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DEMOBILIZATION AND RECONVERSION PLANNING
27 May 1948

MR. NIKLASON: World War I experience indicates that many complex
problems are involved in making the transitien from an almost completely
cantrolled 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 produce 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 19LL to 19L6

he was Economic Adviser to the Colmer. Committee on Postwar Economic Policy
and Planning; and under the auspices of the Committee for Economic
Development, he produced two studies--"Liquidation of War Production" and
"Small Bu31ness, Its Place and Problems.“

It is a pleasure to present Dr. A, D. H. Kaplan.

DR. KAPLAN: Good morning, gentlemens It has proved a futile
effort for me to convince Mr. Niklason that whatever I may have known in
19L) about the problems of reconversion has been forgotten and that he
should find someone who is more 1mmedlately conversant with those problems
to speak to you. Before I get through with this I may do too good a job
of convincing you where I was unable to eonvince him., I shall try this
morning to recall some of thie issues that seemed to emerge at the time
the military phase of Yorld War II was coming to a close, also during
the period immediately thereafter, and to draw some conclusions from them.

With 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 when he gets
to the top of the continental divide and is asked whether the rain that
drops on top of that divide will go to the Atlantic or to the Pacific.
It takes only a very slight shift in the wind or temperature to determine
whether those raindrops will slide down westward or eastward. Likewise,
it i1s comparatively easy to bulld up a case either for an inflationary
period at the end of a war, which ¢alls for certain types of action to
meet it, or for a deflationary period at the end of a war, which calls
for certaln types of action to meet 1t. '

One can take too much cred:rb for having tossed thc coin and hit.
the right side. It happened that I was- optlmlstlc about our ability to
reconvert if we took the cancellation“of war contracts in quick stride,
got war work out of the way at onee and moved vigorously into postwar
production. I know that séme of my distinguished colleagues were predicting
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~ be taken to speed up, or glve clearer dlrectlon to, the process of

- shifting the economy to a dlfferent norm, In-seeking to restore the
balance to the prewar perlod we cannot ignore the changes that the .

war years have wrought we do have to go through the process of T
decontrol by stages, and we have’ 0 battle to maintain those: SUages -

in the face of a strong public opinion that demands that we have. the .
‘thing- over with. We realize now that we could have kept down the

number and severity of our difficulties in the posiwar period if we

had not been in quite so much of g hurry to dlscare all wartime contrels.

There are four stages in reconver31on for each of Whlch plannlng
needs to be done. There is first the wartime problem of tapering off
military production itself as some of the requirements have been met,
as others approach being met or as’ we see that the end 1s nearing., The
more promptly this is done, the 399 " difficult will be the second stage,
in which manpower has to be released from war activities to civilian
activities. ‘Equipment and materiils ‘also have to be released so. that
there may be retooling and de81gn1ng ‘and effective reallocatlon of -
resources that can be spared to peacetime uses, The third period is
one of catching up with deferred.demand  and seeing 1o it .that, in the
process of catchlng up, the released materials. get inta the hands of
those who need them most or wan make most effectlve use of them.
Finally, we have the longer—run adjustment to peacetlme levels or the
peacetime goals.

It is probably 1mp0581b1e to know exactly when is the right time
to let go of controls. ~Some of the decontrolllng probably needs to
be done on an experimental bagise In any event it is eséeéntial to do
what 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 81tuatlon, a wage-
situation, or a materlals-allocatlon 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, of speculation, and of .
overstraining of the market; or that a black-market situation has been
created; or what have you, we Shall have retained. enough power (w1thout
the need of new legislation) to pull in the string that we had looscned
for the time being--always holding over any decontrol the threat that,
if4% is misused, the control will be restored, We did not have that
power after the, last war; there was: no way of correcting some:of the i
mistakes that were made, mistakes that are:bound to be made when we-
consider: the complexity of postwar, situations that can occur, some’ of
them were v1rtu111y unpredlctable,L,, : ,

With all-out warfare on a global scele, a large fractlon of the
economy is diverted from normal productlon into an intensive effort
vhich, it would secem, swells pay rolls and in general accelerates the
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Tre successor agunCJ for the postwar perlod should prlefaOly ‘
not be a serles of new agenciés cr»atcd by special postwar” leglslatlon,'
but should carry on from the experlence of the wartime control agency.
Rccognltlon must be given ‘o ‘the fact that there is.not a sudden break
between war and pgace but that there is a rather broud bana of actnvmty
_covurlng thc process of adJustant., SRR o .

“In, gencral ‘our bconomy should not aSSume thb bulk of the pre- .
rogatlvcs that we associate with: the frccdoms of a-peacetime era until
the conditions of peace are 'themselves almost fully rcalized.- The
powers of caontrol must be retained even while decontrols arc excreised
s0.that the controls may be reinstituted if the business structure
responds unfavorably to the decontrol. Of: course, in all of the planning,
the posltlve goal of reconversion plamning, apart from restoration of -
cconomic order, is the encouraéement of maxlmum productlon and insistcnce
upon maxmmum productwon. . .

From thgsb genural pr1nc1ples, I wnuld lihb to movo to somc of the
requlrembnts 1n speci flo areas of deoontrol.v

With respect to productlon, maturlals, and equipment:! So- far -
as the war contracts themselves are concerned, I think it is perfectly
clear. now that war contracts, once ,their original purposcs arg ended
should not be. dragged out ‘bud’ should be tépérsd ‘6L 1" as rapldly as”
possible, I would ° say- that in’ the ranld gettlement of war contracts-
we. have had the one outstandlng Success of our dcmoblllzatlon pcrlod. ,
The Mllmtary Forces cooperated magnlflcently, on the’ whole, in- maklng
a rapld ending of the war contracts possibles * I think Congress:™ ™
cooperated likewise: Thstead ‘of f01loW1ng “the Compﬁrbller General§
who wanted every contract settlement preaydited (it would have taaen
until 1987 to do that), Congress voted .16 take the chance of some of
the contracts being settled on somethihg leSs than a perfuct basis =
in order to get the decks dleared.  In’ all: of the chaotlc conditiohs "
and in all of the mistakes of the recorver$ion perivd, it is notable
that we moved boldly to the:elimination of some 50 billions of ‘dollars
of contracts in ‘one stage or another, and that the swift cancellation
did not mean chaos. It came to be rYealized quickly that the contract’
total outstanding was a paper flgure, that it cime down to only 10 -
billions of dollars of real inventories;. that a considerable part of
that 1nventory could 1mmed1ate1y be’ retalned for civilian purposas;
that another considerable part of it could be’ reallocat@d- and that
the "area, of dispute" in .the war contracts would-icome dovn to something
less than one and a quarter billions of dollars so that the whole
problem-was manageable. Congress got the idea- and got it quickly.

The ﬂllitary FOTCuS, instead .of saying MHere's a godd: chance to drag
on and pick up some extra materials for later perlods " plajdd the
game squarely. With very few exceptlons, the dcmobll*zatlon went
through with maximum rapidity. That was an outstending accomplishment.
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the war contracts in those areas: flle y@u have made others stay with
war contracts, but you are punlsh ng those who have stayed on war
contracts by not giving them a chance to go into civilian production,™
I think the answer to that issue is, that you have to protect the firms
that are still on war productlon by .insisting that the civilian pro-
duction that is allowed, where the labor and production have tapered
off on war materials, should be 6f a wartime,substandard, take-care-
of-the-interim kindj; and not to permlt those companies that have been
relieved of war productlon to. move aheéad into regular postwar top-
quality models. Those who stay. With war productlon must be given a
chance to start from scratch when they come into real postwar peacetime
standard production., Without some assurance of that sort, the companies
are going to resist the contlnulngvof war contracts durlng a tapering--
off period when it is still esscntxal to have some of the contracts
carried out.

L. In the relcase of war cont”actors scme dogrce of priority
needs to be given to small- and moderate~31zed producers who are not
in as favorable position to iinance a reconver81on perlod as are the
1argar companles. i :

S Somb prlorlty should also be glven to converted plants as
agalnst thOSe that were newly bU1lt for War productlon. I think the
reagon for that is. obv1ous. o

CoeT d=~,i
6. .Prlor release should beugiven to minor durable goods whldh”
had been pushed . out by war requir ‘ements and. have had a long waltlng
period to get into productlon Whl e;other lines were booming on war
" production; I have already mentioned the fact that where prior re-

' leases are given to some firms, those prior releases should be coupled

with a limitation of production therefrom to prewar or wartime models,
giving all companies a chance to start at the same time with the
"higher-grade true- peacetlme model fter the war 13 completely over.

Prlorltles of the type here”
in general, a higher level of equ
release to those who happen to ha
to have been favorably situated. .

ggested have been found to represent,
“than would a hit-and-miss type of
2 inventories on hand or who happen

of manpower and wages. L-have

e provision for a specdy settle-
lian production should take priority
as a goal over the desire to prol :wargproductlon merely in order to
maintain employment levels. I - our experience proves that there
~1s plenty of work for labor to. douln re conver31on, so that it is not
necessary to carry on contracts murely to. keep peoplc at work.

Let us go on to the queétio
already indicated my feeling tha
ment of war contracts to resumé ¢
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an exaggeration of those imbalances by making it casier for those who
have alrcady had the power to exercise: stlll more of it and, in the
long run, as we have sben, hurt-all Iabor by‘engondcrlnv an 1nf1 tionary
spiral.

I cannot cmphasize too oLtcn the importance of retalnlng public
controls in all areas in an 1ntegrated p”ogram: manpower, mongy, prices,
and material allocatlons. Lo ‘

A Emphasls should be placcd also, fﬁ” tnc decontrol period, on the
maintenance of rcasenable controls in behalf of the worker and his‘ '
family as consumers, vhile holding ‘wages until productivity catches up
vith costs. - I'uhlnk that if we could have set from the very beginning
a pattern of thinking in terms of consumers! nceds--those who had to
rely on nonwar -activities as well. as those who were directl v benefit-~
ing from wartime rates--we might have had & "hold the line" all along
the line. But once controls were released over material and manpower,
we could not cxpect the linc to be held very long in the area of prices,
As costs’ ‘build up, prices must move alon wwth tnem. '

" Along with the retention of nanpowar and wage -controls; we nead,

in order to maintain some semblarice 'of willingness of labor to go along
to retain for a longer peried than we did such’ wartime fisoal p“llCleS
as the excess-profits tax in orde? that those who run out soonest on
the ‘war and demobilization cfforts may not 'be ‘grasping the crcan profits.
by being the first in’ the. postwar field, “The retention 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 postwar period., Labor
hzs been in the position where its 1eaders have bzen able to'say that
there is no point in-labor holding: ‘dovn ‘on 1ts ‘démands when the stops
are open for the other arcas of the: economy, Labor must be shown that
the same controls are being exerclued over ¢ther income~takers and over
other parts of the ‘economy, I1f therb is an equal control allalong the
line, I’ think we are’ mor“ llkely to vet more’vcnoral afrcemcnt to comply

So far as price control and rationlng are concerned, by thlS
time it is well established that the pvnt-up demand of a po rrar period
is a powerfully inflationary force and that prices will undergo an
exaggerated postwar moveoment in- thc scramblc for 1nvvntnr10s, aggrava-
ting scarcities, unless something is done to prevent those artificial
scarcities that result from hoardlng, from. specu1°tlon, fron mergers
to capture special sources of supply, and: from deals to prevent
commodities from getting to the other fnllod. I think it 1s obvious
now that we gave up our price controls too carly after Vorld ¥War II,
Wie did not retain them at all after World War Ij but there, too, we
ran into the disastrous 1nflat10nary perlod of latc 1919 and 1920, with
the collapsv in 1921.




by pushlng the price higher and’ hlgher and hlgher All we do therc is
decide whether they ‘are going to the person who needs the thing most
or merely to the person who is able to pour the most money into getting
it. In other words, what we are developlng is just the opposite of

a fair allocation of those materials, lihen there is just so much
available, and all that is available is going into production, price-
pushing is not going to give more productlon. That mercly tends to
compound the inflstionary splral and perhaps to create more speculative
urges to hoard and hold for nlgher prchS.'

Price controls, then, need to ‘go hand in hand with allocation
controls, including rationing where needed; perhaps with some profit
controls and with wage controls if price control is to be effective.
Our postwar planning for dccontrolllng must be in an integrated agency
that can handle all facets of the. problem., Prlccs, manpower, and
materials should not be SpDQratod among a number of separated groups.

We must avoid waltlng untll Congress gets around to spe01al
postwar legislation in order to set up the machlnrry. The machinery

for postwar demobilization must be set at the war's beginning. I would.

say, so that all #ill understand. SOmethlng of the gencral 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
winning a war. At any rate, its techniques are less well-defined and
there are so many more possibilities of things going awry unless we
have some way of working them out by planning,

Planning for the demobilization period must be done in advance.,
The demobilization must be a consistent working our way out of the war
period instead of a mere 1mprov1zatlon of sp001al 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 isnot a sudden and
chaotic demobilization, but one in which the reins are held all along
the line until each of the partlcular units shows ‘an ablllty to carry
on by 1ts ovn motion, . A

GOLONEL McCULLOGH: = I think that this has becn a most schol&rly
presentation.. T believe everyone would agree that unless control is
exercised in all fields, it is useless to exercisec control in any one
field. The thing that worries mey howover, is a consideration of the
actual occurrences at the end of the last war in demobilization. For
example, when there was a possibility that too fast a demobilization
would surfcit the labor market and create unemployment, we werc faced
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labor leaders. Management, in general, failed to take statesmanlike
initiative to that end. ' There wercieven a fow in management letting it
get around--and they convinced some labor leaders that the rumors were
true~~that they believed the way te bring dovm wages was to permit a
period of uncmployment to readgust la bor s 31ghts on postwar wage levels.

It is true that the Commlttee for Economlc Develnpment took an
altogether different attack, I can point to some cmployers—-Studebaker,
for example--who reached out with a'volurtary increase to take care of
the take-home-pay situation when war overtime ended. But in terms of
the atmosphere that prevailed at the timey Just as soon as 1t was scen
that there was a heavy demand for labor, lﬁbor s, reaction was, "Well,
we are going to get what we can nowe!

That may all be rgtlonallzation, but I am convinced, from whatever
nearncss I may have had to the situation, that a long-term truce on
very reascnable terms could have been made with labor if we did not
have some of the die-hards in strong positlons on the management side,

e can agrec untlrely, on- the point that labor and management and
all concerned have to seey at the' beginnlng 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 prbpgrsd for it early enough they will go along
with the progran.

COLONEL McCULLOCH: . T agrce with' the theory, but it does not apply
in certain specific cases. For example, in.the case of the railroads,
what in the world could management do when the rates were set by ICC on
one side; wages were being considerced by a govermment board on the

other side, when labor refuscd to accept the recommendations of the board;

and yet, management could do nothlng about 1ncr0351ng their income in
order to meet wage increases?

MR. KAPLAN: Railroad labdr accepted the disciplines during the
war period. It seéms to me the mistake 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 just as much need for controls during
the transition period, though they take a modified form, as there was
in the previous period--we can get that kind of discipline with whatever
penalties may be needed to enforce 1t. But. I do not sce how we are
going to get it by the psychology of "Well, the war is .over and now that
it is peace, we go back to ovorythlng that we d1d beforc the war," I
believe that the people in the rallroad business are as amenable to the
over-all psychological climate as any other group is, The experience
with them cmphasizes the importance of having it understood that the
war program is not ended until the full peacetime equilibrium or some-
thing akin to it is restored. If they can see the demobilization program
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way. Lf we can get across the psychology : :expecting transition controls
from the very beginning of the wary and it is understood that when stage
one is completed we have to go on to stages two, thrbo, and four, we

will continuc to act accordingly agdﬁgqlg momentum in the right direction,
But changing the direction of the ho ntum énce it has started in the
wrong direction is what is so difficult to do, especially 1f the change

is sudden. It is that kind of chaos T think we have to avoid.

MRts NIKLASON: Thank you, Dr. Kuplan, for a very able presenta-
tion of a difficult subjecte

(15 December 1948-~L50)S
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