of phasing, i am 
afraid, however, that this last war will have the same influence on our 
thinking in the future that the first I~orld !tar &id on our present 
thinking. We will have to have two wars, a~d two fronts, in order to have 
two phases. If we have only one in the next one, there will be a lot of 
well-tralned people who won't be prepared. 

Uow let us consider what we shall face in terms of specific controls. 
First, the controls on materials ~nd production. Plans and success for 
early reconversion rill depend a good deal on our prepsa-ation at the 
ti~e controls are imposed and the quality of t..ose controls. A clear 
policy on cut-backs With regard to industries with major, ~lino-: ~ or no re- 
conversion problems can be provided for within the pattern of vat-time 
controls. We had a logical cut-back program this time but it is ques- 
tionable that it worked as well as it should have. The progcca~l for cut- 
backs in Phase One would serve as an excellent basis for further study. 
It is my feeling we could have done a much better job on spot authoriza- 
tion. It should be spot and not spotty: You might ask, why weren't 
these policies better thought,out and executed? l.Fny weren't we able to 
utilize our resources fluidly enough so that we would kno~. ~ how much slack 
we had here and there and act accordingly? The answer, it seems to me, 
lies largely in the hurried preparation of war controls and the narrow 
conception of their war and postwar functions. 

For el:ample, look at the accomplishments about which we crowded. 
~ exclaimed proudly, "Look at the priorities system moving into CMP," 
and so forth. Could anybody have contemplated thgtwe ~vouldn't move into 
allocations? Yet how loudly we hailed the fact, as if in the midst of 
our trials a ~eat revelation had come upon us, when cormnon sense, if not 
previous experience~ should have made it clear that a system of hunting 
licenses would not work in a long •war involving extreme shortages. How 
many times does the obvious have to be discovered anew! 

/ 

My point is that our controls in war shculd be so thoroughly thought 
out that we will not only have controls worked out in terms of war needs 
but we will ha~e a reconversion pliability ~mitten into those controls. 
If we had such appreciation of' the continuity of mobilization and demo- 
bilization, we would not ~ have to drop controls and then resume them, if 
indeed they can really be revitalized once dropped. We would not have 
atterapted some material controls vhen by and large the econo~uy is free of 
them. Ue ~:ould have been more prepared to release surplus property when 
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its release ~ould be timely. We would have been prepared with a stock- 
piling program to prevent inventory booms in' later "perio~Is of reconver- 
sion. ~.Ze ~.~ould have understood that material and production controls are 
necessary to support Price control and not merely as a war device for al- 
locating shortages. 

~e must always seek to vie~ the economy as a whole, not just part of 
it. It is my feeling that a Government agency imposes itself on public 
opinion in rough proportion to its activities, h~hen an agenoy falls be- 
io~.~ ~¢hat might be called a marginal limit of activity, we forget about it 
as ~an agency, so that, llke the Civilian Production Administration, it 
ceases in a sense to bea going part Of public Opinion and cannot bring 
forth public opinion to support its actions in a small way or to sustain 
it ~¢hen it seeks to reimpose its sanctions. It is not enough to have con- 
trols for specific purposes~ the idea of control itself must be maintained 
until it is no longer needed. 

i~ow, about manpower: There was much talk about ' manpo~.Ter and manpower 
controls. Actually labor ~as allocated or distributed for the ~.~ar effort 
largely through ~age competition and then frozen. . it was'not basically 
a truly administrative directic~ of the labor force. Controls acted for 
the most part after the fact. They tended to be a~ioTar~ fixations rather 
than controls. It ~as not entirely the War Manpower Commission's fault. 
For the mobility of labor is one of the great unsolve~ problems of our 
time. Materials usually move quickly in re~sponse to prices but you can- 
not move labor that quickly. A man doesn't necessarily move because • the 
price differential for his services is higher in one place than another. 
Indeed~ he might not have the ~There-~.rith-all ~o move. One of the bills 
pending in the Congress~ you I~o~. ~, is to pay the cost of moving labor 
±h-ore one place to another, ~'~e may conclude, thereforej that manpo~er Lcon- 
trols imply a prob-zam ~ for both ~#ar an~[ peace. Since ~art.ime controls of 
manpo~Ter are usually dropped first~ ~.re must have an elaborate and adequate 
system for assistance, retraining and so fort11. If, indeed, we had a 
coordinated system of manpower Controls capable of providing for recon- 
version we ~ould have made better predictions about unemplo~nent than we 
did. As it is, the better emplo3~nent picture is due largely to the opera- 
tion of forces in the market place an~, not to administrative solutions for 
the re~istributlon of the labor for~. Our failures ~ith~regard to the 
present totals of unemployed I are due to administrative failures and these 
will~ I am afraid, become all the more api~arent in the near future. 

The dropping of ~artime manpower controls calls for a positive pro- 
g%ram tc replace it. ~ Unemployment allowances have to be increased con- 
siderably, it i~ a ~eat illusion to believe that in paying a man unem- 
ployment insurance you have fully compensated for his loss of purchasing 
po~,zer/as a consumer. Professor Slichter, for ! instance, est~.~ated that in 
l~-O~ ~.zith 8 1/~ million people une.~ployed, the amount of compensation 
pai@ them ~ as a result of unemplo~uuent represented only lO percent o~' the 
shrinkage oT ~ income caused by the unemployment. To pay him an ~uem-pl6~ A 
ment compensation ~.~hich is too low'will cut purchasing po~er an~ a~avate 
the causes ~...~hich disemployed him. ~ 



More0ver~ a nati0nal employment service, enjoying the cooperation of 
tuuions, management and Government, is essential for full employment. !!e 
had, as you 1~no~z, in this ~mr and after~lards, pools of unemplo~.~ent in one 
place and ~eat labor shortages else~there. It is incredible that the 
~re~o society ~hich could move ll or 12 million men all over the ~orld 
cannot ~1ove a fe~ million ~zithin its o~a~ boundaries. 

1~e are all touchy these days about the question of ~zages. One ~Tay 
or the other, we feel strongly about labor ~ions, strlkes ~, the Case Bill ~, 
It is difficult to speak unemotionally, yet in spite of the furor o ~ the 
conflict, there are clear-cut propositions which can be educed and upon 
~zhich a ~zage policy can be based. 

First and foremost, ~ze must al~ays keep in mind ~zhat happens to 
consumer e~enditures !~en government p,~cnases drop off as they have, 
the slack must be picked up by consumer and business expenditures. 1~e 
must be able to produce enough ~ to assure full employment but the consumer 
must also get enough to consume ~zhat has been produced. It is impossible 
to s~parate the ~zage earner from the mass cons~aer. That is a lesson 
that has to be learned in Americs_u economics. The ~zage bill has got to 
be enough. If in a post~ar world there is a decline due to lo~er ~zages 
or shorter employment, the deflationary pressure must have a compensation. 
These forces operate, of course, in peace and ~ze have suffered from 
chronic maladjustments. In transition economlcs~ thepains are acute and 
the attack may be fatal. ~ 

No~z just }:hat should the adjustments in wages Compensate for? First, 
there should be compensation for a rise in the cost of living• 1!hile 
during a war, such a differential may act as a brake on consumption, 
labor hnions are fearful of losi~ their past gains and do not relish . 
losing out in the race with rising prices. Certainly, during the transi- 
tion and later, with reductions in take-home pay, without ~za~e increases 
a ~orker may ~zell fall belo~ his pre-~mr real ~,ages. In this regard, one 
must be certain the worker has his share of the savings before ~e can 
e~xpect him to make up his purchasing deficiencies out of savinj~s. 

Secondly, labor should have its Share of increased productivity. 
The ~zord productivity is used very loosely b~t even at best it is diffi- 
cult to measure productivity. For instance, to ~zhat extent are the in- 
creases in ~zar productivity transferable to civilian production? Usually 
there is a recoupment of ~zartime losses in productivity in the period 
• ollo~z_ng. These must be incorporated in wage determinations, but the 
percelntage of gain may not be as great later as it ~as imr~ediately after 
the resumption of civilian production, one thing is certaini increased 

• 1 • ~ productivity must result in lower prices or nzgnez ~zages, if full employ- 
ment is to result. The gain may be shared by either of the t~zo devices 
or by a combination of them. It should be remembered that in the period 
ir~mediately follo~zing the end of hostilities, goods are scarce~ prices 
~ill press hard against ceilings or raise them so that there is a ~ parti- 
cular point at this time in considering passing on gains in terms of 
higher ~ages. 
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Collective bargaining, fact-finding bodies, mediation and arbitra- 
tion boards will have to determine the possible pay raises from the fol- 
lo~Ting sources:increased productivity, tax reductions on business 
enterprlses, the volume of postwarciviilanpr0duction and savings from 
do~mgrading~less overtime- and even veiled subsidies in the form of ~ 
apprent ice payment s. • 

The guiding principle shoul@ be, does the increase affect prices? 
No one can sit down and work up a scientific formula for these adjust- 
ments. One can establish a general principle and call it a formula. 
At best the adjustments are an art and that means you 'hav@ to keep the 
National War Labor Board in existence. Probably EconomicOrimeNo. 1 
was letting the Nati0~a ~ ~r Labor Board disappear and then trying to 
revive it b~ LudlrectiOnin a series of loosely connected labor pol- 
icies. There must be a clear-cut policy sc that labor and management • 
will feel they are measuring their demands agalnsta kno~m policy. It 
does not have to be the Little Steel Formula. It ma2be higher. It : 
probably willbe, but it has to be definite and predetermined. It cannot 
be arrived at by allowing a strike, then us~the settlement as a guide 

• and helplesslypassing it off on another wage dispute. Government de- 
rives a bargain~_ug advantage from a firm and consistent policy, but it 
is meaningless and tragic to sanctify a particular settlement and call 
it a labor policy. 

Besides, nothing but ignorance can explain a resort to free collec- 
tive bargaining- which in its nature depends upon a ratl~er normal market- 
when there isn't a normal market. A coal strike • could not be as crip- 
pling ~then the economy ~as at full or nearly full production. And busi- 
ness with less savings ~/ould have less stre~4gth for obstinacy. 

Finally, let us consider price control. It is obvious that prices 
are the result of the supply of' and the demand for labor, materials, 
capital, and so forth. The price of an&~hing is an expression of a com- 
plicated pattern of related supplies ~ud demands. When~ in the war, we 
broke doom controls in materials and production in one group and prices 
in another, it was found necesssa~y, and it worked best~ when these 
agencies worked together. But come the blessed gift of peace, the prin- 
ciple seems to prevail that it is possible to control prices as an iso- 
lated phenomenon. ~. Bowles has had the herculean responsibility of 
t3~ing to control the fever without any help in controlling the disease. 

As far as I'm conoerned, the civilian medal he deserves has not been 
struck, but h e probably knows the medal he wants and •should get. 

~iith or ~ithout other controls aiding price control, there can be 
only one policy: slo~T ret~'eat. Devices may be worked out to define ad- 
T1inistrative policy but in essence it must remain an administrative 
judgment. Uith re~ard to selective decontroL- the ~y one gets out from 
under price control- no mechanical formula will ~ork, certainly none that 
has been suggested by the Congress. To state that a control should be 
dropped when an industry reaches 1CO percent or 120 percent of its produc- 
tion for a certain perio~ of time is not in itself sufficient for a de- 
control policy. Prices are so related that decontrol must be related. 
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As far as ! can see, decontrol can be Selective only if the forces of the 
market place rush in to fill•up gaPs so fast that the deDontrol t~ces 
place automatically and at an acceleratedrate. I do not believe any 
system of selective decontrol will work if the period is dra~m out. !~ 
can eliminate price control effectively only if all other policies are 
such as to stimulate production, 

In sunmms~y, it is my profound!belief thatwe made the serious mis- 
take of notkeeplng the warpsychology alive in terms of controls, and 
maintaining them as an integrated, unified system. If anyonewishes to 
gz'Insay this assertion, i ask them to look at Canada and England. There 
~as a time when one could refer to England with the assurance~that, after 
all, England is so conservative and they have already done this, what is 
~mong with us? Now perhapsthat argument is weaker; but the fact 'is 
England has not followed a policy of abandonment and Canada hasn't, be- 
cause they realize one cannot. They are economically wiser as nations. 
They do not have our naive faith that things will work out by themselves. 
],~e should remember that even though in the .,~nerican Revolution we ral- 
lied to the tune of Yankee Doodle, it is not constitutional authority 
for doodling. 

It has quickly become traditional, in all public utterances, to make 
a reference to the atomic bomb. The speaker~ with great modesty, usually 
disclaims hls right to speak- and then goes on and has his say. Having 
said all these things about postwar reconversion, I cannot myself believe 
that we are going to have a society as free of economic injury as we have 
this time. I have continually emphasized that we may draw false leads 
from the past. Surely, we may derive a fatal optimism f~om this war. 
After all, this time we did have the automobile industry to reconvert. 
It is impossible, i feel, ~ the historical happiness of the American 
people, to impress upon them the miracle of engaging in one of the most 
destructive ~zars of all times without suffering any destruction at home. 
I am sure that future historians will look for a haunting metaphor to 
summarize the mind of God's economic chosen people who could rain anni- 
hilation on the countries of their enemies while worrying at home about 
how much sugar they could get and how quickly. 

1~ must have perspective. • The pattern of world history and economics 
is vastly changing. I do not feel myself that any of' the suppositions 
in this ta~- that our economic entities of plant and population will be 
intact- will be worth much if atomic warfare is allowed to break forth 
upon the world. Our conclusions should be that in the next postwar period 
we are not simply going to rearrange our building blocks. I~ may not have 
the building blocks themselves. 

Thank you. 

G~AL APd~TRONG: 

Gentlemen, I suggest that when we ge~ a copy of the report of this 
talk here this morning that each of you take it along with him, partic- 
ularly those who will be assisted to plar~uin~ jobs. Take it out and 



read it on frequent occasions. Citizen Lovenstein has been able to talk 
to us very frankly ~nd I think that his theories are absolutely sound. 
I am personally concerned with our planning for the future. I can't yet 
spe~< with the same freedom as Citizen Lovenstein--I can still ride in 
the tumbrel to the guillotine-.but I commend to your attention the report 
of the prodigal son who has returned here an& whom we always shall wel- 
come to the Industrial College as the best instructor that the col±ege 
has ever had. (Applause) 

(9 July I746--200)P. 
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