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• DEMOBILIZATION AND RECONVERSION PLANNING 

27 1~ay 19h8 

~R. NIKLASON: World V~rar II experience indicates that many complex 
problems are involved in making the transitien from an almost con~letely 
controlled war economy to a normal, peacetime, free-enterprise economy. 
A thorough understanding of the types of problems which arose during 
the transition period following the last war should serve as a basis for 
developing a program which would prod~oe a more orderly reconversion in 
case of another emergency. We are very fortunate to have as our speaker 
a man who has been in an exceptionally strategic position to study 
reconversion problems during and following the war, From 19hh to 19h6 
he was Economic Adviser to the ColmerCommitbee on Postwar Economic Policy 
and Planning; and under the auspices of thel COmmittee for Economic 
Development, he produced two studies~"Liquidation of ~ar Production" and 
"@mall Business~ Its Place and Problems." i 

It is a pleasure to presentDr. A. ~ D. H. Kaplan. 

DR. KAPLAN: Good morning~ gentlemen: It has proved a futile 
effort for me to convince Iv[r. Niklason that whatever I may have knovm in 
19hh about the problems of reconversion has been forgotten and that he 
should find someone who is more immediately conversant with those problems 
to speak to you. Before I get through with this I may de too good a job 
of convincing you ~here I was unable to convince him. I shall try this 
morning to recall some of the issues that seemed to emerge at the time 
the military phase of World %~far Ii vms coming to a close, also during 
the period immediately thereafter, and to draw some conclusions from them. 

~th respect to any conclusions regarding the outcome of a * 

demobilization and reconversion period, I think that the chances one 
takes in guessing are very similar to those one encounters ~<*hen he gets 
to the top of the continental divide and is asked Wether the rain that 
drops on top of that divide v~ll go to theAtlantic or to the Pacific. 
It takes only a very slight shift in the ~ind or temperature to determine 
whether those raindrops ~iI slide downwestward or eastward. Like~ise, 
it is comparatively easy to build up a case either for an inflationary 
period at the end of a war, which calls for certain types of action to 
meet it, or for a deflationary period at the end of a war, which calls 
for certain types of action to meet it. 

One can take too much credit for having tossed thc coin and hit 
the right side. It happened that I Was optimistic about our ability to 
reconvert if we took the cancellation 0f war contracts in quick Stride, 
got war work out of the way at once and move d vigorously into postwar 
production. I know that sbme of mydistinguished colleagues were predicting 
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betaken to speed up, or give clearer direction to, the process of 
shifting the economy to a different norm. In-seeking to restore the 
balaace to the prewar period~ we ~ cannot ignore the changes thlat the 
war yeats have Wrought~ we do ihave to go through the process, of 
de66nt~ol by stages, and we have~tO battle to maintain those.~aoages 
in the face of a strong public opinion that demands that we have tha 
thing-over with. ~e realize now that we could have kept down the 
number and severity of our difficulties in the postwar • period if we 
had not been in quite so much ~f a hurry to discard all wartime controls. 

There are four stages in reconversion for each of which planning 
needs to be done. There is first .She wartime problem of tapering off 
military production itself as some of the requirements have •been met, 
as others approach being mete. o~ as we see that the end is nearing. The 
more promptly this is done,, ii~h~'.~e@s~!d!~ficult will be the second stage 
in which ms, power .has to be re le~Sed fr, om war activities to civilian ' 
activities. Equipment and materials also have to be released so that 
there may be retooling and designing and effective reallocation of 
resources that can be spared to peacetime uses, The third period is 
one of catching up v~th deferred demand and seeing ~to .it ~that, in the 
pr~ocess of ~bat~hih~ up, the released material.s get into. the hands of 
those who need th~em most or ~an make most eff@c.tive use Gf them. 
Finally, we have the longer-run adjustment to peacetime levels or the 
peacetime goals. 

It is probably impossible to know exactly when is the right time 
to let go of controls. Some of the decontrolling probably needs to 
be done on an experimental basis. In any event it is essential to do 
~nat we failed to do during these last few years: namely~ to retain 
control powers during the process of decontrol so that, if it is found 
we have decontrolled a product~ a Price~ a manpower situation, a wage 
situation, or a materials-allocation situation too rapidly~ or that the 
business fraternity has not reacted as it was expected to; or that 
there has developed too much of hoarding 9 of speculation, and of 
overstraining of the market~ or that a black-m~arket situation has been 
created; or what have you~ we shall have retained enough power (v~thout 
the need of ne~ legislation) to pull in the string that we had loosened 
for the time being--always holding over any decontrol the threat that, 
i£~i~ is misused, the control ~'~ii I be restored. We did not have ~hat[ 
power after the. last war~ there was no wayof correcting some of the 
mistakes that were made, mistakes that are bonnd to be made -¢~en v~e ~ 
comsider~ the complexity of postwar situations that can occur, some of 
them were virtually unpredictable~ .... 

l~ith a!l-out ~varfare on a global scale, a large fraction of the 
economy is diverted from normal production into an intensive effort 
v&ich, it would seem, swells payrolls and in general accelerates the 
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." 'j-PHe success6~ agency. ~6'~~h~:.i~O'SLSwar/per~ed should preferably 
n o t  be  a S ~ r i e s  Of..ne~<[ ~ia.genci~S "c~r~atcd 'by . s p . e c i a l . ' p o s t w a r " l e g i s l a t i o n ,  
but .should. car'ry On from the ~e~e"~ienc'e of" tNe ~ w,/rtime c:ontrOl ageffCy. 
Recognition.muSt be gi.v'ento.the fact .that 'there. is. not a Sudden .break 
bet~.~een war and peace but ~h~t..t,here ~'s. a -ra~her broad band of activity 
covering the pr.ocess o f  adjustment,. -- 

_ : .- ; ... . 

-in .general, .ou..r economy 'should not assume tlie. Bulk. of the pre- 
rogatives that we associat@' v~i%h<~.~he f.rq@domS of a peacetime era until 
the conditions of peace are 'themselves almost full~ rcalized. The " 
powers of control must be retained even while decontrols arc exercised 
so that the con trDls may be. 'reinst-ltuted if the business struc'ture 
responds unfavorablytO the degont~0i, Of:.oourse, in all of the p!,maning , 
the positive goal of reconversion~planning~ apart from restoration of- 
economic ,order~ is the encouragemSnt ' of maximum PrOduction and insistence 
upon maximum pr0duc'ti0n~ - 

From these general principl~S, l'wouid like to move to some of .tHe 
requirements .in speci fi c areas • of de control. 

. . : . . . 

" ~ ' " " and equipment: 'So( far ?Jiih respect to production~ mat~rlals, 
as the wa.r contracts themselv, esare concerned ~ I think it is perfectly 
clear now that wir~ontraotS'o once- %/~eir. o~iginal'purposcs are, ended, 
should not bu dragged ouZbut' shot~ld be ..~pered 'off as rapmdly as .. .-- 

• , . - . . . . . .  . ., , , .  [. , , 

possible. .I woitld S.ay:that in/t.~e .rlpid. :~ettlement Of war Contracts .. 
we. ha@6 h.ad ~he.  oh@' outs.t~/ndfng S d C C ~ S :  of ou~ demobiliT.ition: periOd~ " 
Tl~e 'i~ii]~&ta . r y " F o r c e s  .coo 'pe i~a t~d ~fla~t~£i6e~1tJ~9,~ o'n t h e " w h ¢ i e ' i ,  in~m~%king: " 
a rapid ending o~'t~ewar.:contra~s'"poS'sibi@, 7'i think Congr~'ss'" "" :. 

9 . " . ,  -. • . . . .  " . " . ,  " " ~  . . t  : • , ,  ~ ' ,  . ' "  , , . . . , ,  . . " ; ~ : .  ; ; , .  ; , .  f ~  " , .  , , .  • • 

cooperated l~kew~se. Instead of'fOlloV~ing the Comptroller ~cneral~. 
Who wanted every contract sett.lem.ent preaudited (it would have .t~<en 
until 1987 .to do that)~ CofigressvOted,to":t~e: the c.h~ce bf some of 
the contra~ts being Settled - on s;omethihg ie§s/.than a . p e r f e c t  basis " "- 

. ~ conditmons " in order, to iget the decks Olearbd. Inail "Of t~e cha6tic " " "~ ' 
and in al~ o'f the mistakes:of the"rec~nver~ie~.peri'od, it is notable 
that we moved boldly to the:elimlnation ofsome 90 billions of •dollars 
of c.ontracts in one stage 0.r. another, .an d'.that the swift cancel!a%ion 
did lot mean chaos, It came t6 be •.~ealized ~ quickly, that the contract 
total outstanding was a paper figare~ that it c~/ne dora% to only I0 
billions of dollars of real inventories;, that~ considerable part of 
that ~nventory could .immediately beret&i.ned for civiiian purposes; 
that another considerabIe part of it could ~b@ reaIlocited; and that 
the "area. of dis:pure" in .the-war .eontractst.~uldidome dovm to .something 
less than one and a quarter .billions: 65 dollars, so that the whole 
problez-was manageable. CongresS. got the idea'and got It qu~ckiy. 
The }/~li~ary ~.ForoesJ instea~ .o~." saying, ."Here's .a go6d chance to drag 
on and pick up some extra materials for •later p~riods~" played the 
game squarely. With very f~w exceptions~ the demobilization went 
through with maximum rapidity. That was an outstanding accomplishment. 
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the war contracts in those areas~,v~ile you have made others stay v~th 
war contracts, but you are who have stayed on war 
contracts by not giving the into civilian production." 
I think the answer to that issue Ss; that you have to protect the firms 
that are still on war production by,insisting that the civilian pro- 
duction that is allowed, ~here thei~!abor a~dproduction have tapered 
off on war materials~ should b~ substandard, take-care- 
of-the-interim kind; andnot t, companies that have been 
relieved of ~'~ar production to, move! ahead lute regular postwar top- 
quality models. Those ~ho sl must be given a 
chance to start from scratch ~I postwar peacetime 
standard production. Without some assurance •of that sort, the companies 
are going to resist the continuing.of war contracts during a tapering-• 
off period when it is still essen~ialtohave some of the contracts 
carried out. 

h. In the release of 
needs to be given to small- 
in as favorable position to 
larger companies. 

[egree of priority 
,ducers who are not 
L period as are the 

• , "  . . . . 

should also be g~ven to co n erted plants as .... 5. Somepriority. : " ~ '" :" v 
against those that were, newly b~'~%' f69~9~:~:p~,~duction.~: I think the 
redsob for ~hat is. 0byi'0us. • ., i/ 

, 6 •. Prior~ r~•lease ~should he g~vem te minor !durable.• goods, which : 
had beer. pushed out by warl requi~emeh~s hnd~ha~e had a &ong ~'$alting 
period to get into production w~i~ eth@~ l~nes were booming 'on war 

• production, I have already mentioned the ~a~ that where prior re- 
leases are given to some fi6ms~ ~th6se prier ~meleases,should be coupled 
with a limitation of product or wartime models, 
giving all companies a chan¢ time with the 
higher-grade true peacetime completely over. 

Priorities of the t~ 
in general, a higher level 
release to those who happen 
to have been favorably situated. 

~een found to represent, 
hit-and-miss type of 
hand or who happen 

Let us go on to the 
already indicated my feel 
ment of war contracts to 
as a goal over the desire 
maintain employment level°. 
is plenty of work for labor to 

~rages. I •have 
a speedy settle- 
should tske priority 
merely in order to 
proves that there 

o that it is not 
necessary to carry on contracts merely %0 keep people at work. 
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sm exaggeration of those imbalances by making it easier for those who 
have already had the power to exercise .sti~[l more of it and, in the 
long run, as we have seen, hurt al I iabor by engendering .nn inflationary 
spi rBl. 

I c.munot emphasize too often the importance of retaining public 
controls in all areas in. an integrated program: manpower, money, prices, 
and material allocations. ~ " 

Emphasis should be placed ,also, for the decontrol oeriod, on the 
maintenance of reasen~.ole c.~ntrois in behalf ~f the worker and his 
family as consumers, while holding <wages un$i! productivity catches up 
~~ith costs.. I think th_~,t if we could have ~set from the very beginning 
a pattern of thinicing in terms o,f- con-sumers t 'needs--those who had to 
rely on nonwar .activities as well, as thosev~o were directly benefit- 
ing from wartime rates--we n~ight hav~ had.& "h~id the line" .all along 
the line. But once controls were released, over material and manpower, 
we could not e~ect the line to be heId very long in the ~roa of prices. 
As costs;build up, prices must mow alomg~_th them. 

Along With-the retention of.manpower-and wag~ .controls., we need 2 
in order to maintain' some sembl~adce :of v~!lli~gness of labor tO go along, 
to retain' for a longer period than we did such ~. warti~e fiseal policies 
as the excess-profitS t-~xin order'-t~mt"those who run out soonest on 
the 'war and demobilization efforts~may not;be grasping the cream profits 
by being.the .first in; the post#~ar 'field. .... The"re~e~t~on' of the excess- 
profits tax and price controls should be made part of the basis for the 
wage truce that labor would observe during the postwa r period. Labor 
h~s been inthb. position ~ere its leader.s..have been .able to sexy that 
there is no point in labor .holding .d,5"~'~--6n ~ts d'ems~ds-when the stops 
are-open for the other' areas of t~e~ economy, Labor must be sho~',a~ -~hat 
the same controls are being exer6ised-over.;Qther income-takers and over 
other .parts of the ;econo.my. If. there is an equal Control all. along the 
line, I" think we are .~ore likely to get. more general agreement to comply. 

So far as price control and rati, oning are cOncen~ed, by this 
time it is well established that ~ th'e pent,~ demand of a postwar period 
is a powerfully inflationary force and that .p~_des will undergo an 
exao~gerated .postwar movcmen% in the scrarable for inventorics, aggrava- 
tin~ scarcities, unless something 'is done to prevunt those artificial 
scarcities that result from he m speculation, from mergers 
to capture special sources of from deals to prevent 
con~nodities from getting to th, low. I think it is obvious 
now that we gave up our price controls too early after %~:Jorld War II. 
%.~e did not retain them at all after ~%~orld War I; but there, too, we 
ran into the disastrous inflationary period of late 1919 ~nd 1920, v~dth 
the collapse in 1921. 



by pushing the price higher and higher and higher. All we do there is 
decide whether they are going to the~person who needs the thing most 
or merely to the person v~no is able to pour the most money into getting 
it. In other words,'what we are developing is just the opposite of 
a fair allocation of those materials. ~hen there is just so m~ch 
available, and all that is available is going into production, ~rice- 
pushing is not going to give more production. That mercly tends to 
compound the inflationary spiral and perhaps to create more speculative 
urges to hoard and hold for higher prices. 

Price controls, then, need to go hand in hand with allocation 
controls, including rationing where needed; perhaps v~th some profit 
controls and with wage controls iflprice control is to be effective. 
Our postwar planning for decontrolling must be in an integrated agency 
that can handle a~l facets of the Rroblem. Prices, manpower, and 
materials should not be separatedamong a number of separated groups. 

We must avoid waiting until Congress gets around to special 
postwar legislation in order to setup the machinery. The machinery 
for postwar demobilization must be set at the war's beginning. I would 
say~ so that all ~dll understand something of the general process and 
not indulge in the successful sniping of an orderly decontrol period 
that marked the last postwar period. 

Winning a peace is perhaps a more complicated job even than 
~nning a war. At ~uyrate~ its techniques are less well-defined and 
there are so many more possibilities of things going awry unless we 
have some way of ~orking them out by planning. 

Planning for the demobilization period must be done in advs~ce. 
The demobilization must be a consistent working our way out of the war 
period instead of a mere improvization of special agencies at the end 
of a war period. 

In the long run we are going to save time in demobilization if 
we hold the whole program together~ if there is not a sudden and 
chaotic demobilization, but one in which the reins are held all along 
the line Until each of the particular units sho~vs an ability to carry 
on by its own motion. 

COLONEL McCULLOCH: I think that this has been a most scholarly 
presentation. I believe everyone would agree that unless control is 
exercise:d in all fields, it is uSeleSs to exercise control in any one 
field. The thing that worries me however, is a consideration of the 
actual occurrences at the end of the last ~.6ar in demobilization. For 
example, ~hen there ~ras a possibility that too fast a demobilization 
would surfeit the labor market and create unemployment, we were faced 
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labor leaders. ~nagement, in general, failed to take statesmanlike 
initiative to ~hat end. There were even a fc~v in mmnagcmcnt letting it 
get around--and they convinced some labor leaders t~.~.t the r~ors were 
true--that they believed the way to bring dova~ wag.es was to oermit a 
period of unemployment to readjust labor's, sights on postwar wage levels. 

It is true that the Committee for Econo1~c Development took an 
altogether different attack. I can point to some employers--Studebaker, 
for examole--who reached out with a voluntary increase to take care of 
the tc~ke-home-pay situation when war overtime ended. But in ~erms of 
the atmosphere that prevailed at the time, just as soon as it was seen 
that there was a heavy demand for labor, labor~sreaction was~ "Well~ 
we are going to get v~at we cam now~ ~! 

That may all be rationzlizatibn; but I am convinced, from~hatever 
nearness I may have had to th e~ Situation, ~hat a long-term truce on 
ve~# reasonable terms could have been made with labor if we did not 
have some of the die-hards instrongpositipns on the management side. 

T~e can agree entirely, ~ onthe :point that labor and management and 
all concerned have to see~ at th'e boglnning of the war, what is going 
to be done and what needs must be met at the end of the war. i have 
faith that if they are prepared for it early enough, they will go s&ong 
with thc program. 

COLONEL McCULZOCH: I agree-with the theory, but it does not apply 
in certain specific cases. For example, in.the case of the railroads, 
~at in the world could management~ do when the" rates were set by ICC on 
one side; wages were being considered by a. governmen.t board on the 
other side, when labor refused to accept the recon~mendations of the board; 
and yet, m~nagement could do nothing about increasing their income in 
order to meet wage increases? 

~f~{. K±kPLAN:. ~ailroad labor accepted the ~disciplines du.~ing the 
war period. It seems to me tha n~stake we made was to assume that all 
the stops were out as soon as the war was over. If we' can get it into 
the bones of all of us that a war iS not won until a peacetime situation 
is restored--and that there iS jusZ as much need for cpntrols during 
the transition period, though they take a modified form, as there was 
in the previous period--we can gGt that kind of discipline v,ith whatever 
penalties may be needed to enforce it~ But I do not see how we are 
going to get it by the psycholo~g Of ,,We!l~ the war is ~cver and now that 
it is peace, we go back to everything that we did before the war." I 
believe that the people in the railroad business are as amenable to the 
over-all psychological climate as any other group is. The exoerience 
with them emphasizes the importance: of ha~Ing it understood that the 
war progr~ is not ended until the full peacetime equilibrium or some- 
thing akin to it is restored. If they can see the demobilization program 

13 



way. ±I we can get across the psyoho~ ~[expccting transition controls 
from the very beginning of the warj and it is understood that when stage 
one is completed we have to go on to stages two~ threej and four, we 
~will continue to act accordingly a~d~ g~ ~omentum in the right direction. 
But changing the dlrectlon of ~he ~ o ~  once It has started in the 
wrong direction is what is so difficult to do~ especially if the change 
is sudden. It is that kind of chaos I think we have to avoid. 

}~. NIKLASON: Thank you~ Dr, Kaplan~ for a very able presenta- 
tion of a difficult subject. 

(15 December 19kS--~FO)S 
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