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COLQNEL HORNOR: ‘This riorniiig we 5 will have the First ofa sérissiofi. i
lectures - on’ “Flnance. ~This subJect should need rio 1ntroductlon to you. , ’
However, 1t is  amazing How 11ttle all of us knthabout flnance. .{ :;~»,,r_

Our lecturer is a member of the staff and fecu&ty and has a broad - _

: background in fiscal and budgetary matters.; Oolonel MbCulloch‘ AR RN

" COLONEL McCULLOCH. Than% you, Colonel Hornor. General Vanaman and
gentlemen: I have observed in the two years I have been here,: that most
of the lecturers approaching the platform, in order to impress the "
audience immediately with the breadth: and scope of their subjects, say,
"I've got this' terrific job'to do;: an ave ‘only LS minutes in which to
do it." This morning I have two sub y cover in LS minutes: - (1) -
the administration of funds and (2 (W'metnod of 1nstr1Cuion,>wh1ch g -
a departuré from the 1ecture~sem1narztype of instruction: generally S
~ employed in the College, Thle,nev method of instruction is known as - the R
"Case Methodd" I think the best way I can introduce the case method to.
you is to ask & few questlons pertainlng to it, and tnen attempt to Ca
answer the questlons. S : ; : s
: ; ; NS

Flrst, what. is it? The case method of 1nstruction is nothing but an
actial presentatlon of a'real case,'whlch ‘has been drafted for the. Vj‘
purpose of demonstrating ‘some principle that you: wish to teach. It
‘merely prOV1des a background for discussion and attempts to ‘arouse- the
- interest of the student in a partlcular problem, encouraging hlm 4o do:
some researchs “Then; in the classroom, the students sit around with tne
instructor and explain the case to one anotner. P 1s merely & sharlng
'of real.: experlences. EhS

‘Second,” what credentials does this method have? Actvally, it is as.
old as recorded 01villzatwon. ‘Plato and Socrates used it in teaching
law, philosophy, and medicine.’ In recent years it has been used to teach
law, medicine, and social science; and more recently, business" adminlsa =
© trations ; : v :

What is the theory behind the method? The theory is that it keeps the
student engaged in talklng, writing, orlginal thinking, or- other-produc~'~f
tive efforts. - Exponents ‘of this type of teaching like to compare 1t with-
the’ lecture method. of 1nstruct1on. Of course; it is: perfeotlv poss¢ble i L
to have & completely brmillant lecture*von the olatform,-and 6till hever ‘!
be quite sure of just how’ much information-he is gettlng geross ‘the ;f*
footlights and 1nto the minds of His auditors. . It is somewhat like the.
situation that’ aroae when’ the building of the Institute ‘of Advancéd Studv
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-at Princeton was being considereds: Dr.Vannevar Bush was called in as
one of the consultants, He inquired as to the purpose of the Institute
of Advanced Study and was. informed that it was to be & place where dig-
tinguished students could sit and think, "Gentlemen," he said, "my
reaction is that I cen understand perfectly how the responsible authori-
ties can determine whether a distinguished scholar is sitting or not."

One~other,thingkthét_the‘casegmsthodmdoesbisLtO'prbvide’a check on the
’ individual ‘student ‘b keeping him talking, thinking,-writing, or other-.
- wise engaged in’productive effort.. It gives the instructor an exdct.
record of his performance at'all times, ' : L

~ Can this method be used in teaching Economic Mobilization? = Possibly,
1t is being used most successfully to teach business administration..
Then you consider the complexity of modern business, you see that. the job.
of thenexeéutivefof‘theradmiﬁiSﬁrath'has‘ceasedltO«be.a profession, . It ..
“has, indeed, become an art, o L e T

. Let us take the case of‘the‘average;éXeCutivei‘:As'the business. .
" expands, -the boss becomes further and further removed firom the scene.of
actual operations. - This gives. rise to a number of ‘problems. . First, he.:
must keep'himselffiﬂfOrmed-antojwhat_isfgbing‘on»in the lower echelons$.
Secondly, -he-must keep himself informed as to the technique of the .
"business:in~whidh'he7is?engaged, and he must keep his background fresh at
all times, - He must evaluate his competitors, He must evaluate his . .-
customers, He must evaluate and consider the possible 'moves of labor
unions and other similar factors, . R e
- There are several generally/acce@tédlmethodS;qf solution that have .
been adopted by execiitives ‘of leading.corporations. For exampley a very ...
careful~selgctionfof"immediate,subordiﬁates is one means., Another is the: -
institution*ofgan‘inspQCtionJService,thatfprovides_him with a direct. ..
means of  communication to the very lowest echelons of his business, -A.
third is his individual or his business research, and I might add that
- much of this .research ig done ‘through the medium of the daily newsypaper:
and the trade magazine., Ancther mechanism of control is the development
of stendardized procedures in 1l businessess the balance sheet, the. ...
'profit,and.loss‘statement,,productionﬁandasales records, inventory and..
. purchasejrepdrts;.br,von'special'problems, special réports of ‘a stendard- . .
ized nature~-staff studies. - G BRI AU
There are three important concepts that are usually employed: '
first, the standardization of items--the preparation: of the voucher form,
the contract form, and on down the list to the individual’ office memo- .
rendum form, so that when a paper is picked up one knows éxactly the
type of paper it is and'the ideas that the writer. hopes to convey; and
~ convey this information' in a minimum of .time, I -might add, -Secondly, an
- importent requiremert. of & successful executive ig his ability to engage
in independent research, to use the tools of control that are at his
commend, .end, most- important, thé ebility to recognize,a problem béfore -
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it arises and to research ano analyze ‘the problem.“ Last, bub of aboutﬁj
equal 1mportence, after. decxsxons are- reachmd by’ emnloylng a method of
very careful: anqu51s, ‘he must be able to put his ideas across to sub~'{x
ordinates and t6: follcw through 1n order to 1nsure that directlves aref;e
be1ng~followed.‘; f‘. _ , . :

- There are tWO'ways in whlch the case method helps treln the student
~4nvall of' these concepts. Flrst, it prov1des for reports accordlng to a.
standqrdlzed procedure. Secondly, by giving a’ case to the. student and ]
requiring ‘a solution of ‘one form or- another, 1t glves nlm tr 1n1ng 1n N
’ research, evqluatmng, and analyzmng. S L :

- Can there be a formula adopted for anythlng as nebulous as this?
Yes, there-can be. There can be. in bu51ness, and’ there ‘has’ ‘beeh in the
Military Serv1ces., que the "Estimate of the Situation" as taught at '
- Léavenworths “That is nothlng but a formila in evaluations 'What factors ’
must be considered in arriving at an 1nte111gent dec131on9 The formula
for, analyz1ng cases is contalned in 2 book known as “"Suggestions, on.
Report ertlng," 50 copies of which ;'.r_a;‘eble in the 11brarv.';1;‘,k:
would suggest that you read -t - : : B ',_w,i'\

Thls metnod oi‘ analysis hea.s oné magic word-—-—“f'actor." In the evalu— \
‘ebion of any problem, ‘the cdase method requlres ‘that thHe analyst study’
both sides of the problem, and the - procedure is ‘somewhat like this: =
Pirst, write the factors dowmnj secondly3 balance the factors for and .
against any question that is up for con81derotlon, thlrdly, evwluate the"
factors;. fourthly, reach a dec131on, flfthly, dec1de how Jou mlwht ' ‘
.implement that dec1s1on, '

' On 1mp1ementatlon, there are two generql methods that maj be .

employed: first, the spoken words In the case method of presentation,”
. in my opinion; it is- enticipated that the students get on thelr feet and
‘recite;-there is no better practice in outtlng ideas aoross. Some ..
treining is provided in the College at the preseént time by the course on
"Public Speakingi! -A second and even more 1moortant method is the
written reports: By imposing a requirement on & person that he evaluate
& problem and present his considerations, his conclu51ons, and his recom-
;mendatlons acoordlng to some standardized form, you give him tralnlng in
clearly, concisely,. 1oglca11y, and 1nte111gently analyzing & problem, and
recommendlng and’ defendlng a p0351ble oourse of actlon.

With the 20 students who take Mgy Finqnce,“'we are g01n¢ to attempt
to demonstrate the ‘case method of presentation at a later dqte.. Generul
' McKlnleyg the former Commandunt of ‘the Industr1a3 Gollege, Wwho is now at
- Harvard: Universitv, is“going to’ brrng a professor here, We have a case ..
ifi‘hand, #nd on the day of this presentation I &m going to have in the Q?
© middie: of the room the 20 students who are taking War Finance. I don't
know exactly how this show will be put on, but the renalnder of the
students will sit behind.the center ring, This demonstration will be

MCTED.
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conducted in order that you mlght get some idez as to how thls thlng

operates in.a clqssroom. Secondlv, Wy . group is going togEt some prqothe';:

in the presentation of & L written report on the National M tary Estqbn,ts;"

‘llshment budget.» Thlrdly, we: are going to have student presentations: of e

two cases: one'a discussion of the UNational Debt " and the second a

s"dlsou551on of the "Natlonal Ml]lt”ry Establlshment Budget."

| The questlon I asked was Can we, utlﬂlze the case method of 1nstruc~if
tion to teach economic moblllzatlon’"' Of coursé we ceng: It is utiliged
most suocessfully to teach business admlnlstrﬁtlon, and, -after all, the ~

~subjects we study at this. school are. nothlng but the bus1ness admln*strﬂé N

tlon of the Armed Serv1ces.'

I shall now go on to my second subdect War F*nﬁnce n Au thws is'a. B

»brand—new course in the school, for purposes of 1ntroductlon, I might run L
: through the mental processes: thﬁt I have gone throuph 1n con51dering thls
~ course and in’ settlng it up,. . - Gt i :

There are two moJor consxderﬂtlons that have come to mand flrst
the scope of the’course, In settmng the. scope of the course, the fl?st
thing we have to do is Heflne "wor finance." War finance is. an accepted
term. . Everybody talks about war flnﬁnoe,‘ind very few péople re%lly

think about ite: Actually, there,is no such thing, unless you.refer to

the frantic éfforts of the accountqnts to maintain accounts during .o, ,f7§7
period of frengzied- activity in an emergency, Wars financée went out of tne

‘picture along with the trea \sure: chests’ maintained by klngs An:order to ”ﬂ

pay ‘the mercenary soldiers or to rensom the royal &iide in ‘the- gvent of.
pture.n The subject we have to consider is, "Public- Flnance'" in order 

. to ‘apnr ec;ate thits subject orogarly; we mus t consider all. f?otqrs that

enter 1nto the Treasury Depurtment °tatement.
That belng'the case, we- nave quite a bromd scooe. :But- w1ll 1t not
step on the toes of other subgeots that are taught “dn this- College? Yes,

I am afrald it wills Therefore, an efJort ‘has ‘beet. madéyto  restrict the

scope so'as not. to overls D othe” courses in the schobly’ so.far as that

.can be done. There w111 be more about that later..\wa

As for spec1ﬁlc aporoaches to the sub*ect “hovr mcht we go after 1t7

First, wé might consider it from the point of view of. the finaneial .
" organization of the Federel Government, . For example, what is the organi-

zation and what are the. ‘Primary functlons of the TreesurJ'Depﬁrtment, the
Bureau 6f the Budget, the Federal Reserve System, the. General Accountlng
Offloe, the Export-Import Bank, the Reconstructlon Finmnece Corooratlon,
or, the appropriations . committees of’ Congress? Thetre are meny excellent
books: on this subject; -and to some extent it is covered in the. Hoblllza—~'
tion section of:the course, Therefore, 1o time, in. the short. period that
has been allotted me, w1ll be devoted to the questlon of organlzatlon..

/.v




Second, we mlghffapproach th.s»subwec from the standp01nt of the

7'Ifunctlons ‘of finance. ' What" does flnance doq“fWe mlght consider’ such *

1th1ngs, for- example, as the 1ssuance and’ control of currenCJ, the opewa—
tions of “the vast: prlvate banklng system of the’ country,tﬁmaaudlt of -,
government expenditirés by the Comptroller General, the operation’of

' exchanges-the New York'Stock Exchange, the Curb’ Exohange, +the Wheat -

- Market din Chlcago—-the functions_ of the Securities and Exchange Comm1531on,u
‘the reaction ‘of” private 1nvestors ‘as iy relates to’ the sales of bonds,
stocks," debentures, or equipment trust: certlflcates, and ‘last but not
least, the functions of lnternational;exphange. ALY of- these ‘items are.
factors: 6f exﬁreme 1mportance in ecchomic moblllzatlon. However, tlme,

" ‘again, doés not’ permlt a detailed conS1 eratlon of”“hese factors ln thlsl
| "‘par’clcular course« AR e

: There is one thlng that is a matter of consumlng 1ntereqt, at the
moment ; and" ‘that 18 the reactlon of” prlvate ‘investors. to.a completely
~confused’ fiscal situation existing in our Government today;; This reaction
. has mAnifested itself in the'fact that less than 500 million dollars worth
- of gecurities wére sold to*n“*vate investors-in’the first nine months of
. the last- calendar year. What are the‘mmpllcations? Well, frankly, I don't
J“kncw, §o we* are g01ng 1o seek professional adv1ce on this partlcular :

imatter. It is qulte 1mportant. S : : R

Tne thlng that made Amerlca vreat wag the willlngness of ‘men and ‘
wonen to devote thelr time, their efforts, their lives, and thelr money
%o the‘promotlon of* productlve industry in the ccuntryg “We! now have &
situation arising in’ which people apparentlJ are. unw1lling to put”their
prlvate ‘cash into Amerlcan business, What does it mean? As I say,,I»
don't’ lmow; howevery - 1n the commlttee we Wlll conswderlthat factor at
some length. . q', . e ’ ' '

A thlrd way in which we miﬂht abproach the suoject of flnance is by,
*?a cen31deratlon of the fiscal condition of tne Nation, and this is. M”
criticale There has been a tremendous rise in the public debty ‘which”
now stands at 252 billion: dollarse 'The: national income; however, has
risen to’ unprecedented helghtS‘ln the last four or five years.~ I have
attempted to compare those two items w1th total expendltures and total
'recelpts of the Federal Government. '

R - ,

You- say,‘"But I'm &g mllltary men e What’do I care. about the fiscal
situation of the Government?" Well, we have quite a’stake 1n ite : In
- the first place, we are the maln clainant. for public funds, In the
‘seeond place, e are the boys- wno caused thls flscal trouble.

: ‘"f”fThe national debt ‘of *thé United Stateo at the bet inni g, 1861, and

end,ﬁ1865, ‘of the Civil War was $90,600, 000" and’ 42, 67% 0003 at the . -
beginning, 1917, and the end, 1919, of Wbrld War I, $2,975,000 and
$25,485,000; ‘and, at the beginning, 15L0, and end, l9h6, of World War II_
,h3 bllllon dollars and 279 biilion dollaro. S

T TGS T
RESTRICTY
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, Tt seens to me that these statistics sbend as mute evidente of the =
fact. that war, at best; js an expensive and a c ompletely unproductive’
type ‘of endeavor, In support of that.statement, I invite your attentionm
Lo the fact that in less than the.last 10 years we have run mp a'national '

~debt of over 250 billion dollars, We ran that up for the purpose of. .-

defeating'a-dictatpr_Who;thréateﬁeq;our)se¢ﬁrity.,fWithfthé‘détiﬁnjthem
booksg'I‘tﬁink*it is;reas6nQb1e:té,say_th%tﬁ;he international ‘situation
has not apprgéiablyyimprpved. D S T R
. As a matter of fact, ‘the only really imperialistic ventures wider- -
taken by"the-Uhitédfﬂta;QSAthat'have’paidvbffgwére those that were
spearheaded by financiers and .missionaries, I submit “the Lousiana "~ .
Purchase or the purchage .of Aloska-rand I'11 bet somebody Wished he"-

- hadn't sold that piece of land=-or the invasion of Hawaii' by the mission-.

aries, Thereqis{a-sayinguinuﬁawaiifthai the.missiQnapies”cgme to . do the "

: natiﬁés?godd:and1phey§stayad andgdid_them;lel.

What is’the major business of ‘the Federsl Government-<what s it -

been and what is it now? What deo youw think of wherl you think of the . .

_ Federal Governmentjand_the.mi§$idﬁ"bf the.Federa1 Government?  Most

people say, "Wéll,:theaemploy,e$7¢f¢the_Fé§erél Government ‘carry -the mail -

-~ and they build. the roads, @héy;guarﬁ'thé;public]héalth;fphéy‘asSisﬁfffV=

agriculture, they supervise interstate andlfargign;commgrgegﬂtheyfdéyelbp“l
and administer weights and standards, theyéassistfeducation,_they,engagef

in river and harbprjp;ojectS;gandg they"ehfprée the lawy"™ That ig not .-

~the measuré of business of our Federal Government, ‘This last yéar ‘80 cents

of -every tax dollar that was spent by the Federal Government related to.
either the direct or the. indirect .costs of war, The,majof_pusinesglof;v

the Federal‘Government.isiﬁatiOQalldéfeHSe;g"

Yesterday we had a‘seminar with-this,¢ommittée§»we'télked'a'gbo&' v
deal about various ﬁhings,‘»There,Waé_onlytbhe’@Qiﬂtion‘WhicthairealLYi
completely agreed--that the Federal debt should be reduced in years of .
greatest prosperity, It creates a very deliqategsituaﬁion‘w,Ihe{way<$’f‘ .
can best express it is in the words of the Hoﬁorable[Style3'Bridges;'who:‘ -

[‘Was_GhairmankéfftheﬂSenateQApperriations«Committesmlas;vyeargf This is a

- Statement he made in'a speech before the Ue S. Chamber of Commerce #n '~ -

Washingtonj N S

"No one looks for a major depression in the near future, but on:the
other hand, a mincr recession would not.be out of. the question, Yet, we
are skating on such thin ice economically that evenfa.sligﬁtfréqessiOn_~-1
would throw our Government inte deficit spending in 1949, - S

| The Buréaqjéf'thé Sﬁdgét'GSﬁimé§¢Siaﬁthgfpreéénﬁ,timeithat~gﬁr‘ -
receipts for 1949 will be L2, billion end our expenditures li0e2 billien. -

~dollars, This would leave a'net surplus of 2.2 billion, a small margin
for dept'reduction and other'cbntingenciés.i Safeguarding this surplus -




- of 242 blllion is -our unorecedentedly hlgh personnl 1nccme lcvel on }w”;jf;
';whlch”‘ timates of government rovenucs are based. e :

“Thls personal 1ncome level 1s ncw approx1mately 210 bllllon dollnrs.:,
This is & 1ittle more:than twice as. much as ‘the 1941 total. . If this. . '
level should drop 10: bllllon, revenues. would a1l off 2 billiong 20
billioh, & little over L billion;. 30 billion; nearly 7 bddliop.. It '
‘reéquires’ 1ittle imaglnqtion to foresee what would happen,..in such a fj'"
case." “(Excerpts from address on "Congre531ona1 Control.of the Purse,t "
by'Hon. Styles Br'ldgesl before U S Chamber of Commerce, 28,Apr11 l9b8 )"1

. As I say, gentlemen, this’ 1s a question of extreme 1mportance. T
Therefore, I have -prepared a case on the natlonal debt, and, this case has;;v
been: dlstrlbuted t0’ the 20 members of the commlttee; If eny- of . you wouldf"

- gare to see it, I am sure any member of the ‘committee will.be glad to.

‘show it to yous I will, toce- At the student presentationm we are. going
.to have one officer descrlbe the case and another ‘officer- glve hxs oplnlon;
U oag to a possible solutlon of thisg rather acute 51tuat1cn, et

I Sald & few moments ago tnatuthere'are wo'th nga that concerned me
dn plannlng ‘the cotirse: first, the scope ‘of "tHe-course, and secondly, the
 fact #att I did not want to esteblish any ope’ “that mlght tend to dupll~»
,'cate.any‘of the subjects being tgught in other courses.in’ the. Cellege. R
However, ‘any con51deratlons that are given o natlonal debt’ and to the
figures- ‘that appeer in ‘the Treasurj Depqrtment statement 1nvolve generelly
- aceepted theorles of economics. I approach this subaect with a certain '~
“amount” of ‘fear and trepidation. There are two subjects, .r religion and
economlcs, that ‘have caused more. wars than anythlng else in alstory.

As fcr the theorles, it seems to me thaﬁ A men whe is . gomng to engage
“in ecohomlc ‘mobilizatian. nlannine saould have at least a-working knowledge
of" general theery, extending from the concept of ldisses faire~-the best
government is . the’ least government~«dcwn throtigh Adam Smithiand: hws _'“M“;
relatively: few- controls, Lord Keynes "and his’ forced:; savlngs,uand, more
recently, possibly,: the. Communist theory of Kerl Marx~-and ‘the latter L
whetther ‘we agree or dlsagree. Nhether they believe ‘in it -or do’ not
believe ‘in it, a large percentege ‘of the people in the world are 11v1ng
under that economic theory, and certannly nothxnv cnn be galned by
'1gnor1ng~1t. ' N : DR

- As 23 matter of fact, I have often wondered wny an otherw1se L
x_respectable ¢ollege would glve 8. degree in economics. ‘Anybody in the’ L
United States of Amerlce with an elghth—grede educetlcn ‘and’a piece’ of
“land or-a job is an economlst. Thete is probably rioYe . Cra cker—barrel
- philosophy in this: country than anywheére else in the'world, and it is.
*good phllosophy; ~Quy: economic system'wae ‘built through the dlscu331ons ,
of men: 51tt1ng around in the post office; the -general: store, and, the city
couneil, on up to and 1nclud1ng the U, S, Chamber of Commerce, con31der1ng
‘the Goverhment and the economics of the Government, their enswers -are
,perfectly good‘ '
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I think one of the most refreshing .observations I have ever hegrd
since I-have been'associated mithfthiSfinSﬁituﬁioﬂ,was_madé,byféx-PPQSident
Herbert Hoover the other day in addressing the National War Colleges  If
you recall,” Mri Hoover said, "In order for. America to.survive, we must

*Keep the Capitol spouting with debate." ' To my mind, . that marks him as:

really a great mah;\ Gpnsi§erab1euQr¢ditQshgdld’gqytbjagyﬁpérson;who wag
faced Wiﬁh‘théﬁdiffiCU1ﬁié$£M¢é5H°°V3f[f&C§dfini193Or§193lf€and 1932, i
when he was' attempting desperately to solve the problems before him, with
a;Congréss'that”disagreed.with every idea he hady who went through the .

\ embarrassment~of'beinéfa,lameduqk;presiQpﬁt,;waiﬁgng,fqrﬁthe;newqcneVtofi'

come in so that the latter could go ghead and carry out his ideas with a

' }CongréssAthat.went'alpng;xyet,‘whp,;;5“ygars;latgr,EQpﬁlgfsb@nduup@and’[

say, "Whether they agree with me or. disagree with me,. the thing we must:’

oy because it is the thing that has,made_ﬁhﬂs;qyuptryggneat,;i${tc“keepi

‘our'Gapitol'spéuting'Wiﬁh;dgbaieg"_,,,,,

!, The feascnklymentibnché génefai7thepryf§f.eééﬁbﬁiés-is‘fhdﬁ‘this':f

‘complex we have_gbtten,intdgréceﬁﬁly}cf7liv1ng;€ﬁr9ugb’Qne;cgiiicalj,; s

‘situstion after another has involved us in a type of economy in the

United States that is completely foreign to our ideals. ~In time .of iwar

or in time of other émergency, our first dngwer is, o exercise immedintely
certain economic contrdls, and people accept them gracefully, -However, -
they reserve the privilege,”the minute the war is over, to.throw off the.

.‘cOntrolswand~geﬂ;baék’tOjfreeftharpfiSQ.k-Wifhoubégqiﬁg_inbp the subject

In eny detail, it scems ‘that o general question might be submitteds "Is

 Bailiwick, " Ce ‘
: schﬁol:“iniProcurémént;1price and profit contr

It possible:to maintain a freeecorony in a world in which it is necessary -
one:day'tﬁ‘eibfcisé]cOntroisfand,the,next day;to{Qpergte,with-nO“pontrols
whatsoever?® = = - 7 T T e T
As to the matter Qfgcontrols,_as,l.indicabeq,ﬁOne'Qfsthe*things I
ém-concerned with is keépiﬁg'éuthﬂgthe'chér:fellgw?suiastructibnalvf o
~“Conitrols are studied to. some extent in. other courses in the
2 ols; in Production, -allocas=.

tions, and’pfiéritiésg1in7Ménpower;‘wages7aqdfconscripti@n;}and;someWherev

.in and abeﬁt"the'courseg-ceytaiﬁ7ddpsideration54relativpgtquationing;~i.ﬁ

possibly forced saving, and maybe tax policy, although I have not rum.into
it as yets Tax policy is one of the;majorﬂelements of controly It was
the first thing we fought a war over--taxation without representation, ‘A"
detailed consideraticn of eéach type of control, taught with the subject -
having major interest, is, to my mind,-completely logical; but in con-
sidering the effect upon -the ‘gconomic. stability. of the Nation, controls
must be considered as a;Wholé;fthey{must"be,COnsidered‘as,they affect the:
balance sheety - - T ET e T TTTTEE TR R SSI6CE e

" The most important single consideration of the .national debt is that
someone must own it, ' And believe me,feach:oﬁ;usgﬁwgsgmore,t@anﬁh:gthinks-
he does, Who owns this national debt? . I think this is, the most 9ignifi-
cant figure I have seen recently: .Just a week or so ago the Association’
of'Ihsuran¢erhderwriﬁers'release&*afsﬁatemént_showing‘thép\the:tojalfﬂg e
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bi”dollar ) most;of 1t backed up bv government bonds, by government debt.:

Thleenatlonal debtfkthls crltlcal flscal>31tu°tlon, 1s a oroblem
) nores, We can’ pretend to ignore it, bub very sho*tly At
‘parent, I am sure, that it is not’g01ng to 1gnore us.

, ne'further consideratlon in regard to the natlonal debt.‘
e ‘ ”or lose: 8- cold'war? I know nothlpg about stretegy or . .
tactics; byt in the ‘research T have attempted to. doon this problem, I .
have not read anywhere that anybody Sald he is g01ng to. defeat the United
States in a shootlng WaTre I have read that bets are. down on taklno the
Un: ed“States because of .economic co lanse, It is my contentlon that 1t

‘is our”respons1b111ty to 1nsure that we are eoonomlcally sound, to tne SR

end that we cannot 1ose a war tnrough economlc collapse. f“
""" There is a fourtn wayil whlch we mlght approacn the subject of
flnanoe, ‘and ‘that is with 0 our routine business pwooedures, the
things that. come under the foudget, Ufigcal," and “finance®
_w1th1thhe Natlonal Mil4 Establlshment— ecurlng the money, adFlnlS-
kterln the funds, and soen ung the mo DO : S . i

. After \orld War I, we. we;e dlssetlsfled wmth the'way the show ran,v

thus, th dget ana Accounting Aot of 1921 was passed,” It requlred an -

4,annual budget from the Presidents It set up a General- Acoountlng Office,-
with.a. Comptroller General, It established the Bureau of the Budget,

under the Treasury Department at that time. It also, requlred the apoolnté
- ment of & budget offlcer 1n each of" the Federal Departments» L :

, From Wbrld WEr b to Worid Ner II we rev1eWed our estlﬂates more ;
and more carefully, we became more. and mor . conv1need that Justlflcatlons
for'funds were v1ta11y necessary in- order vo. 1mpress the Executive; the:
Bureail of the Budget ‘and the. Congress with the fact that we actually
,needed the money to perform the missions a551gned.‘,

, During World War Ii, 1% was found necessary 1o set up. & second ,
concent apart from the budget, the so-called fiscal of ficer, .the mgn who
;handled the routine admlnlstratlon of funds and malntalned the flscal
1statlst1cal data.‘j  -

“”f Even more recently, the A;r Force has taken,the lead in the estab—
“1ishment of ‘the Offlce of the Comptrol er, and the Army has . qulc”ly :
followed sult. R L ‘ .

, What does thls comptroller do” T would llketn compure hlS functlcns
with those of the comptroller in a commercial organlzation. -On the board
of dlrectows‘we nave the pres;dent as’ the chairman, We might have a vmce
: pre51dent in charge of sales, productlon, purchaszng, adverb131ng, or
what you w1ll. There is enothev vice pre81dent the comptrollersy




e adtivitiéstare”quihe-necéssary,_v‘v

. The:advertising‘man‘cqmes iﬂ,Withi@kfi?QMSQhﬁm?uthﬁt will increase sales——
i Af he-cani get 250,000, If ‘he increases;salgSQ:%hat'is”going;to involve
.~the.productipnandtthé‘;ﬂt&h&&iﬁgzdépetﬁmmm¢§ in gome additimal expenses.

It is the function of the comptroller to consider. the scheme in relation

'to cpsts. Do we haVefénough[m0n§y"t9vput;pg“thié'shqw,]ioigquuct‘this,
. function? ,It'iS“a3father“deadlyfbusinesh_but_quité‘nepessaryav-Wé'gouki
: notghurt‘morefefféctivély;the'feéliﬁgs of an enthusiastic fellow who gets

& great idea he has something that is going to make a.million dollars

'-,thanvtO"teli-him“wé’canﬁét“affbrd‘it;"Every time the comptroller opens -

-his mouth, he throws cold watér on somebod .. - There will.never be any

“drinking songs, I imagine;hwriﬁten‘ﬁéfthéjjollyﬁbld comptroller, but his

; . . . Lo . :

7’fff*~¥,Without”gding into-any more deﬁail;'l:éﬁouid,liﬁé'toféék,ihiS»qﬁes4

';tion%--Have.we.improved'the“NatibnalFMilitary_Esﬁablishment;business

procedures since World War I7 “As the main claimant for public funds and

‘as the biggest business in the comntry, we. should set. & standard relating

.,,to.mattersvof'busineSSfadmini$£ratibn1f,Wé should be the bests Are we or

'-gare<we;not?ij;Should‘like'toFfeaa'pne”éxpréagioﬁﬂbfgqpihiggrﬁnOt mines.

- "0ne:of  the most: fareical finctions' of the Appropriations Committee

is in appropriating fumds ‘for the military. Perhaps cne cannot expect

the Army to be a thrifty institution, since its function.is that of

~destructions It is aliost a hopeless task for our. cormittee to cross—

. exomine military'witﬁe&éeS“in”anwappibgriatibnsuhearing; The military is

“5 ;;prgttypmuch'of a cloSed-chprathH-andglgs,chfcf_ﬁheﬂél&eStldepartments
. fgqf_gpvernment,:has=a“lang*tradition“of:supcéssful'f&ndaW&ngling; The

', army people loiow ‘all .of ‘the dodges, and, 'if cornered, con always cry,

'Top secretl! in ‘the interests of national defense., They will ask for
appropriations for new shirts, when they have a surplus,of: old shirts
being sold on ‘the: market for less than new shiris cost. them, . They have

' gno~cgnception~ofvecoﬁdmy.fvDuringiinternatipn&1 diétuerh¢ésjﬁhey are not

3beyqu,trying,‘sometimes5suQCéSSfu11y,Lté scare us into voting almost

unlimited: funds.". : (Extract from article; "Would You Let: Congress Run

Jour Business,!' by Albert Gore) U;”S.”RépreSentative_from‘TeanSSee, in

‘the American Magazine, Decerber 1948, Page 12, . . ...

”"'.Ifdo'noﬁ‘ébmpletéiy-agree Withiﬁhaﬁ'opiuibn;i; was;relﬁéﬁaﬁt,forua

‘ while,to,guote«it;'fI‘believe, however, it is significant in two respects.

First, this article was written by a congressman, a very prominent
member of the House Appropriations Committee, ‘Secondly, it appeared in
the "AmericannMagaZine,"‘a'magazinevhaviﬁgﬂa,national circulation, the

. .kind of: publication that is read by the middle~of-the~road man, the

- backbone of the Nation, the taxpayer; it isfnotvpafticulafly‘good"public

”,relationg,

We' may deny thé?statementsicoﬂtéihéd“thereiﬁ:i They'may5hav¢ an

element of truth, however, Certainly the Eberstadt report tends to -,

_,indiqa;e~thatfthey,doﬁhaVG;an“eleménﬁ qf‘trnphg::If,ﬁhatjiégthe,gase,

10

Sk ] ',’. g':: f,:\* . 7Y
y LG




1235

T

"what con we do. 1o prov1de thc Uhlted Stutcs wntn better natlonal defense

L at reduced costs?

-

Ond thlng'we mlght dO‘would be to accowpllsn 1ntegratlon rore sut;s— :
factorily and ‘quickly. However, %h%t is out of nmy field, That, I an-
' sure, will'come. I thlnk we all must agree that representations whlch
. aré being mode with respect to the ability of each- .of the Services {o -
- perforn certain functlons best: are made, by, respon51b1e of ficers who vre !
kiiow are d01ng thelr JObS in ‘the best 1nterests, not- of their: ?esoectlve
. Services, but" of national defense .as it reldtes 10 ‘the country as a- Whole.

+ We know that,  We must: ‘bélieve thate And we further Tnow that eoch of "

- these gentlemen is- completely loyal . to his Commander in Chief at the time
these recommendations aré forwardeds That is what he believes, and only
time, history, or an arouséd publlo oplnlon is goxng to do much about that
phase of the problem.vj E REN AERN v

. However, there 1s another fleld where we can reke Some progress'
that is in the routlne, day-by-day business administration procedures
~within the Servicesy There is & time-honored way of controlling us by‘-
fund. llmltatlons,gycongress just says, Nhat's it.  That's-all: you can:
haves  Get to work And do 1t within that amount," That is a rather poor
way of doing 1t. We. have the fixed resoon31b111ty of making approorlate».(’
ﬁrecommendatlons as to what we: need and cen eff1c1entlj expend. e

A second way of 1mprov1ng busoness wethods is through dlsclpl;nary
‘measures."Admlnlstratlon of funds is just as important a functlon of -
commend as the administration of personnel, Wasting funds is Just as’
inexcusaole in this crltlcal gituation as wasting the llves 6f men on the -
field of battle. One way in which it could be handled is through the -
pronpt ellm*natlon of people who, because of some personal: whinm- or the -
fact that they are not 1nterested, do not. con31der prowects in terﬂs of =
' costs. : : ; v

A ‘third way in whlch 3t could be done is through educatlon.' The "
Eberstadt report, as. rpported in the presa, states. ‘ 2

“Turnlng to budget problems, the comml ttee /fberstadt Comm1ﬁ£eé7
urged the establishment 'of a controller in the Secretary's office
Zsecretary“of Natlonal Defense7 and. unifern gecounting and cldsgificat 1on
~ procegdures for all three servicess . It desoribed the budget ‘a8 ‘the most .

- importent single instrument of oontrols in ‘the: hands of the Secretary and_~
a possmble potent 1nstrument for econpmy. R

"‘A sense of economy and cost con501ousness, 1nst111ed from aboVe oy
strong: cost-control and accounting methods and injected from- beldw by
teachings in our service schools, is needed din the -armed forees,‘ “the
report ‘added." (Excerpt from "Defense.Setup Under Merger Deficienty = .
Hoover Unit Reports; Security Apenoles are CrlthlZQd"’ Lhe‘Evenlng Star,"
Thursdaj, 16 December 19&8») ‘
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, I have worked up & case ‘on this aspect’ of tbé‘gener&lisubject;;Tf*
Inasmuch'as the subject was one that was liable to some: controversy——as: a
matter of fact, there was a bar to discussion of it for a while—-I wrote
it up on the fifteenth of September; which wags the 'day we were supposed

- to give the budget to the:Bureau' of the Budget. As you know, we weére not
N able'to_meet~thé‘deadéline'date.;%Iuthought the bast Wﬁy?in“Whichfchould v
. keep a record from the fifteenth. of "September until thé'student committee
took this case ovériWasjto;cﬁttout,newspaper clippings; and we cut out
newspaper- c¢lippings ad nauseams - I didnftfrealize'it%Would.be the only -
-thing discussed in tEE'newspapers_at»thatmtime.g,Wé have g series of news~
paper items that,run'the\gauntletufrém.the’senibf editorial-writers of
,the‘News:York.Times'and;thenNew1XQrkPHer&1dgTribune;down to incliide the
- cartoonist o a newspaper: here .in Washington. : i = b
An interesting thing déeveloped while this was -in the ‘course of
preparation. Starting on the fifteenth day of September, we found news-
paper clippings that~stated»yhe;problem most effectively: What are we
going to.do about the National Military Establishment budget? Then there
are a number .of varying newspaper opinions. = Three months “and- two days to
'the;day;from‘the]day‘On-Which Iistarted this job, Mr;'Eberstadtﬂcame out
with his report; L didn't realize he was also‘interested&ih—theféamea“‘:’
' problem, I find that the beét}brainS'inﬂﬁhe=countryaﬁGeneraI<Eiéenhcwef;
 Admiral King, and Admiral.Nimitz1inc1udeda~have,beenﬂconsiderinégekaétly
the same problem.  So the last clipping contained in this publication has
twd,or-three'staiements of “the -report of the Eberstadt Committees: It has
been-fbrtunate‘that(this;informatibn constitutes, in effect, almost a-
textbook, . It states the problem, it- discusses. the: problem, 50 the best .
‘brains;of-the cauntry,have,given us a-solutiotr, . I might-add that it has
conSiderablyyhgiped,the'studgnt)oommittee‘of»zo-who are working on this .
particular: job,: o e e e e T T
That being the case, I have taken the liberty of having these elip-"
pings put in the form of a 20~page newspaper. It didn't cost much nore .
to get 200 -of them than it did to get. 50.0f them, so.T had & copy ‘made .. .
for everybody. I‘had«them‘all,diStributed}tha s If:you get-tirie, .sit -
down and read it., It is good background on a problem of -extreme :
importance to all of use L L - R
. -The last way in which we might approach:the subjéct of war finance
iS'with[respect~to‘plans»for.édonOmic'mqbilization. -When is.a plan for
economic mobilization complete?  When it is approved? . What are the
various: steps that should be ta:an-prior.to'final'apprdval?-‘Then5 after
it is complete, what should we do with it? Well, I am going to tell you
what we did with it in World Wer II, I must beg. the indulgence  of dne or
~two people who heard me last year, I.amutilizing the same case to .
- demenstrate this point. It is not %hat.L»amutOO'1azyftoaxe§earch_anOther
case; it is just that this one brings out. gé effectively the principles
I have in mina, - . . © LT ’
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Cowe adopted the"expression “phony war." It hed beeﬁ g01n

Ch Arm1stlce Day, 11 November 1939;1When the :
; he flscal year 1941 was- belng heard before ,e“Bureau o ’the Budget, ,
~ there wds ‘a war" going on in Europe. “The G “mans had advanc”d dcwn 1o’ a
certain point and had been blocked at the Magin i ofels
Russia was doinge” It was quite cenfused.*

" of years; but we weren't too much ‘conicerned. *We had.-a War Departnent 4_jg:
'approprlatlon blll at that tlme 1n the’ anount'of 800 mllllon dollﬂr‘f e

- Finally, on 23, Febriary 1940, this 411 gob bo the House, and the'

'},House ‘began 1ts hearlngs. ,The hearlngs were quite, detalled. The record

congists of & thousand pages. TWhat. did the appropriaxione conmlxtee Jk -
about?  Remembér; there was a war ‘going on in Europer-the "phohy wa; '
They -talked about the pay of flight surgeons, they - talked ,about th
struction of the Army Medical Library; and, ‘they talked about:gdmi
tive: prom"”ons'of*departmental employees, ~A Mrs, Noble” Netiport
" president’ of “the-Nationdl Patriotic Council, gave a dissertstion on C.
which was quitéinteresting, The House hearings- ended on 26 March 1940,
:and ‘the. b;ll wes passed invthe\amount ‘of ab 6@0 milllon dollars. ;‘»

The Senate hearlngs began on 30 Apr111l9h0. The, gitdatiion’ was stlll
normal. Thén 'on*10 May 1540, semething horrible happened. “The ;Germens
1nvaded the lowlands. They broke: through, For the first time it: became
completely apparent that our security.was jeopardized. Whatiwas the

"7 reaction of" Congress? Senator ‘Thomas of Oklahoma wag the Chairman: of the .

" Mry Roosevelt was Yeported to have said, "That's fine. ‘But this

‘Snbcommlttee on’ Military Aporeprlatlons. He said, in effect) We will
' ‘recess as of now,  You gentlemen come back one week from today'w1th your
‘addltlonal requests for funds L e RS

E: When General Marshall, the Chief o; Staff, heard thls, he imm diate~
1y'went to ‘the White House and,reported the matter to Mr. Roesev .

e_“Weerepartment wars . This is a national emergency, thig is a ‘national B
“wary: .The Post Office Department, .Commerce, Interior, Agriculture»«they ‘
are all concerneds- I want’ to' give them equal: opportunlty. ‘Therefore, I

S willogo on ‘the: radlo on-the seventeenth of May and,e 1‘1n bo the Natlon,
- the 51tuatlon we are! 1n.“ He did, e Cy fu A o :

'.e.

Well, on 17 May l9h0 we' went ‘back and handed tHe Sena¢e an aedl—
tional bill for another 600 million dollarsy’: Tne Senate Hearlng up to
that date . had 'covered all of the blll except: four pages. The:remalnder ,
of the uenéte hearlng covered the remalnlng four: pages. - The blll cane
out of the Senste in the amount of 1.2 billion dollars and was: reterned
to.the House, - The House had ‘spent weeks: in deliberation and'vettlng a
thousand pages of testimony. - What did they do when they suddenly got an
incressed appropriation bill for another 600- mllllon dollars? Mind you,

7tnls was a reversal of recognlzed procedure.'e :
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I might explain,. Appropriation bills must ordginate in. the Houg¢ of

Representativesy Afterjcgnsiderationﬁby‘the?H@uéefof;Represenﬁatives,

they go to the Senate, the-idea being that the Senators are older-and

~ wiser men. They stay thpfehfor‘six;yeara;;JTherHouségis'gOHSidered;a less
‘responsible group, and the Senate provides a check on the Houses -

»

. But in.this case, by Senate amendment, we had doubled the approprif-
tion bill in cne week, ”Whenﬁit;gotgbagkjta;th?aHouag,gGenexaltMarshall

| “walked in ond''said, "Gentlemen,here it is." Pages 1 and 2 of the sup-

PlementalvheqringS“éré'taken<apﬂw1th}the,détails‘cf}thehrequeStgj“Atepage
- 8, Mri Joe' Steriies got up and s8id; in effect, "General Marshall, in:view
“of your cbmpletefdiSélos?rg;of,1n£¢fmatioh5ﬁl’feel:thapftbe'%i@e”hasﬁﬂome
rftofquiﬁtOJEXeéutivé?Sé§sipé._JTherﬁere,-I;Suggggt,that we cgll thig:.
. thing offand vote the money." And that ended the hearings-not quite,

‘»aKLWéThévé'alw&stin‘dur’Gbyérﬁmenﬁ7certéin}political'consiﬁérétiQng'
~They”qannot'beﬂavgided‘l;é politiéal”consideratidnxentered,iﬁtbfthis, o
- matter, It is'a matter of public record and I think it expresses a -
1”cértain;ambunt‘of*éqnfusiOdefﬂthouéhtg1maxbeﬁthegtypg.o£.apnfusipn-of;'
.Vthaughffthat_miéht'éiiStjtbdayg :One of the members. of Congress asked *

that -hearings bé-held open orie Tore day. i -He had a statxement 40 make,

T quotes

. '[”I;&ijﬁfeﬁitfig;uﬁﬁgcesshﬁ&ﬂfor;me.£§f¢élluthg,attention'Cf;ybwnv
Committeegtp*ﬁheffaet}tnét;pheré'is;agxgnasugl,amqunp;of fifth-columy - -
activities, spies, traitors, and other brands of dangerous scallawags now
operating within the ‘borders’of Wexico in the south, Members of the '
committee know that Communist end Nazi leaders for.the past fews years -
- &nd especially for the past several months have been making some inroads

in;ngicogwélfhaué'ngfthought;ofﬁalafmiﬂg‘thisﬂéommitteejandnyt Twant:
tO'remind‘Yvu;:Mr;§Chairman;~aﬁﬂveaChjmbmber@di*yourqummittée?thatain -
case of a. threastened armeéd invasion ‘of ‘our own beloved Americay possibly
idnefof‘@urﬂmbst5Vulherablefépqﬁsfis3acfossfthé’unpr¢tecte@wRiQ§Grandé‘ ”
border," (Hearings befOrexthe-SubQOMmittee.of,théggommitteefonﬂAppyepﬁia-

tibns,?HogseioffRepreSentatiVES;k76thﬂQongress,_Third-Sesgiqa,gon,thé': o
Senate Amendments. to the Military Establishment Appropriation ‘Bill for = -
19415 statement of Senator Jed Jomson of Oklahoma, pagegé._&,»);:; A R

st 36 he driving &7 - Let's g5 to the last paragreph and seey

!}Qiﬁ“céhéluSioh;1etvmé:ééy ﬁhaf”Iffééi{fhétfﬁimé,igpﬁhéﬁéﬁéencé ingey

_'thi&£Wﬁpleﬁpreparedne$$Fprogramq11Wé¢mﬁstvnot1dillydallyfand’dalayaas
FfanceKand”Englandiana?otherQnétiopthavé,ﬁope,: I-am enthusiastically: . -
supporting*theﬁ?residént%sﬂbillidh—dbllar.pngr~ﬁthich-I ynderstand is:
coming up-in Congress this week and hop® that this additional prepared~
ness'programyWilljenaplevthe War_Dep&rtment“tq?gstablish'sevéral"additional
air-bagés ‘and 1 am-going~tcfinsiét}that"atgleast.oneEOfﬂthbse_bases‘be-?T

establishédfiﬂjOkiéh@m%§?“;(8éé'pgecgding.rgference,) S

e
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5 itamu3$gbg‘prgpare@%ingsnéﬁ%a?Wéyathat;tﬁf .

imilar to this oneTafiSej'Wéﬂpan have it ready :..

vmobiiizatibﬁ‘pléﬁ“toxbe.cah-yyf. 5

Pent as justifications for fuhds), < ‘ v
AT *f*:aduﬁledgthisfbiiiﬂiﬁ,hﬁéfﬁégg,;ﬁ~19ud;LuThegAg" SRR
ju;tificatiOnSathat,WEre presented,ﬁhowevér,'IvCanfa3sureiyou;wbore,n0y» T

‘tﬁl&@i@n*what59€v??4§oran economic mobilization plan thit Had been in the .

5 year ”@nﬁ{was#securély,iqcke@5gp:inwthe;§g£es;in;the'Wbr 5

supplementals, ' ‘e Munitions Pro am of .3 June 1940; when we called the,
.National;ﬁuaxd,intofFederalwservigey,evérytimé,We{tﬁrhed*awwhee;;lWEgputpw
injangpher,pgqpest-for,funds;~;Whyydidn!t we,use70urfedbﬁémicfmcbilizaf.;;3
sion plans? Ve had & revision that wag o de in 1939 which was less than

a yéar Qld;;»The=5ecretary.0fvNationalfDefensé;~inVappéafingﬁbefOre;the S
Senate Special C quuittee to Investigate the Nati onal Defense Program, on. .
22‘0qt¢ber,12h?,jhéd‘thinto‘saywabé@tfita,wugu R T e

FVUFrom.curvexperiencefid 1917;18;'wé'leérﬁéa“iﬁéﬁ,pfépéﬁédﬁess&in=,w.
,planning'farznational security ;. oo .
‘ qss,;weyerg,:in,azlapge

23

lndustriél,@attergfis-egsentialﬂt‘
e i

50-@ tablishéd,fbr,tﬁe%ﬁré",ing.offAr@yv'
-and Navy offi “in' ) ial . spect’bf:wat§":L(ExtraCﬁﬂfrome e
;Qstatemenpsby;théj83cretary of Defénse befdre7the=Sénaté*5§eéiélfcommit;
'ﬁeéfté‘Invéﬁtigate-the~Na£i¢na1,nefense;Pragramsﬂ22;0ctober;19u7,~ICAF .

ff‘Iheiéfié-é¢ﬁé}furﬁhér$disduébiqﬁ;{?hQ £heh'hé.geﬁé'dowﬂTtb;théfbian;

"'QThejplanpwas;;ijcgurse,ungtaperfecﬁ,,aslanynsuCh"piaﬁ must Neces-
- sarily be“impérfedﬁnwhentitkiavbaséd qnfintangiblésfapd assumptionsy . In
meny ways it was too generalized, It did not recognize the ‘extent to -
Which'thé‘country’s;entiré economy must contribute to modern war--an
understandable short-coming, I would say,'sinqejveryﬂfGW'péOPIeVinor:to
"WbrlqzwarﬂLIQdi wfullyffecpgnizejﬁhis,rggt,g;The plan was deficient in
fthe,developmentjci‘%ystems@and progeduies-qfﬁCQntf@l;;éuch?aSnﬁhéfﬂon~

trolleq MaﬁéfialélPIén'evolved»during Wbrld:%ép3ll_fqr the allocation of
steel, copper and aluminum;'kSinqe\itlwasla-prbduct of the Army and Navy,
e T
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the plan brobably’didfnot give-sufficient'emphasis to civilian‘phases of
" g tobal war economy. The plan was open to the Objection,that military,

*minds'had-developed~dontrols covering purely ciVil‘matters;éan objection
which jeopardized its acceptability regardless of {ts merits." (See pre-
. cedinggreference,fpage'2@) ‘ \ , i B ' ’
There is further information on tiis point if you care to read ity .
It is a publication of the Industrial College of the Armed Forces. He
concludes by saying: ’ T S T s '

tWhether or not the 1939 plan, with its short-comings, would have
- ‘been better than the steps that were actually taken, is a matter of con—
- jecture on which various people had end still have'differing‘opinions.*'
One thing is clear: ‘the steps that were taken gave us & tremendous out-
,,u.,pguringgéafZVshipé5”planes5ﬂgnd;guns,;and,ﬁhereby gave;ﬁs‘the.means;With
‘ f_mhiphﬁwejw%ﬁvthé~waf;wjV(Samé-as‘preCediﬁg'reféfénce; ST '

. I have on¢ br"ﬁwQ“bbﬂdthQpnsvthat;ypu“cah~a§c§§ﬁjor,réject,’as you
i gee:fite T T - S S

1, At no time_in:the-foreSeeablewfutﬁré méiné“dfaftQOur,plansifor’
' peacetime 0r~wartime'operationwaithoﬁt:includidgﬁméfé;ahdlmore of the
‘considerations -of coste’ R SR TR E ’
L ’;’,»2,{a1t'appears'to'mé.thétaour?industrial and economic mobilization
' plans, inasmuch as they involve more people, more supplies, & broader
knowledge in & wider field of subjects,aand*similér'féétgrs,;require the

-participationfand’advige'of”bth'rﬂgcvernmenﬁglfdéﬁéﬁtmenﬁég.industry;;and-

' pbpential”allies'ihian;ianeasing degrees

3. Our plans for ecenomio. snd indistrial ‘nobilization mst be in

_Suchgshapeythatithey“arébavailqble]for instaﬂt*use_asﬂjuStiﬁicaxions‘for
. estimates‘for.requiréd‘fundszingthe_eventsoﬁ*an emerggncy; ' o

[P v

. To my mind, thetbé afe three important "M‘s“:to‘eéongmicvmobilizaticn;'
materiel, manpower, and_money.-<Any3ec0nomicﬁm6bilizatidn,plans that
 might be drafted with conéiderations,given?onIy'ﬁérmateriel and manpower
‘and without regard ﬁo”§h§ aVai1abilitysof.fﬁﬁds:afé;;indeéd;[illogical.\
o Frpmvnow:on;«bedéﬂééfof”the}éritical.fiécalfsituatibn‘thaﬁ'nowk" ,
exists and probably will“exist.for;manytyEarS'EO”cdmé,‘WG in.the Military

L Establishment'céﬁnpt"éhd mqsﬁant_ignorecthe?féﬁtqr:of“bést}hx;
'“:iQﬂESTiONf’“Colonél”MECulldch,,I would Mike to ask yéﬁiabout'the '
national debt’ as ‘ghown by statistics given by -yous -Has any consideration.
| been given'to.the fact that dollarsqareng.uneqﬁéltvalue'from‘1915 to 19487

L
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| .. COLONEL MeCULLOGH: T wili ggreé;;éir,xtdzaajﬁétJthéfiélﬁeﬁbffthe'"‘
dollrlfyouw:.lldo someth:.ngform. v T Ve T T

*ﬂﬂ?‘7Oﬂé~dfjtheﬁﬁﬁihésfthé%fié7ﬁpséitinégét~the,ﬁiméﬂﬁhéﬁgéﬁﬁﬁrbié'are~u

- institited in an emergercy is the fact. that: very" little consideration is

o . steh people: widows, orphans,

""v.;how;oﬁt@n(ybu*think_iﬁeterms;’

o health, & $¥ipyou think o
:-80d you expect, in the bae
. wouimaintain g

. glven to the people who .are Tiving on. i‘ixgd,jinciomes’r "There are a lot of
Army officers » and Navy;.o;ﬁ_‘fiaers » also .

churches, hospitals, end other e.lee,zggsynary.»in'sti’cm;’i“onsf I recall that
When'lWaé.aeﬁecondilieuténhﬁ%s\a;sOlonelrdid-quite*all'fightsu:~t‘ |
o Iaskyoutocompare ’fybzi’:rf,;s‘:i.fb.uaffionb t.édaywii;h_fthata_.of;,a say & bricke

iayer-; and then go back 10 yeers and .compare your situdtion then with thatof a.

picklayer,  We should take into accomnt the devaluation of the currency,

- Honey value 15 a unit of though

- Whetever Wit it happens bob

medl at the officers ¢lub, your time,: your
eﬂin'termagef:fuﬁds; 8'unit of wvalue;

. i Four' mqnthly ', 1nc o’me; . tﬁe

ety " YOur mind, that ‘that unit of value will .
ertain. element of stability, The worst possible thing you

 can'doi to g nation, to a group, is to destroy that.element of stability, -
that wnit of thought, :The ‘thing that différentiatés ‘Yo and ‘me from -

&nlmalSJ-S the fdct that we can’ thinle, - If we out off & man's leg.or arm

~-and did ‘hot interfere with his‘méntaliprocesges,,he’wo?ldféﬁillube a o
normal man, But if we upsét his. mental processes, ‘he*Would not bes And

i QUESTIQN%f;?héi-doasfnﬁﬁf§é§m7t§.aééwer5my5qﬁé§tiéh;”fIffhiﬁk~your
peference“_‘jto the bricklayer is{’c;uite, .important, ‘Because the bricklayer .

when the basic' pay scales were set Now, £ we couldadjust cur income
- 88 the bricklayer has been able to.do. through bargaining, then, . perhaps,

everything would ‘be all right., But I ;s'ti_llgmaintéin ‘that, .in ooking at .

the national debt;iWE}get.avfalﬁéfbi¢ﬁuré»unlBSS“we“considér'itvin rela-

bion to a fixed dollar, Perhaps 1t-is not so much out.of line,: " -+ -
COLONEL McCULLOCH: - How can-we pay off the-national debt most ..,

e3sily? ‘This'is the simplest W8y to do.its After we Have incurped ari -

' extremely large ‘national debt, one. on which we are ircapable of meeting.

the,int;ere‘s.t"i payments, where totgl national income is not sufficient to |

Support :a -tk structure that will provide. enough revenue:to permit of debt
-reduction, we can devalue the dellar, By devaluing:the dollér furthey -and
“further, we can. prom;ete,”inf’latim‘,';* And, finally, when we 88t a two-gent .
d°113r"WE;Will:havefa»natibnalrdeb#that_can'bevhanqléa."“ DI

R i




?&.‘rz«&;‘?‘; : . o .
- But, 1 submit, in~ré£utation;of&any~cqnsid¢ration:that.mightvleaﬁ to
the adoption of & policy of that nature, that you read what has happeneéd
in China in the last years 1 read about a week or'sd‘ago'ofafhefbld*WOman,"
in Suchow Province I believe‘it;wasg‘whoejumped;downiinto a well because
shevsuddenly.realized'that'her.life!s-savingssshe;wasfhoarding in cdsh '
were worth only 19 centse -7 ' R P TR ST P S S
“You expect -the bond YOumbuy'today~tp~havé'pgrchasing_pcwér 10 years °
from now in some Teasoneble relation to purchasiﬁg’querjﬁOday.;5if'ycﬁ‘
 didn't, you wouldn't buy the bond; you would buy a farm in Kansass

QUESTION: ' “Newsweek" carried a front-page article a couple of weeks
ago called “Paying Too Much for Our Bristle." ;Ifwasyintere$ﬁed'in.that
in eonnection with the President's. report, which. indicates that one way
of handling it is'juSt‘to'getfléss‘bristlef‘at»laast;so far as the Air
Force is concerned, by going dowm in the number of groups we are going 1o
have, My question is, how are we going to get more for less when the price
of everything has-gone up? ~Stesl costs morey labor costsjmore;vresearchf '
and development cost mOregﬁiWhatware'WQ;gqing to do whei evén our subsonic
fighter planes cost over 2'million dollars apiece;in;quantity‘lots? ~

COLONEL' McGULLOCH:  The way. to-handle. that, sir, is by the institu-
tion of controls, and“forﬂthe*firSt~tima‘in”theghishofy‘ofuourfNation we
are seriOuslyﬂcoﬁsidering‘tﬁe“iﬁstitution,@ffcpntrols'in'ajtime’Of L
technical peace. We can. set controls on prices. - We can set controls by
ven on mERpOWeFs . | Lo SRR 2 TR .

That brings up my=qUestion,:;Gan~we_pperate‘agfree economy . under ‘2
dem0cratic»SystemiQf“government}when,ubecauSé of circumstances beyond our
control, we must exercise arbitrary controls on quday‘anﬁ'¢0mpletely 

' release the controls on Tuesday? You remember mﬁ@t*ﬁappened"after.ﬁhé'"'” '
war. We had plans for letting controls..off in such a way that the.
economy could abSérb‘thefmen'aS”they;WereediSQhérgad‘frOmraervicg;,‘Yéu‘ifw
remember what happened. ‘"The7waruis;Qver;sixmmonths.and1thnnie,isnft_“ T
home yebe" Johnnie"got.homefiﬁganhurry}gegardless;offwhat would happen = -
to the economy of the countrye S 0 o ST A

LI )

, A peinstitutionh of proper controls is.the only way to handle it with ™
respect to prices. But will Americans® take. 147, I;doﬁ?tlkﬁdw; S
QUESTION: Would you discuss for us, please, the relation of public
"debt to other factors, guch as national income, and whether public debt
conld approach a peint where it would be, disastrous? " If not and if we
don't know ofjany‘relationship,ineedfWe,wbmry'about hdwEﬁg§Lpub1ic,debtt;
cots? I EeIARTEE . © ORLY, OO AT IS e
COLONEL McCULLOCH: The answer: to your question is that I will not
‘discuss those factors.. If I did, it would ruin my discussions that I am
conducting at~seminar‘peribds;with.the_20"members;Of‘my1committe¢; ‘They

18 . N .\’




are going. o' get those answers. for ne. There will be a student ‘Presentan
'-‘tiQn‘@hat:willvingorppggt§3ppeebesyfideas of 2Q'selectedgmembgrSAfot@is‘

. .. - CRERERS RO N
. e et T T

barrel philosophy. of edonomy,\or,viceMVErsa,'and I'think it is- undoubtedly,
Just & you'said, & véry sound propositien.. Certainly it is easier to
understand,T Buﬁ,wﬁy;;thegﬁadiggWe,setganﬁoutstandingEexampleﬁaSJQnation
of beingiuhwilling‘tqn“ay‘for_afwar which we deened necessary? . Why ig
the national debt so high? Why do we insist on reducing texes instead of

B QUESTION isir,'Igwas,mQSt,interestéd;invyoufvpraise.for{the cracker~

'&

Lo

|

\"”l“COtONEi'MdGULLOCﬁ;'1Are:§6ﬁ iﬁ'm& comittec? ':‘; *L” R
- QUESTIGNER: Wo, sir,

. GOLONEL MeGULLOCH;

‘cove

GOLONE Hs Well, T have a case on national debt ‘that will
T BL Weshin in vome detelly. o e ce L

Actually, as briefly an ¢ succinetly as.I can, the. resson. that we ';
don't pay on the national debt is this: World Wap I, you remember, was

the War‘to>egq?wars,wand;everyquytga;d,~¥Thatxis%thewlasﬁ‘oné;T*Never

-again.  We 'are _g;_om;glbaé"k;'tb“bu;s.;ft_ness as usualyl ‘And We. did, ‘We made’s
Prety’ good: showing, Byen with a small surplug over:a ‘periodiof years,
_under verijOﬁSQrVatiVé,.hardﬁeaded,4businesslike,,praiseworthyﬂadminis#;
ﬁfatibn,jWe“teduced'the;natiqnaLhdebt‘spmewhat.:fBut?ciréumstaHCQSfthaﬁ
havb‘ariéen_singe*thep;;ﬁhis,aepies;ofjcrisesﬂwe,havergéneyﬁﬁpqugh'Sinbe

1532, have.occésidned*large publié~expeﬁditureSéémanyjbffthémfdompreﬁeiy

justifieﬁ.;_ﬁhén:ﬁk@ldiérfII}ﬁ@sioyér,aﬁé;didnﬁt getaaﬁytsuchibﬁéaﬁhi&g
spellfgs;chﬁ'fédléftgﬁ&ﬂbrld,Warfx;'tlnmgsh.notmtalk aboutiit;“bUt“thbre
is something wrong )

€ Mrong-somewhere. I donft Jmow.what a:cold war s except.
that Uy, Walter. Li ppmanr
defihe 1t in' answering lir,, Kennan!

Lippméhnféhqsg@to;greaﬁejthe;expneéSion?andﬁattemp%éd;$o~
: .s;article;thatyagpearedhlasﬁayéar;““You
don't’ lmow what, g cold war ig. gither, I am surew But every- time we turn

around” §omebody seems to befdisappe%ring;ﬁr@m%theaface'of the earths we
want to make sure that we don't join them, o ' : '

’ QﬁESTidNER:Wzslf;“i‘meéﬁi'duriﬁgfihéﬁWér@f In other Wbrds;xgpmpare :
- the income taxes that.we paid during @herwargwith:those'paid.byuthe .
Pritish, for example, -~ o reTEn e R

.CéLONEﬁ'ﬁéCUﬁiOﬁHQ‘hTﬁaffiézsimplé;'TThe moéthéonéefvéfive\thiﬁg'We

- cen do in- paying for a war ig tp,adopt”aApayuas+ymuagéLpblicy.f I served

with the BritisthWéﬁtysfinﬁt Army Groun during the war for shout-a year,
and I”knew“a'numberjof;iieUtenantpgolouels,in~theiorganization: I’ found,
much to my surprise and consternation, thatﬁSQ,perdentfof.theif’pay,was‘
being immediately returned to their government in the form of income. tax,
That wag being done in:England because she was faced with a situation
following World War I that was somewhat comparable to the situation we

_ RIEEATD 1T I




face todﬂy. If you. don't belleve ity go to the flles of the National War
College Library, get the "London Times," and see what the British public
_ had to say. -They were going through the same sort of mental processes,
the same flscel confu51on,_we are g01ng throunh now.

People will’ pay for a wer on & pay-as—you*go ba51s only when they .

'.1'absolutely have to do it in order to win the wer, and we were nob ‘psyclho-

,-”_lOglCﬂlly in the position where it was forced on Use.. You may call it
,Aflack -of ‘character, but: that is the Wﬂy'we dld it.; Thut is the way the
.fpubllc wented it done._';"

_ QUESTION“ “Golonel McCulloch, you steted that people w1ll not PRy
~foraiwar on & pey—us~you—go bﬂ31s unless they have to. However, they

" bought whr bondsa -

COLONEL MCCULLOCH‘ That’s r1ght.», W

QUESTION' Tt seems to me that if we. could have used those war bonds
~as collateral at banks—-big or 1Ltt1e——the war bonds would still be out
ivlnstead of turned in to such & greet extent. Why can we not use a way

bond as: ‘collateral for a loan9 ' SRR
_ COLONEL McOULLOC We cannot use 4 war bond as 0011ateral for a

“loans If we permltted “that to be done—~here I'am- p01ng into elements of
”-my'case on national debt, which T- regret to do-1t would interfere with
the: credit base, the credlt structure: of the Vatlon. The - Governnont hasg
"‘adopted a’ pollcy of supportlng the prloe of the'war bonds wo now haves
‘We have relieved the investor- of the risk of fluctua tion. "And if you
-think government bonds do not fluctuate 4n a free market, go back and
read hlstory. We have in our hlstory sold S mllllon dollers worth of
© Yonds inorder to get one million dollqrs in cashas “The" publlc today °
wen 't ‘put its money int'c them unless it ig assured of getting it back,
plus’ interest. The Government has ‘héd to adoot “that policy. Once we
_throw ‘ponds into open—market operatlons or permlt them to be utilized in

a manner ‘that will broaden the base of credlt, we. Wlil be in a worse
-,s1tuat10n than we are rlght now. e ) .

[ ’:.-','z' B

I hooe that pomnt wxll be covered 1n the student presentation.

QUESTION' Colonel, I con31der ‘g pollcv o? attemptlng %o réduce the
national debt 1noon813tent with the Government‘s policy of increasing the
\standard of llvmng and oroductlon.. Do you see a connectlon there’

COLONEL McGULLOCH.‘ Sure, I see a dbnnectlon ‘there. T “would like to
be in Palm Beach todays; I think many of us. woulde. T would like roast
- ‘duck for breakfast, and T would llke to own a house here in Washington;
'but I don't have the money. ‘ ‘ S :

. ."\i‘ 20" P ‘
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4V,j;,;QUESTION:»‘Qolonel,:fipst,‘liam notyin‘your{financé'Section;;l amin o v
.+ the labor group, . -Bu‘brl~i‘>‘noticed.“th,at ‘the-CIO Council has -recéhtlyaclaiméd
"‘tha$;the‘debtﬂiSaWell'Withinisafe1limits.;,Wbuldﬂybu1caﬁe‘tba¢omment7bﬁr '
that? : Sl g T e T
_ ?jy;yQOLONEL'MbCULLQCH:ffCommander3 I have-been;WQitingufOeruxﬁe:get,ﬁp.
g;;;dqq'p*say=that:with3any"persgnal feelingstat ally: You;muatfforgiVerme;
but Tiwill haveﬁto*put;this“ﬁ&oryzover;~ AT G R e L

B a

irn

af;,,i;Iﬁ5cénéiaéfingitﬁ§é subje¢t,;IfhaVe;taikéd;to‘é?ﬁuﬁbéQ;bflﬁééﬁle}%T
I have. gone tb,peqplexﬁnatbeanint~Chiefs;ofgstaffmlevel andasked; ‘"o’

' élways7réply5 FNo,ynQ,gQOu*f?hat‘Wouldﬁbe}bad,psyﬁhologicallyuso far ag:
you-know-who is concerned., . It can't be-done. After:ally, America has -.
juét,as,much.iron, Just as much s Just’ ch: manpower, and Just, as-

' ' 1t -We need-this money,

r[-u,:Then;I:have,gonegto;st;dentstin»the.NationalrwaryCollege*and~asked:
them what they thoughtﬁapggt-it. 'I~said;-”InﬁthélconsideratiOn of . your

strategic‘andutaotical'plans,kdo,you consider logistic feasibility?" _

They said, "No; thatts youxijob.§9Wé,Willbgive*ydu a:pman*that;we think

is necesgsary to protect the United States of Ameriga, But, whether there
is enough;coaliorairon'or«stéelJorfoil-or,money~;thatfs,ybur Job not ours,
- We are not in the fieldsofbeSineSS,administration; We ‘are in strategic

. planning,"

S0 I thoughti;"Wéll, I had better go to somebody here in the Indus-
trial Oollegesand see what he thinks about it," Unfortunately, or
fortunately, I happened to run into the Commander in the hall, T asked
him, YAre you going'to;take.war‘Finance?” He said, "™Wo; I don't have any
interest in it," "Why not? It's a subject that seems %o me to be .
pertinent to everything in economic mobilizaticn," "No, not me, "Well,
what is your concept of it? Why don't you want it?"  WWell, I'11 tell
you, Colonel, I'm & line officer, and I figure the'thing'I am most
interested in is command, If T have any financial questions, I am going
to refer them»to,the‘properrofficer in the Bureau of Supplies and
Accounts,.t - L :

L U QUESTION @ In about 1939, when things with the Japanese were looking
& bit bad, people were thinking whether or not the Japanese -wonld go to
ware We would read some articles that said Japan wouldn't go to war
because she didn't have the necessary money. The resxt week we would read
an artic1e~that‘said,Japan4wou1d g0 to war because she didn't need money

, to;bondudt:a‘war. “Would you clesy uphthOSe‘contrafy\pbiﬁts.of‘view?“‘

COLONEL McCULLOCH: Yes, T will try. .




%

I said in my £a1k'thaf’Wéfééhnot*cénsider‘the subject-withodttééhsid; B

v'iering,genefal economic‘theoriess'.Wéll,”We cannot make any general. . -
" theories that apply to everyones In my humble opinion, although it is

not a part of my course, I feel that is the one thing more than any other

that might serve effectively’ﬁp,defeai this concept.of commmism,

. Communistic concepts are not going to be a@pliedvsuccessfully~;oevefybo&yf

* know what it was all about, put he said thit if that' is wh

4t

in the world, It is an impossibility. There are differences in geography,

wealth--those things are very importent considerationse .

‘differences in economics, differences in know-how, end differences in. =

; However, you can vary yéur_politiéal‘?hiloSéphy,to-the“end that.you
can impose controls in an indressing “amount in o dictatorships. -After the.
war, Belgium did & magnificent joblmﬂ”éffectingfaniadjustmentgin;itsq o
currercy, and, as a result, is moké prosperous than any' other copntry in
Burope todaye. Russia.éffected’ahAadjustmént,-toba*iI.waSzquite interested
in that because on the day that the new ambsssador. from Russia arrived
here he was asked what he thought about this adjustment whereby you turn . -

- in your money 10 for onee It was obvious from what he said that he didn't

, ;e at :they wanted
to-do, he was sure that was the prcpex”answbr;j‘_;“h.‘ R .

As to Japan, we were‘attemptiﬁg t©‘énalyzé'Japan's finaﬁcial'Situaf
tion based on our concepts of egonomics, but it justdidn't operate that

way. Ve did not realize that the Japanese were in o position to exercise.

grbitrary‘control over capital as ef fectively as they could over.maberiel
; over: el L

‘and manpowers - We missed the boat completely on that,:

COLONEL HORNOR: Thank you. That is elle

Py
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