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DEMOBILIZATION CF ECONOMIC CONTROLS AFTER WORLD wAR II.
June 3, 1946.

CAPTAIN STOVER:

I feel somewhat:strange introducing a well-known friend and former
officer and faculty member. However, it has been customary, I am told,
that when a civilian speaks before the group, he must be formally
introduced,

- Dr., Lovenstein, while here on duty, kept a lot of his attributes
behind an iron curtain. In the last few minutes, I unearthed a few facts
vhich T did not know, end I am sure you did not know either. He was my
associate and colleague on the faculty, and belng a bachelor, he kept
most of his clothes in the file cabinets. Even now I find shirts, ties
and various thinge there, and they are all filed rather clsverly. For
instance; last week we found under Frozen Assets a gold leaf Major's
insignia.

However, I should like to introduce toc the class Dr. Lovenstein.
We had "Caeptain" on our schedule but we discovered that his terminal
leave expired two days ago. Now we find out that Dr, Levenstein went to
the University of Richmond, and graduwated in 1930, with a Bachelor's
Degree; Columbie University 1931, with a Mester Degree; and Johns Hopkins,
vhere he got his Doctorate in 1938, He has been a teacher and profes-
gional 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 VWorld War II.

DR, LOVENSTEIN:

The subject that has been assigned me 1s one of tremendous propor-
tions, As a matter of fact, industriael demcobilization 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., Worsley has outlined the major features of our sxperiences
after Vorld Var I. Vhat I want to do is to emphasize what has happened
to ue since VE-Day and to suggest what lessons may be dravm 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 & maximum of intelligence, they are usually compromised with
a minimum.



Naturally, all of us have intense Teelings about the period we are
now living through. After all, it is our life. What history will say
about us concerns us less than what we do now with our own economy ior
our own welfare. It so happens that history's judgment, however, will
probably be kinder if we act now with calm and with due regard for the
facts. Let us, then, outline in terms of facts- as good facts as we have-
what has happened to us economically since victory.

We might first turn to a guide which 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 Gross Natlonal Product and how it is divided will give us an approxi-
mate idea of what has happened dollarwise since VE-Day. First we note
that the Groses National Product in 1945 was about the same as it was
in 194k~ 197 billion dollars. In spite of the drop in the last part of
1945, the stimulus to production in early 1945, as a result of the Bulge,
gave us a Gross National Product in 1945 that was as high as in 1944,

But with the cnt.ln Government expenditures, we find the annuel rate of our

Gross National Product in the first gquarter of ‘1946 is down about 23 billion

from the second quarter of 1945, In other words, we dropped from about

187 billion dollars Gross Hational Product in 1945 tc a rate which will

give us gbout 180 billion Gross National Product in 1G46. :When we analyze
it, we find that the cut in Government expenditures has not been uet by
either an increase in investment oy business or by an 1ncrease in con-

sunmer expenditure.

That is our first big point. Dollarwise the cut by Government has
not been met by increases in other types of expenditure. Yet the amount
spent by the consumer has increased. It has not increased encugh to
meet the cut, but it has increased. In the Tirst quarter of 1946, we,
the consumers, have been spending at the phenomenal rate of 111 billion
dollars per yecar. We are able to do so because of lower taxes and a
lower savings rate. Income payments to individuals have shrunk since the
var but consumer expenditures have gone up. Here, obviously, is a
tremendous inflationary pressure. & T :

Now what has happened to profits? '"e discover that corporate profits,
in 1945, were just about what they were in 194k- over 9 bBillion dollars.
We "discover alsoc that corporate dividend policy was such that during the
war years, corporations retained about ‘half the profits they: earned Con-
trasted with pre-war figures, we see that a trewendous amount of nroflt
has nct been distributed.

“One -can, of course, find some business reasons for' some of these re-
tentions, but as it is, they are’'a wonderful temptatlon to labor, and
Government, under Section 102 of the Internal Revenue Code, has reasons
to look into the matter, both from the standnoint of revenue and for the
control of purchasing power. Clearly, these retentions represent an
enormous inflationary factor. ) ' e o

Now what about - emplojment since v1ctorJ° The Censuo Bureau reports

that as of March, this year, we have 2.7 million unemployed not counting
1.3 million veterans temporarily delayed from entering into the labor B
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market, or a total of 4 million., The total does not include the numbers
who will come into the labor market in September. Over a million
veterans are reported looking for work It will not be long before we
really have -a veterans) nmovement. 1 have a polltical philosophy for
them taken from boxing: lead with the left and ¢ross with your right.

In spite of the present total of 4 million and the probable higher
total later, unemployment has not been as great as was conteumplated.
Part of the unemployment has been reabsorbed in trade, construction and
in the production of nondurable goods. A larger number than was esti-
mated were kept to help reconvert industries, clear plants, install
machinery, and to build up stocks of materials and parte. Thé Adminis-
tration contemplated a gerious reduction in employment which has not
materialized, -We will want to comment on this fact later.

So much for a consideration of aggregate unemployment- what about
vages? . When regerding the economy as a whole, it is important to look
at the total wage bill. If employment has decreascd and hours ave
shorter, has there becn a compensation in increased wages? We find that
in February, 1946, we had a wage bill of 38.07 billion dollars as against
9.56 in April l9h5, and that represents a constant decline. ,Vage in-
creases and increased private employment have retently raised the total
slightly. Yet manufacturing payrolls are down about 30 percent from the
1945 high. ‘ ’ '

How about our production? The Gross National Product only gives an
approximate picture. For example, price rises might make it appear that
we are producing more when actually we are not. The Federal Reserve In-
dex of Industrial Production, in February 1945, stood at 232, with 1935-39
equal to 100, In February, 1946, the index was down to 150. (The Figure
is still about 20 percent above the 1940 average). Even with a slight
rise in the last few months, the index is down 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-
tant guide to reconversion policy. Production in the specialized in-
dustries, such as aircraft, ordnance and so on, has dropped, as you
would expect, precipitously. Certain industries with major reconversion
problems, for example, private shipbuilding and aluminum products, have
dropped but not so much. Taose industries with minor reconve¢810n'
problems and those with no reconversion problems have kept on an even keel.
An eppraisal ol post-war production in terms of these divlslcns will make
the planning for industrial demobilization more effective. The velue of
differentiation in the planning is made even more apparent when it is
realized that industries with minor or no reconversion problems, consti-
tuting one-half of the total in early 1945, with the rapid liguidation
of war production, accounted for about two-thlras

CoFf course, everyone is interested in prices- too naively interested
in them., Retail prices, in February, 1946, were up 42 percent over 1940.
Wholesale prices were up over 37 pevcent. The Cost of Living Index,- in
February, 1946, stood at 129, b, with 19%5-39 serving .as the base. The
29.4 percent increase is somewhat 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 llving were way up- clothing, in the same month,
stood at 149.9, food at 139.6. The average was lowered by prices paid
for rent, fuel and electricity. The purchasing power of the dollar, in

February, 194G, was 77 percent of its pre-war value,

Finally, we should ask ourselves, what about savings? For instance,
take the corporations. We find them in this happy and distressing
situation: in September, 1045, their cash and U.S. securities, repre-
senting only part of current assets, were sufficient tc cover nearly all
of their current liabilities. The net working capital ratio-- that is
the excess of current assets over current liabilities-- was 5L pillion
as against 28 billion in 1940. And further analysis reveals that, in 1939,
liquid assets were 6.6 billion, inventoriee 18 billion- a three to one
ratio, In the third quarter of 1945, it is a one to one ratio, which means
that business has plenty of liquid assets ready, for example, for an in-
ventory boom.

Individuals have saved close to 150 billion dollars. Part of it they
have used to buy insurance, pay off indebtedness on their home or cother in-
debtedness, but there still rsmains 4/5ths or 120 billion decllars in the
form of cash, demand deposits, time depcsits and in the form of easily
redecwable securities. If you divide that sum by the populastion, you get
roughly $1,00C per person, and an American with $1,000 is a dangercus person!

HNow, summarizing these figures, this is the picture we have: infla-
tionary and deflationary factors existing at the same time- a tremendous
capacity to buy end to produce but with dislocations in the economy caue-
ing a decrease of production and hence further stimulation to inflation.
The bias is definitely toward inflation, demanding not only price controls,
both direct and indirect, but also a pclicy 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 policles and maintain controls
for its accomplishment,

It is obviously not enough to 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, Worsley has described in detail the economic
history of demobilization after World Wer I, so I shall not repeat it.
Let us recell that then, as now, there was tremendous industrial exparision,
doubling the national income, infletion and strikes. Indeed, nearly every
device for getting out of post-war predicaments which has been presented
today was offered in 1919, '

But there are enormous differences. For one, the war ended everywhere
at the same time. Besides, we had not reached the peax of war production
In the last war., The degrees of control were not comparable because then
we were at war a shorter period of time. The length of Yorld War II en-~
abled us to eleborate our controls so that the economy was profoundly af--
Tected., Iater on, I want to comment on the absurdity of assuming that an
economy vhich had been as thoroughly controlled as ours could by some
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miracle return to a naetural free enterprise cystem by its own power. It
i1s as much &as saying that you could recondltion an economy faster than
you could reconditlon a. soldler when he becomss a civ1llan- to-w1t, per-
sonal. testimony.;., «

The consciousness of previous experience haa two effects. One wasg
it made ue very wise and showed us what coulé happen. In another, how-
ever, it tended to focus attention. too ‘sharply on what had heappened and
caused us to regard those consequences a8 inevitable. Ingtead of using
. the past as a stimulus, ve largely used it as a model

Yet at least one group appreciated, whatever the value of the past,
that much of the thlnking 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-Var Problems. The Advisers included
Profs. Paul H. Douglas, William F. Ogburn, Louis Wirth, Broadus Mitchell,
‘lesley C. Mitchell, Dale Yoder, Edwin E. I1tte and Robert S, Lynd. The
Committes sought to serve as a clearing house for ideas and as a stimu-

. lant to thinking about postwar problems. It was a revolution on & port-
able Corona. I received many letters- perhaps you would like to see them
sometimes- from individuals and institutions that thcught it was inspira-
tional to look that far ahead and commended a young man's energy.

Usually they ended on a note of compassion~ I have never been able to
avoid that. However, I noted thet many institutions which then stated
they had not thought about the problem, later made such undertakings &

‘major part of their progrem, for example, the Twentieth Century Fund.,

The Committee for Economic Development hes done a marvelous Job in
constructive thinking on specific preblems. I am sure you are femiliar
vwith thelr publications and their efforts. They trled as nearly as
possible to specify programs and to go out on the limb and fight for them.
Their efforts have been effective in countermanding the Nineteenth Century
inspirations of the National Assoclation of Manufacturers.

© The literature on postwar problems 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 s nice brew. Prof.
John M, Clark nublished a study for the Committee for FEconomic Develop-
- ment called "The Demobilization of Wartime Economic Controls." One
could cite others. By and large, the criticisms that cen be offered of
_ the literature in general are these: They tended to depend too much on
.the experience after World War I; there was toc 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 trensi-
tional period were general and sketchy. Yet they nearly all agreed on
the general principle that controls should be maintained in an integrated
manner and that retreat from controls should be achieved through a delay-
ing action.

We should remember that the 1939 Industrial Mobilization Plan urged
that the War Resources Board be continued as a postwar agency Tor emer-
gency adjustments
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How much foresight did Govermment agencies demonstrate? Well, WPB
saw quite early, in 1943, right after the peek of production had been
reachsd, that there would be problems of reconversion.which should and
could be planned far in advance. In April of that year, Mr. Ernest
Kansicr was asked by Mr. Nelson to study the whole problem cf transition.
Later, a Committee on Demobilization Controls submitted a complete pro-
gram which was approved in Oct., LGhl. In February, 1945, after the
Bulge, the Cormittee 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 & longer
period of time to perfect it., The Spot Authorization Program was another
step in the right direction. However, what effoctiveness -WPB planning
for reconversion in the early phases may have had, so far as I am con~
cerned, was cancelled by the subsecuent volicy of scrapping controls as
quickly as possidble. I feel that production controls are essential to
price control; controls must be integrated. The early plans and actions
of WPB 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 pclicies it has determined, has
rendered a service in its quarterly swmmaries which are the best single
statement of the economic conditions of the U.S. which the American people
have been afforded. Regularly, querterly, it was possidble to rcad, in
about fifty pages, what are the major econcmic events of the day upon
which economic policy must be based. - These reports should be continued
after the emergency and be distributed broadly. The mechanical deficien-
cies in the coordination and dlssem;nation of the facts erc a criminal
omission in a democracJ.

The reports of the 0ff'ice cf War Mobilization and Reconversion did
. Indicate topside awareness of the economic facts, Step by step, the
analysis would show- "Look, gentlemen, here ars your savings. Gentlemen,
here is a possibility that inventories may be hoarded." Yet having been
wise In the analysis of speclific problems and cften in specific policies,
they were vague about their general policy, in the appreciation of the re-
latedness of the problems and the unified nature of the controls. VWhile
specific recommendations did add up to a general policy, it vwas by impli-
cation, by adding the guesses on individual possibilities. The apparent
evistence of a general policy obscured the fact that there was not a clear,
overall policy-aware of the relatedneses of the problems, and there was not
the necessary administrative ability to meet whatever might develop. Read-
ing-the reports, one could exclainm, "Intelligent, intclligsnt, intelligent!"
yet end by crying, "By God, what have they done?” It is, of course, '
pessible to be .intelligent by the minute and a fool by the hour.

Summarizing 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 dcflation factors was clearly
foreseen. However, there was over-crphasis, because of experience in
World War I, on the poesibility of great tnemployment immedlately after
VJ-Day. In spite of previous experience, there was the repeated error of
the quick demobilization of eccnomic controls, not so quick as last time
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but relative to the degrce of. controls.we had this time, much too quick.-
There was an unbelievable lack of apprec1ation of how thoroughly the war-
had affected our economy. War and consequent controls had.penetrated -
every part of wage-price relationships, had tremendously affected the
distribution of manpower, the credit .situation and taxes. These condl-
tions could not easily be changed. All of these are related. Ve recog-
nized that fact during the war but the mlnute peace cams and the great
urge for escape, if not freedom, we threw avay most of the:controls, not-
reallzing their related necessity. As a result, we ended up with one major
control, OPA, as if it were possible to control prices without control-v
ling the factors behind prices. -

But, by far, the largest indictment of our lack of .insight is what.
I call the policy gep between the intelligent, able, cquipped secretariat
right below 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.
oi appointment is so great that it is normal in America- or in England
or any other country- to accumulate intelligence of the highest sort
which we cannot reduce to policy and use effectively in our own lives.
Now I don't want to indulge in politics. There i1s no point in it- here!.
But I dct upon a new frecedom to point out that I do not belicve the sum
total of reflective judgment on the part of the experts in our society
would have led to the type of administrative policy with regard to re-
convergion which has been exemplified in Mr. Snyder's control of the Of-
fice of War Mobilization and Reconversion. Tae existence of date and .the
recommendations of experts d4id not result in top. policy reflecting such
indights. From.our bitter experience we should at least be able to
gather some lasting knowludge. Ve should be able, now aiter two wars and
2 study of the variations in our postwar cxperiences, to draw some -con-
clu81ons, however tentatlve, of the likely natuﬁe of a postwar America.

Ve aave to assume alwaJs that we are now goling to return to tne typa
of society we had before this last var, and, further, that 1t is going
to be the kind of society we will have when ws enter the next one and to
which we will try to return after the next one. HNecw, you may not.be-
lieve it will be the same. I may not believe it. But let us assume it
and, therefore, we can assume the postwar expsrience will have to be the
same.

With thees ‘assumptions in mind, we can bs certain, first of all,
that there will be a tremendous accumulation of savings in hands of
business and individvals. I am afraid that in spite of our research into -
purchase policies, we provably won't have closc pricing in the next wer.
We used to speak of events as B.C. or A.D. but now we. say Before Texes
and After Taxes. Well, after taves, in the next war, business will have
vast savings. And so will individuals. The very nature of war produc-
tion is that we have to pay a larger lebor force to produce goods, &
major part of which they cannot consume. War materiel in World War IT
repreosented almost half of the Gross National Product. Even if wages
were flxed, the savings proccss is inherent in war production, unless
they are taxcd away- and that has never happened. If we operate as ve
have bafore, workcrs will be attracted into war industries by higher wages;
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vage increases will be made in other industries to keep workers and to
compensate for higher living costs, all of which adds pbressure to infla-
tion. So we are going to have a tremendous volume of sdvings.

e can also Be quite certain that victory will not suddenly convert
shortages into abundance. Physical reconversion and economic maladjust-
ments will cause unemployment and decrease in wages, The factors which
cause such decl ines are known; the amount may not be. At any rate, wve
know that past experience can prove en inconclusive or even a misleading
guide and that better statistics would reduce the guessing. Savings may
offset the decline in purchasing power derived irom higher wages and en-
ployment during the war but in doing so they will only sustain the in-
flationary pressure. This combination of forces will surely be present
again. ’

. Ve can predict, also, that if we are still Americans in the same
spirit that we are now, we will have & rapid break down of economic con-
trols come V-R Day.

And I am certain we will have the same vagueness about the domestic
and internationél 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. Ve should wish them:
bon voyage. Others less ambitious would compromise for any condition
earlier than 193%3. Still others look at Canada; they look at Ingland,
if’ they don't look any further; and they realize they are in a new world.
Therefore, internationelly and domestically, it is not enough to chant,
"Golng home, going home!" You have to give your mailing address. - Vague-
ness about domestic and international problems is sure to be present
again, It dcesn't surprise me. In 1040, only one-helf of the adults had
coupleted their high school education, only one in fourteen had finished
college. Now I make no speciel plea for the colleges for what we: do
teach them- God knows, 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 1if they are not glven training~ and we are not:
giving it.

IMay I pause to observe, as an educator, that I am impressed by the
fact that young boys vho mature during a war and are called upon to go
into some camp and don uniform antomatically acquire the right to an
education, whereas the boys who wmature after a war, who are not called
upon to don a uniform, are not assured an education, S

 Now 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 contractial reconversion. On those scores we
have learned our lesson, and, except for the dlSpOS&l of surplus nroperty,
ve dla qulte well : :

Secondly, e will vant to steer a course tarough the currents tend-
ing toward inflation and those moving toward delflation. As we have pointed
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out, such a course implies & coordinated policy and, above all, the mainteneance
of controls to assure quick administrative action. The last thing we

should do is. to try to guess which forces. will win and by all means avoid
guessing by an administrator not even equlpped to guess.,

Thlrdly, we will want to malntaln competition, recreatmU it where
it has disappeared during the war and stimulating it where. it has not
existed. Lacking the chance to create competition, we must, as is our
trad;tlonal policy, seek to reg gulate such industries. At any rate, if we
are going to live in a society which is toc be basically regulated by com-
petiti on, we vetter be sure we have it~ and no illusions! Incidentally,
you might have noted the increased trend towers. mergers prompted by
gshortages and the struggle to control, presert and Ifuture markets.

Then; we must Iind ways to wmse oar ennrmous rroductive power. War
Surther stimulated our ability to make more things faster.. It has nroved
an ironic embarrasgsment belfore. . The Brockings Institution repcried that
in 1929, at our previous peak, we uged only OC of our producuive capac-
ity. With all the talk about New Deal spending, we never got back to

the 1929 Gross Netional Product- until the wer.

Another vital postwar consideration is the safeguerding of our na-.
tional interests for defense, the conservation of limited and irreplace-
able resources. To me, that does not mean simply fighting for islands or
buyingvthem'through loans. It means acquiring a sound economic base at
hone,

 Finally, ve have to establish sound international releticns- the
United Nations, Bretton Woods, airplane competition, and all the rest for
which. ve fought- at least, some of us. Perhaps in no other phase is the
chance for long-run.succeas so opviously dependent upon the wisdom, cour-
age and integrity of an immediate postwar policy.

These, then, w1ll be our objectives as they have been before. Now
it helps in planning to phase policies. It shows when each policy should
mature and how to time policies with reference to evente and to each
other.  While there was much talk about phasing, very little serious at-
tention . was pala to it. My limited experience in this var proves to me
that nnasiﬁg in the war and for reconstruction has a common cheracteris-
tic: we phased to meet a crisis, not to anticipate one. Something came
upon us. The bright boys were put to work. They got something together
that was 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 was good, and was around later to apolcgize for what happened.

Phasing, of course, is essential. One should not, however, look back
to a previous pericd for a irozen pattern. The phasing rmst be creative
ant forwvard-looking., And the assumptione underlying the phase should be
clear. All during this war, VE-Day tc VJ-Day was tragically indeflinite.
obody knew what it meant. Ve froze the pericd around vague expectations.
The Bulge and subsecquent SL;mulation to production showed how dangsrous
it was to be at once both fixed and uncertain about a policy. In our
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type of a society and with industrial production so much a part of war,
it is inevitable that we plan ahead and gear up for definite objectives.
But too little attention was given to the logic. of phasing and the re-
lation of policles. Too often there was just one policy, 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-
ninistrative changes of policy. There was too great a tendency to think
of postwar problems in the middle or long-run and not in the transition
or short-run. And very often, developments which were likely in the locng-
run vere confusedly prepared for in the short-run, to-wit, the relaxation
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 iInfluence cn our
thinking in the future that the first Vorld VWar 4id on our present
thinking. We will have to have two wars, and two fronts, in order to have
two phases, I we have only one in the next one, there will be a lot of
well-trained people who won't be prepared. '

How let us consider vwhat we shall face in terms of specific centrols.
First, the controls on materials and production. Plans and success for
early reconversion vill depend a gcod deal on our preparation at the
time controls are imposed and the quality of those contrels. A clear
‘policy on cut-backs with regard to industries with major, ninor or no re-
conversion problems can be provided for within the pattern of war-tine
controls. We had a logical cut-back prosram this time but it is ques-
tionable that it worked as well as it should have. The program ior cut-
backs in Phase One would serve as an excellent besis for further study.
It is nmy feeling we could have done a much better job on spot authoriza-
tion. It should be spot and not spotty! You might ask, why veren't
these policies better thought, out and executed? Vhy weren't we able to
utilize our resources fluldly enough so that we would know how much slack
we had here and there and act accordingly? The answer, it seems to ne,
lies largely in the hurried preparation of war controls and the narrow
conception of their war and postwar Ffunctions.

For example, look at the accomplishments about which we crowded.
Ve exclaimed proudly, "Look at the priorities system moving intc cMP,"
and so forth. Could anybody have contemplated that we wouldn't move into
allocations? Yet how loudly we hailed the fact, as if in the midst of
our trials a great revelation had coue upon us, wvhen common sense, if not
previous erperience, should have made it clear that a system of nunting
licenses would not work in a lonz war involving extreme shortages. How
many times dces the obviocus 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 have a reconversion pliability written 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 then, if
indeed they can really be revitalized once dropped. Ve would not have
attempted some material centrols when by end large the economy is free of
them. Ve would have been more- prepared to release surplus proverty when
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its release would be timely. We would have been prepared with a stock-
piling program to prevent inventory booms in later pericds of reconver-
gsion. "VWe would have understood that material and production controls are
necessary to support price control ‘and not merely as a war device Tor al-
locating shortages.

e must always seek to view the economy as a whole, not just part of
it. It is my feeling that a Government agency imposes itseli on public
opinion in rough proportion to its activities, When an agency falls be-
low what might be called a warginal limit of activity, we forget about it
as ‘an agency, so that, like the Civilian Production Administration, it
ceases in a sense to be a going part of public opinion and cannot bring
forth public opinion to support its actions in a small way or to sustain
it when it seeks to reimpese its sanctions. It is not enough to have con-
trols Tor specific purposes, the idea of control ;tself nmust be maintained
until it is no longer needed

How, about manpower: There was much tallk about nanpower and manpower
controls. Actually labor was allocated or distributed for the war effort
largely through wage competition and then frozen. It was not basically
a truly administrative directicu of the labor force. Controls acted for
the most part after the Tfact, They tended to be awkward fivations rather
than controls. It was not entirely the Wer Manpower Commission's fault.
For the mobility of labor is cne of the great unsolved problems of our
time. Materials usually move quickly in response to prices but you can-
not move labor that quickly. A man doesn't necessarily umove because the
price differential for his gervices 1s higher in one place than another.
Indeed, he might not have the vhere-with-all tc move. (ne of the bills
rending in the Congress, you know, is to pay the cost of moving leabor
rrom one place to enother. Ve maJ conclude, therefore, that manpower con-
trols imply a program for both viar and peace. Since wartime controls of
manpover are usually dropped Tirst, we must have an elaborate and adequate
system for assistance, retraining and so forth. If, indeed, we had a
coordinated system of manpower controls capable of providing for recon-
version we would have made better predictions about unemployment than we
did. As it is, the better employment picture is due largely to the opera-
tion of forces in the market place and not to edministrative solutions for
the redistribution of the labor fore#., Our failures with regard to the
present totals of unemplOJed are due to administrative failures and these
will, I am afraid, become all the more apiarent in the near future

The dropping of wertime manpower controls calls for a positive pro-
gran tc replace it. " Unemployment allowances have to be increased con-
siderably. It is & great illusion to believe that in paying a man unenm-
ployment insurance you have fully compensated ior his loss of ‘purchasing
pover as & consumer, Prolessor Slichter, Tor' instance, estinated that in
1940, with 8 l/¢ million peovle unemployed, the ‘amount of cohipensation
paid them, as a result of unemnployment represented only 1C percent of the
shrinkage of income caused by the unemployment. To pay him an unemploy-
ment compensation which is too low'will cut purchasing power and aggravate
the causes which digemployed him.
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Moreover, a national employment service, enjoying the cocperation of
unicns, menagement and Govermment, is essential for Tull employment. Ve
had, as you know, in this war and aftervards, pools of unemployment in one
place and great labor shortages elsewhere. It is incredible that the
greet society which could move 11 or 12 million men all over the werld
cannot uove a few million within its own bounuarles.

Ve are all touchy these days about the qnestlon oi wages. One way
cr the other, we feel strongly abcut labor unions, strikes), tae Case Bill.,
It is difficult to speak unemotionally, yet in spite of the furor oi the
conflict, there are clear-cut propositions which can be educed and upon
vhich a wage policy can e based.

First and foremost, we must always keep in mind what happens to
consuner expenditures., Vhen government purchases drop oif ac they have,
the slack must be picked up by consumer and business expenditures. Ve
must be able to produce enough to-assure Full employment but the consumer
must also get enough to consume vhat has been produced. It is impossible
tc gseparate the wage earner from the mass consumer. That is a lesson
that has to be learned in American economics. The wage bill has got to
be enough. If in a postwar world there is a decline due to lower wages
or shorter employment, the deflationary pressure must have a compensation.
These forces operate, of course, in peace and we have suffered fron
chronic meladjustments, In transition economics, the Ppains ars acute and
the attack may be fatal. = '

Now just vhat should the adjustments in wages compensate for? First,
there should be compensation for a rise in the cost of living. Vhile
durln& a war, such a differential may act as a brake on consumption,
labor unions are fearful of losing their past gains and do not relish -
11031ng out in the race with rising prices. Certainly, during the transi-
tion and later, with reductions in take-home pay, without wage increases
& worker may well fall below his pre-war real wages. In this regard, one
must be certain the worker has his share oi the savings before we can
expect him to make uvp his purchasing deficiencies out of savings.

. Secondly, labor should have its share of increased productivity.’
The word productivity is used very loosely but even at best it is diffi-
cult to measure productivity. For instance, to what extent are the in-
creases in war productivity transierable to civilian production? Usually
there 1s a recoupment of wartime losses in productivity in the period
following. These must be incorporated in wage determinations, but the
percentage of gain wmay not be as great later as it was immediately after
the resumption of civilian production. One thing is certain, increased
productivity must result in lower prices or higher vages, if full employ-
ment is to rsesult. The gain may be shared bJ either of the two devices
or by a combination cf them. t should be remembered that in the period
1Lmed1atelj following the end of hostilities, goods are scarce, prices
will 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 oi
higher wages.
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Collective bargaining, fact-finding bodies, mediation and arbitra-
tion woards will have to determine the possible pay raises from the fol-
loving sources: increased productivity, tax reductions on business
‘enterprises, the volume of postwar civilian production and savings from
dowvngrading, less overtiue- ana even veiled sabsidies 1n the form OL
apnrentice payments. :

The guiding principle should be, dées the increass afiect prices?
No one cen sit down and work up a scientifiic formula for these adjust-
ments., One can establish a general principle and call it a Tormula.
At best the adjustments are an art and that means you havée to keep the
National Var Labor Board in existence. Probably Economic Orime No. 1
wvas letting the National Vlar Labor Board disappear and then trying to
.revive it by indi rectwon in & series of loosely connected labor pol-
“icies. There must be ‘a clear-cut policy sc that labor and manaﬂement
will feel theJ are measuring their demends against a known policy. It
does not have to be the Little Steel Formula. It mey be higher. It
probably will be, but it has to be definite and predetermined. It cannct
Ye arrived at by allowing a strike, then using 'the settlement as a guide
" and helplessly passing it off on another wage dispute. Government de-
rives a bargaining advantage from a Tirm and consistent policy, but it
iz meaningless and tragic to sanctify a particular settlement and call
it a labor policy.

Besides, nothing but ignorance can explain a resort to free ccllec-
tive bargaining- which in its nature depends upon a rather normal market-
when there isn't a normal market. A coal strike could not be as crip-
pling vwhen the economy was at full or nearly iull production. And busi-
ness with less savings would have less strength 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 anything is an expression of a com-
plicated pattern of related supplies end demands. Vhen, in the war, we
‘broke down controls in materials and production in one group and prlces
in another, it was found necessary, and it worked best, when these
agencies worked together. But come the blessed gift oi peace, the prin-
ciple seems to prevail that it 1s possible to control prices as an iso-
lated phenomenon., Mr. Bowles has had the herculean responsibility of =
tyring to control the fever without any help in controlling the disease.
" As far as I'm concerned, the civilian medal he deserves has not been
struck, but he probably knows the medal he wants and should get.

With cr without other controls aiding price control, there can be
only one policy: slow retreat. Devices may bhe worked out to define ad-
ninistrative policy but in essence it must remain an administrative
Judgment. Vith regtrd to selsctive decontrol- the way one gets out from
under price control- nc mechanical formula vwill work, certainly none that
has been suggested by the Congress. To state that a control should be
dropped when an industry reaches 10O percent or 12C percent of its produc-
tion for a certain period of time is not in itsell sufficient for a de-
Qontrol policy. Prices are so related that decontrol must be related.



As far as I can see, decontrol can be selective only if the forces of the
market place rush in to fill up gaps so fast that the decontrol takes
nlace automatically and at an accelerated rate. I do not believe any
system of selective decontrol will work if the period is drawn out. Ve
can eliminate price control effectively only if all other policies are

such as to stimulate production.

In summary, it is my profound beliefl that we made the serious mis-
take of not keeping the war psychology alive in terms of controls, and
maintaining them as an integrated, unified system. If anyone wishes tc
ga'insay this asgsertion, I ask thein to look at Canade and England. There
vas a time when one could refer to England with the assurance’that, aiter
all, England is so conservative and they have already done this, what is
vrong with us? Now perhaps that argument is weaker, but the fact is
Ingland 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.
Ve should remember that even though in the American Revolution we ral-
lied to the tune of Yankee Doodle, it is not constitutional awvthority
for doodling. ‘

It has quickly become traditional, in all public utterances, to make
a reference to the atomic bomb. The speaker, with great wmodesty, usually
disclaims hils right to speak- and then gees on and has his say. Having
said all these things about postvar reconversion, I cannot uyself believe
that we are going to have a society as free of eccnomic injury as ve have
this time, I have continually emphasized that we may draw false leads
from the past. BSurely, we may derive a fatal optimism from this war.
After all, this time we did have the automobile industry to reconvert.
It is impossible, I Teel, in the historical happiness of the American
people, to impress upon them the miracle of engeging in one of the most
destructive wars of all times without suffering any destruction at home.
I an 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 guickly,

Ve must have perspective. The pattern of world history and eccnomics
i1s vastly changing. I do not feel myself that any of the suppositions
in this talk- that our economic entities of plant and population will be
intact- will be worth nuch if atomic warfare is allowed to break forth
upon the world. Our ccnclusions should be that in the next postwar period
we are not simply going to rearrange our building blocks. Ve may not have
the building blocks themselves.

Thank you.
GEWERAL ARVSTRONG:
Gentlemen, I suggest that when we get a copy of the report of this

talk here this morning that each of you take it along with him, partic-
vularly those who will be assisned to rlanning Jjobs. Take it out and
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read it on {reguent occasions. Citizen Lovenstein has bezn able to talk
to us very frankly end I think that his theories are absolutely scund.

I am personally concerned with our planning for the future. I can't yet
apeal with the same ireedom as Citizen Lovenstein--I can still ride in
the tumbrel to the guillotine-=~but I commend to your attenticn the report
of the prodigel son who has returned here anc vhom we always shall wel-

come tc the Industrial College as the best instructor that the coliege
has ever had. (Applause)

(S July 19k6--200)P.
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