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TO 4 PRACETIME ECONOMY
10 March 1950

DR« HEICHLEY: Gentlemen, the lecture this morning. is .entitled
"Economic Factors in Reconversion to s Peacetine weonomy."  The protlem
of selecting a Speaker for this subject was not a difficult_qne. Dr.
Nourse is so well known as one of the Kation's leading éconotiiists that I
am certain the only introduction necessary is to S8y it is indeed a
privilege to‘welcome.pim back to the Industrial College., - Dr. Nourse.

DR, NOURSE: HMr. Chairman, heads of voth Colleges, and gentlenmens
I assure you it is a very great pleasure for me to- he back here. Although
we had sore diffieulty in making arrangements as to time, I am glad that,
in a rather busy life, it is possible to take off some time and talk to
the home folks as well as to those out over the country,

The title of Yy remarks perhaps leads ¥ou to eXpect-something of a
more technical character than I am prepared to give you in line with the
work you are doing in your regular courscs, It is always g disadvantage
for a speaker--at lezst one who is an old-time professor on the loose--to
come-in near the end of, or weil along in, a series of carefully arranged
discussions and try to fit in his remarks, If I had Seen your prospectus
and- had been acquainted with the course ail along, it mizht be that I
could fit in my remarks more effectively, ' ’

‘However, I want to LXpress at the outset My very high regard for the
way in which the work of this orzanization is focused. I think it indi-
cates & very clear perception of the fact that we nave come to an entirely
new,'or‘very'much nodified, concept of the task to be dona—~r@garding war
not merely zs 3 disruptive eplsode, sowething of short duration and from
which, as was expressed by one of our Presidents, e go back to "normalcy™
rather promptly, Under such & concept our scongmy would, in effect, "play
it by car,v By contrast, the essential thing in your undertaking is that
you start with a basic conception of the snormously complicated process by
which 150 million peonle livc’together,'try to mest emergéﬁcies'when'they<
come, and try to show that they do have the  know-fiow needed for running 5
free~enterprise Ssystem within a system of fres government, without being .
disrupted by even such events  as a succession of two world wars, in the
seécond of which we nad to take the major responsibility, It scems to me
highly important that the armed services in our country should have been
organized as they are now organized to study that complex interrelation
between military effort, if it has to come, znd the continuing process of
ovr civilian 1ife. This links your undertaking #ith the National Security
Resourccs'Board, the Council of Economic‘Advisers, and other analytical
and integrating agencies that are being fitted into our Federal Government,
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Tt is something W ich challenges every ONe of us. And I hope a great
deal more emphasis will be placed, from herc on outb, on the role of the
social sciences, in addition to the natural sciences, so that our thinking
will be not merely in terms of industrial mobilization but in terms of a
broad anzlysis of the economic problem in jts social setting. This, beside
cconomics and statistlcs, would bring in political sclence, history, and
even basic anthropology. You know the extent to which the social sciences
were called vpon during the late war and did contribute from these several
sourcess -

 The subject I want to discuss with you in tne somewhat limited time
we have thls morning stems from the remarks which I made~—and which

created a certain amount of,disturbance——in the Pontagon a year ago last
Novemper. Therc, Secretary Forrestal set up, for citizens wno could come

“4n only for a fow 3ays, something which I think had the samne general:

orientation purpose as your longer, more parefully organized studies for
selected personnel. Tt was an abtempd 4o bring together a group, or series
of groups, of pepresentative citizens from over the country to ‘consider
what the nature of the diplomatic,strains was under various contingencies
of cold wars or wars becoming actual, what the services! outlook Was, and
then raise the question of civilian mobilization, the industrial background

of military egffork, the pudget problem, and so O

T was called on at that time to .discuss the gconomic implications of
military preparedness. T want to read to you gust a couple of paragraphs
from my presentation. That will be the gulckest way of showing what I
conceive To be the common frontisr ACYOSS waich you from your side and we
from our side try to work effectivelys It 1g not a fortified or hostile.
frontier, but a Very friendly line of imaginary Givision between groups of

people of different lines of speoialization who feel a responsibility for

this global problem in doaling with military preparedness. T said at that
times ' ' ' ‘

, Upembers of the military profession are technicians iﬁ(the‘science
of warfarc. Their major premise. 1s that the economy. and the soclal
structure, hardly less than the political state, are lost if the
system of military security should fail. TLike the engineer, they
feel the need to include 2 subs antial margin for safety in their
calculations, but, unlike the engineer, they have no means of knowing
in advance tile loads or strains that will hi % to be dealt withe
 Hence, the plan they offer must be one thet provides every technicall]
ovailuble safeguard against any snd all foresecable threats. Ina
word, they must think of the total resources of the country as.
potentially available for 'mplementing the sccurity effort.

_ WFhe economist's thinking is definitely cast in gifferent molde
dis basic problem is:s How can scarce resources be most efficiently
administered toward the attaining of specified objectivest These '
objectives ars steps toward abieining higher standards of consumption
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and a freer and richep cultural life for the whole population,
Ideally, the economist's field of work would concern the efficient
',administration of eConomiq resources. in peacetime, with security
. assumed or at leqstnwith.military insecurity adequately guarded
against by a relativelylminor allooationfof men and materials, "
R Those,assumptions, of course, had %o be revised when we had two
world wars within 2 Span of 25 years, But more'particularly, I think
'we_are'challenged now to rethink our problems in terms of 2 continuing
military strain,Qr,militaxy\threat,‘in other words, a coldywar'situation,
which, we.have to;recognize NOW, may g£o on somewhst indefinitely;; But to
L return’ to my Orientation Conference ‘speechs '

__ "Therg ig, &owewar,.avcammen&gnnuggaandwhichithe militarymnan
aﬁﬁ'tﬁe'businessman, or cconomist, can and must meet, This common
ground is likewise the field of decision on whiceh the President, the
COngress, and the thoughtful cltizen must take their stand during
the'next»few_months and over the ensuing years,t :

-~ That was in November_l9h8. ~They had to take their stand in January
and Succeeding montis, with the~ec0nomic Program and the budget_program

laid béfore the Congress and the countyy ut the beginning of'l9h9, Just

as they are having to make decisions npw, with an Economic Report of the

, Eresident,and a budget before them for public discussion and Congressional
action. To resumes . . ' :

"The common problem, in whose solution both points of view and.
both types of professional compatence are required, is that of the
* .. needed balance between the military Striking force and the civilian>
. reservoir of men, morals, and machinery upon which the fighting force
must depend in this day offindustrializedzwar. ‘The old 2dage that
'Wan,army travels on its belly' has.to be enlarged to the formm=
'travels on the gconomic machine that maintainsg the physical and
. pSycthqgical,well-being of the soldier and keeps him supplied with
~efficient,weapons.’ In providing the means of modern war, the total
- structure of economic Socigty is invelved,u : :

, " At a later time, I made o similar talk +o another orientation group.
In it I went somevhat beyond the ‘first speech. I want to stress one
point of that speech with you ‘today becuase I think it is 2t the very
crux of Present Hifficulti@s»and the still-unresolved problems that lie
in this, ficid, - . : - : -

I think it would be 4 mistake if you--or if Congress, the Executive
.Branch, or citizens in generalmmconceive. the preéparedness problem too .
_harrowly as g merely military.matter, a8 .sometning outside the organiga-.
“tion and operation of our whole-politico—economic society in-this Country,
~A difference in point of view, as I saig before, is impressed on us by the

fact that we dontt think any longer‘of:war a8’ .an ‘episode 'ang recdnversion.

3 . : :
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a5 something that prings us back £o NOTMWALCT Instead we think of pre-
paredness and civilian vusiness together as 2 continuing administration

of our resources in such: mapner that we shall always be well'protectéd
against strains to our socicty coming as & result of military needs and
that the sconony shall be in’ good position to shift resources to: make

the meeded adjustment of plen when, aSy OF if,'unfortunately,'the'military
item comes to be a larger factor in that total societye That, of course,

»isAemphasized in the work of the National gecurlty Resources Board, Like=

wise it -is an jndispensable part of the analyses of the Council'owaconomic
Advisers anc the-revisiOHS'of‘those analyses by the Economic Joint Com=~

_mittee of the Gongress. 1t ig not merely 2 matter of plans of mobilization

and then plans of demobilization and reconversion, put it 15 a guestion
of the organization of our economic 1i%e for a continuous process‘of
functioning. s e :

Te +thought, after the late war, that we were going back to 2 peaceful
condition in vhich the productive powers»that had been revealed during the
war were going to be vcry-promptly'&vailable for the satisfaction of our
peoplé. If you think back to that time, you will remember the glmost
fantastic dreams there were of what a utopianjconditiqn’of economic life,
with high production and, hence, high consumption, wWas spread out before
use 1The Employment Act was passed early in 1946, expressing 2 pﬁrpqse~of
organizing +he several parts of our economic machinery so as to maintain
maximun production,and the incidental maximum employment and maximum
purchasing power which would go along with masimum production;if:it‘was
attained. : : : : ‘

As I looked, from the standpoint of the Council of Teonomic- ACVisers,

at this problcm of reconversion to a nigh-level and stabilized coonomy, it

scemed to me that the old probl@m'wﬁs changed on 17 March 198, On that
day the President went to the Congress and said in substance, this: idea
of demobilization, of disarmament, of 2 peacetime eCOnomy, in which we
can look forward to gnjoying‘the fruits of. our nigh production with . a.

 constantly diminishing amount of drain for military purposes, nhas #hanged.
- As I resd his speech I felt that his remarks’ were guite momentouss That

impression has been porne out by the facts since. We have nad to revise

our -thinking with réference o the postwar © CONOLY 4 revising'ourvthinking
from the hopes of a peacetime economy ‘to the renlities of 5 cold war

economy. - L want to emphasize ONE point througnout my remarks this

mornings. Ve - took ‘the superficial numerical fact of that chaﬂged»situation
ond forgot to take its implications, and we have not as yetb faced. the.
implications of that changed situation. ‘

. The military chiefs, 2 aay or two after the president's address, .
spelled out one phase of the revision we had to make in our plans.

uTn our judgment, the prospects are S0 B3rLOUS that it}wduld»not
be prudent +o continue on the ascale. of military demobilization and
‘@isarmament on which we have been proceeding on 2 happier‘hypmthesis.
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o We must ask the country to divert an annual amount of 3 billions of
- dollars additional product out of this gconomy . toward maintaining‘a
1,YpFOper'militany“security for that gconomic' and social System which

“We hope to continue on & basis of nonfighting, We must continue -
for an indefinite time on a basisvof‘different'military assumptions

"~ 'than we have had before.n o ' ~

° I want t6 make that, point as clear as I possibly can. The statement
“that we had a changed situation was basecially tirue. The thing that this
country; with every bit of its intelligent .ang fearless economic,_political,
~and’ social thinking,'should have faced from that time forward was that we
had a changed situation, and that it meant not merely a question of 3
billion dollars of additional expenditure, We needed to see and accept

the implications of ‘having to look at the preparedness problem in that
different focus. : Co '

v " The outstanding thing which should have been added to the country's
thinking‘was that we would have to face the fiscal problem involved in
- this level of expenditures; that we should consider how to avoid an
,insecuretfiscalfand inflationary situation, vhich would put us in a poorer
‘positionrto.carry these responsibilities from year to year, and in a still
poorer position to meet g new strain if it came upon us.’ ~
‘Let us put it quite concretely., We had to recognize that we had v
come’out of the war with a debt six times what we thought at the beginning
of the war was about all we could prudently,carny. In other words, you
- will remember that we Wwere very much' disturbed at the increase of public

“effort brought us. from 24 billion dollars of national,debt up to 43 biliion.
‘ Then during the war, we multiplied that new figure just about Six and came
out of the war with a debt of 278,billion, which, hovever, was partly

fictitious because it included a large Treasury balance that grew out of
the overpayment of the last war loan. So we wers approximately on a 252
“"Billibn dollar basis, And'our’philosophy~prior to 17 March 1948 was that
We'wou1d>berdeveloping a high level of productivity which would enable us
- to meet ‘the problems of debt management, to handle that gigantic national
debt; and to move ourselves back into a strong position, Not merely the
stroﬁg‘underpinning of a continuing‘high~production civilian’economys but
in‘aAPOSitioniwhere, if war came again, we would have financial reserves;
rwefwbuldfbefable’to’make an expansion somewhat comparable to what had

" taken' place in the previous war, ~ '

I have become somewhat notorious for talking about these old-

- fashioned ideas on national solvency. I don't mind being called a

"fuddy-duddy, 1 From‘my“point'bf~view,navgfeatvmany people are ever-

- -looking the real problem of fiscal Security, as related to our general
-economic security but also as related, in turn, to our problem of military
security, We do have a problem there which I think the country will have
to faces : '

5
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There is a second phase of tne problem of maintaining the strength
of the financial and economic uncerpinning of eur society to meet whatever
strains may come upon us as the 1eading'nation.within tne society of free

governments that we.are trying:tb puild up. This calls for maintaining a

set of human attitudes with reference +o the econouic relationships vhich
will prove workable and reasonably satisfying. The financial position of
the United States may be undermined not merely by lines of action which
stem from Federal spending and Federal tax policy, bub alse by relations
which develop from the commercial or market side of our Lotal economy.

T have been in some gfoups recently that were discussing this‘Whole

-question of monetary stability. I kept emphasizing that thers are two
-approaches 1o it. There has been, to my mind, an exaggeration in recent

economic thinking on fiscal policy or on monetary controls which might. be

exercised through our system of Federal Reserve controls and money manage-

ment. Those are tremendously important because what we do in this very
complex.setmof money relationsiips is, of course, affected by the level
of expenditureithrough which the Government pours money back into that
great spencing stream and,’at'the same, draws out an equal amount,.a lesser
amount, orua'larger’amount,.or a larger amount from that spending strean

1o put‘throughAthe_publio Yréasury. But don't forget that those relation-

ships, whetner we have inflation or don'% have inflation, are influenced,
also, very strongly by the vpluntary, private, wage—makipg, price-making,
agricultural, and all other policies which make up our whole set of market
arrangeinents. ' ' ' ~ : :

There are in fact two streams. that run along side by side. One
compriges these bargaining,"price—adminiétaring, income-administering .
relationships which have an affect on whether we gel a workable set of .-
price relations and tne level at which we get that set of workable relations
more or less stabilized after the profound disturbances of the wars The
other stream is the public side of the monebtary and fiscal process, which

is determined primarily by the actions of the Treasury, under the wing. of

o

" the Congress and 1ts spenaing’and'takihg lsoislation, and tarough the

Federal Reserve Systemy Deposit: Insurance Corporation, and thevliké,

The point that T want to make in that second areajis.that,bsinca,the

_seventeenth of March, there nas been no adequate revision on the. part. of

managerial thinking, or on. the part of labor thinking, or on the part of
agricultural thinking £o the changed facts there announced. Did that
history-making speech’ of the President on 17 March 1958 mean that we would
have to work out 5 different set of price and income relationships and
tnat we would have to adjust our»thinking'to>somewh3t‘different forth-

coming conditions from what vie nad assumed up to that time? I’suspe¢t, B

frankly, that that is true; that the ToSy bloom of the picture after the:

" war—--Vtwo chickens' in every.pot and two cars in every garageﬁ—éhﬁd_tbf}v

undergo some rgvision, and that an unwillingness to acecept that Viewfhas

resulted in the development of s contimiing set of strains within our
cconomic system, stralns that are there-—and perhaps inereasing--today.

6
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© < These were manifest at the beginning of this very week when, at one
‘extremely important strategic Spot--the coal industry--a certain kind of A
answer was given., Just brcause it is written on paper and just becmuse it
nominally settles the coal controversy for a year or two does not mean we
really have a workable answer to that economic, problem, '

7 Those strains‘were there last fall vhen, in another basic industry,
steel, another strike (which certainly put us in a poor position to mest
an ‘¢arly military strain) was solved in a certain way. It was not solved ~
on the basis of the kind of careful ceonomic analysis which you are attempt-
ing to give to these problems in your school organization here. I+t was
' settled on the basis of some very partisan, very opinionated thinking, in
terms of economic cliches or interest pressures from both sides. It wa
not a process of collective bargaining in an zconomic sense, but a settle—
ment on-a power basis, : ’ o ‘

The point I want to make there is that if we are going really to
settle dovn and work out relationships under which we can continue to have
this society organized on a voluntary basis and go along vwith a high
sustained use of our reSourcesfésq that we have the biggest possible ple
“todivide--we cannot have the pirties at interest strugeling and fighting
‘and grabbing for ‘the controls snd makking forced kinds of séttlements.

‘"Collective bargainingM-—snd I am one of the strongest advocates of
collective bargaining as the major apparatus for making free enterprise
work within a system of free government--does not mean collective contract-
vriting on a power basis, It means collective bargaining in good faith, by
both  sides, and on the basis of an honest and completely frank undertaking,
It means trying‘honestly:and with technical compctence to see what there
' is in -the productive potentialities of our system and to make arrangements
‘WhiCh will keep us using those productive resources at high efficiency.
This reduires that we distribute the fruits of this efficient production
not in a way which satisfies some abstract concept of ‘so-called ecquity or.
particular lusts for political power, or the rivalry between the heads of
the organizations on both sidss., We would not think of organizing a
militiry~sjstem on that basis or, in a mechanical sense, of having a
machiile run on that basis, where the predilections of the cylinders, the
crankshafts, the flywheel, or something else would have to be considered
distinct from the technical requirements for having a total machine woark
togetHers ‘ ’ ; :

UUOf course, I don't think for a minute that we ‘are going to have an
economic god with omniscience and power to answer those questions. That
I «m saying is that, over at the other exureme, 1f we throw away all con-
sideration of economic workabllity, we are asking for trouole. Ve cannot
safely ignore the implications of trying to have 375,000 men retsined in
ah“industry:and of getting a standard of wages in that industry as high as
or, through shortensd work time, much higher than-that of other heavy
induétrfesfregardless of the market. If we use strategle pressures to get -
2 settlement of that character, then we are not yetting a working set of

7
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arrangements and we are not getting our ecouomy organized on a continuing
peacetime basis which will keep our production machine purring along ab
maximum power and rcady to take the heaviest load which may be put upon
it. ' L o .

_ T don't want you to get the impression that I om saying that the
effort to get a peacetime’ organization of our society which will give the
~safest background against which to consider military problems is a :
responsibility of labor alone, or that shortcomings in that system and a
failure on our part to develop the very greatest industrial-economic
“strength in this soéiety as 2 whole comé from labor alone. There is just
as great a responsibility on the part of management. In fact,-last fall,
while talking with the top executive of the leadership company. in: one of
the basic industries, I expressed very grest concern as to a business
policy in his area which would, even in-a pretty satisfactory profit
gituation, allow the struggle over a wage contract thire go to the point
where we actually had a strike with all the wastes, losses, and dangers
that it involves. It seems to me that management tends just as much 28
labor to cling to certain absolutes, to say, from its managerial point of
view, "fe must nave -that," just as the labor people say, "We must have
this." One side is ready to fight for the proposition that the .economy
. can afford to meet the demand; the othor wili fisht for the proposition
that it can't. But they act on assertion, not proof. We need to usé the
best technical resources that we have to find out just what is involved in
that “ebility to pay" and in the rolationship of the distribution of- the
several income shares to the continuing of the process, . e

From the standpoint of management, a'very‘important‘question»is
raised,'which'manaéement naturally considers its prime raesponsiboility.”
It says, "We are the custodians of 2 capitalistic, that 1s to say, 2
‘mechanized, a very highly capitalized plant. People are not working just
with their bare handss It is our responsibility to provide jobs, properly
equipped jobs, and to develop the resources and the flow of resources
through which production, at this high level, can be naintained for 10

- years, 50 ycars, or whatever the time perspective properly iss Te cannot
‘make this provision for the capitalistic part of this productive process
if we grant the demands which aré made for immediate consumpiive sharing
" in the products." ‘ '

Here are two perfectly clean-cut questions. Vhat is the best. -
evidence that our economic analysts and statistical technicians can-in
~good. faith lay on the bargaining table, not to get o power settlement,
. but to get what I am pleased to call an "engineering” settlement? That
;s will the intelligent, patriotic, and deeply concerncd citizens of this
country, through their technical experts on both sides, say is an eco-
nomically worksble arrangement, not an arrangement which will satisfy
cortain crotehcts of the management group or certain ambitions of the
labor group to bring home the bacon in their politically powerful orgmn-
igations? o
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. Then the quéstion is raised as to whether management, on its side,
was: r¥éally trying to protect certain other interests, There were questions -
raised in the recent steel settlement as to the advance of executive
salaries just at that time, whether it was necessary to the working of

- the systen, and what the implications of that action were., There are
questions of. the difference in attitude toward executive pensions on a
‘nonconvributory basis and whether the steoel industry should be thrown -

into the costs and confusions of a strike on the basis of insisting that
the ‘union should recognize the contributory principle; . a principle which
management did not recognize,  Butb we dome at the end to the part where
the irresistible force of labor--that is, income and current consumption
demands--meets the immovable body of resistance on the part of management.
Then we face the quéstion of whether that resistance is on the ground- of
protecting ‘a more favored distributive*position,for‘themselves, which is

a lower sort of motivé,.or,éf'really exercising a managerial responsibility
to consérve prudently the resources. or technologically advancing equipment
for a growing population, : 3 o - :

We have seen in the newspapers since the strike settlement that this
very same company had back of 1its position the Justification of important
research and exploratory work which has reéesulted in locating an ore body
of ‘extreme richness and very large volume within. a fairly well-protecsed
military position in the case of. future war; in fact, twom-one in Canada
and one in Venezuela. So a part of their casé would be: UThe costs
incident to that development and the costs incident to the building of
railroads, the putting in of plants, the establishing of_steamshipvlines,
and - the relocation of smelting and rolling facilities in this country all
have: te. be provided ifor on a 10~, 15~, or 25-year basis, and we will show
figures that we have made only reasonable provision for them, !

: I am not trying to give personal answers to that problem or type of
‘problem. I have no answer. Bub one thing I feel as an cconomist and I
perhaps have a rijht to dogmatize on, is this--it is on analytical
pressures that we must rely if we are going to get our business adjusted
on a continuing basis of efficiency. . '

~ What I have said has perhaps linked up sufficiently in your minds the
general point of view that I wanted to present—sthat security is a global
concept; that we must have 2 fighting edge, a cutting cdge, let us. say,
of military cffort available at the times when it may be called upon, and
a reasonable judgment as to where and in what way it will be called uponsg .
that we must have just back of that military edge'a plan of civiiian and
industrial mobilization; eth#it the focus must -be not merely on quick cone -
version of industrial and civilian peacetime arrangements, but on the much
broader concept of orgaﬁizing.that‘industrial system over a long-time
period so that in the unpredictable future, whenever strains may come,
we will always be in a position to improvise plans, to modify arrangements
~for the particular Strain, : ~ ’

9
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T want to gb one step further in connection with this. If you are

goling to nave ‘the kind of industrial system thet will provide an always

dependable basis for possible use in was it caanot be one which relies

on mere mechanics or the mere tecanical managerial assignment of people
to the various areas. A good deal of pressure, incentive, .and inducement
will be developed toward jedting people to the various positions in the
system, bul. there is also a psychological factor which is involved.

This cannot be figured out purely as ccldly correct or logical answers..
You cannot go to John Lewls and his followers, or to Mr. Murray and his

followers, or to the building trades, or the railroad brothers, or any

]

of the rest of them, and say, "We wise men, we competent techniclans,

have worked this plan out, and you have to accept it." If we recognize -
that ours is a system of free enterprise within the structure of free
government, we must constantly accept it as a limiting factor thab
fndividuals can talk back, that they have the last word, that we must
persuade their minds or teondition® their behavior. Perhaps they think
with their elbows. All right; if so, we rnust address our educational
campaign and our incentive program to the level at which they think or

according to which they acte.

_ American industry .in peace of in oreparedness” is a system of
VOluntary_participation. That is what the boys in the late war thought
they were fighting for. They were inciined to feel, "Once we geb this
thing cleaned up, we will go back to normalcy. Thers is going to.be a |
nice opportunity for everybody, and this high productivity showmn during
the war is. going to make favorable conditions for everyone,® Bubt they -

come back and find that they have to work within a set of limiting ecir-
 cumstances. That is the meaning of the strikes and industrial unrest. we

have had and are still naving, There lies the great psychological -
problem we have to work out. We have to get some sort of'interpretation
that is both workable and satisfying -of the freedom of people to organize,
the freedom of people to conduct those organizations, the freedom of-

people in those orzanizations to strike to force a settlement, and yet

not.demoralize our productive machinerys.

On the managerial side, too, we have to recognize that there -is just
as much intellectual arrogance as on the labor side. Management does not
propos¢ to be forced into what it regards as an unwarranted sharing of -
increased productivity. One case in point is the vhole profit~sharing
idea, where the management point of view is often reflected in this

remark, ‘Why, when we raise the productivity of 1labor by putting our

. capital, our managerial skill, and our know-how into securing added

productivity, should we give it to thc workers, who arce not working any-
harder, and probably not so hard as, they were- working before?" This is
a psychological bent on their part vhich we have to moeet. .

We cannot préss our institutional development—-through the Tagner

Act first and the Taft-Hartley Act afterwards, or through pension legis=

lation, and so on~--beyond the point at which, undcr a system of free
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enterprise within free government, we can get a social assimilation of the
institutional adjustments that we make and the procedures that we either
legislate or, by practice, attempt to establish in the systen, If we are
going to have maximum Strength and maxdmum security in the glebal ‘ep
integrated Sense, we must have net merely g well-equipped, Well—organized,
wellsplanned wilitary effort, lie must have not merely,th@vindustrial
plant ang the,arrangements'of«technical efficiency back of that. Ve nmust
have also what the Germans call "der Zeitgeisth—mtie whole spirit of the
times and of the scheme of -organization which gives a sense of,satisfaction,
wilch makes our whole population in time: of ware—the civilians as well as
the military-definitely'a positive, not a negative, force to be -organized
for the military effort. Ve must set that up as an ideal, and we must ge
as far as we humanly can toward getting that sense of satisfaction, of
enthusiast»if.you please, a sense of righteousness, Justice, and parti-
‘cipation, We Bust see to it that there is 5 responsiveness in this System;
that in collectivc bargaining the responsibilities and aspirations on both
sides have been,adequately recognized and effectively presented,

Then the final point, which at the present time I think we have not
accepted and which is the greatest danger to the whole concept of having
an effective peacetime 8ystem, is that thers mist be a willingness to accept
limitations and go ahead'with,what‘you'have. It is the playing-field
attitude that, once the umpire has . given his decision, everybody takes it
in a spirit of good Sportsmanship, I question somewhat whether that is.
the ‘situation at the Present time. It remains to be seen how much non-
cooperation_is'dcveloped by some ef these settlements which have 1o be
worked out under. stress of factwfinding'boards and the like, :

- We have gz reasonably good level of performance in our industry’today.
I*think,,hOWEver, that we have not - done our best toward improving that
level of performance,_toward strengthening the economic and, if you-will
permit the phrass, spiritual basis of organization of Security in the
global sense. Not of the three parties, labor, menagement, or agriculture,
has really accepted the limitations which, in my Judgment, means accepting
in our present situstion a less satisfactory consumer position than we had
-assumed would he available to us after. the war, :

-~ The farmér hag an extremely favorable situation during the war, He
haditO'besgiveﬁ, just as industrial labor hady a pretty attractive break ‘
" 1n order te stimulate the production of those things that Were necessary,
After'the'war, he tried to perpetuate that rather artificially favorable .

situation in spite of the fact that the ratio between agricultural pro- -
ductive resources and. our consuming capacitics at the time was one which,
cléarly, or in the analysis of all the experts, would rut us back into a
buyer'S'market, He wanted to Perpetuate a seller's market by continuing
to make Uncle Sam the buyer, .©And. so we have had what you read about in
the newspapers all the timew—the keeping of agriculturé on 5tilts by the
continuation of;agricultural<supports at a level which results in the
accumulation of very large, whole-scason Supplies, plus compounded and
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~agriculture against disaster. Bub that is something very aif

‘gurpluses become & disruptive factor in settling down to atable market &

puilt-up carring chargess Doing that on a deficlt pasis, as We are,

oreates an inflationary systems this tends to rob even thg-farﬁér§‘o£:"_
+ne ber@fits of the direct support which prices get through’thatfmééhiﬁery.
‘Tndustrial people, a8 woll as the farmers, are concerned in protecting

srent from

trying to hawve a nigh and rigid set of prices which maintain the stimila-

tive conditions'appropriate‘in wartime but vhich now simply pile up s

additional surpluses to be held under very expensive;condiﬁions.,-Sﬁdh a

price relationshipse

T shall give time for you to ssk questions whers you think I am off
the beam, or Where T have not made the point clear, or on things I have

omitted. Bubt 1 want to make just one point as to how much of an inflation-

ary danger there is, or what is the danger to the whole priceminQOme# o
market system at the present time ynder these attemptsftO'p@rpetuate"
artificial conditions rather thon to face the basic elements of true

cconomic adjusimente

" Two sathor difrferent philosophies are presently peing cxpressed by
legislators, by the Executive Branch, by economlsts, and by businsssmell.

One group would try to solve these probloms by retzining the particular

gdvantags that one grou rots, or by adding to the advantage that ope
. & ’ S ” )

‘gréup has oy allowing wages ©O &0 up, letting prices g0 UP, and’ ten

letbting our one—way olastic monetary sysbem respond. That 1S the infla-
tionary solution to the problem. The other one 18 the deflationary :
answer—tne knocking of f those things which ars above = good structural
relationship to the others, moving in the direction of, or approximating
so far as we can, ‘& ctable rather than a rising price level—-even a price
1evel declining moderately and slowly as ¥e make technological progress. '
That is, in my Dook of economic mechanics, tne kind of adjustment waich T
think would be the better economic tengineeringe ™ )

The -inflationary 2nswer may Seem more realistic, and certainly‘*
easier at the present time. We arc upping wWages snd then upping'pricesy
we are upping spending, snd we arc moving 1n a zencrally inflationary
dircction. Defenders of this course say, in eS5ence, fhat it is a stimu-
lative process; that we don't nave to make people face the grim realities

4nvolved in the other xind of adjustmente. Laboring men always wanb a few
‘mere dollars in the pay envelope and the lavor union wants to pring that

return back to them as a basis of strengthening their,position."wé‘hﬁwe
the same incentive’ argument on the capitsl side; that it is a continual
gtimulative processe o SR

That raises the very nice'queStion as to whether we can operate on’
that easler sort of ecornomic philosdphy'and'inject thoSe_stimuliiiptO'the_
situation and still keep the process in nand. That is the basic issu€s .
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L am reminded of the story of Professor Hugo Munsterberg, You older
men-praobably- remember this. Professor Munsterberg, a distinguished professor
. -2% Harvard, of foreign extraction and having some continental ideas, shocked

Jf the Puritan conscience of the United States by speaking in favor of moderate

cdrinking, . Because of its stimulative, comfortable, and relaxing character,
hg made a defense of it and ended up with the aphorism: 'RBetter an- America
-inspired than an America sober." I think we have just about the same thing
in the advocacy of inflationary solutions to economic problems. They say,
"Better an America constantly living in a process of always yielding in
terms. of price and incoms relationships on the upside than an America try-
ing to have a stérn gospel of limitatione-of "disinflation," to use an
’exbression you may have heard, o

:There is no absolute answer to this. controversy. Personally, I am
--very much afraid of the ability ‘to keep -a process of,creeping,-organized,
and"ratiqnalized,inflation within bounds, I see real danger in accepting
that philosophy =nd saying that sz debt of a trillion dollars is one that
‘an economy: of this size could handle or soon grow into. I think that is
exposes us to dangers and, to go back to what I said before, would put us
in a very much more difficult situstion to meet the finaneial strains which
inevitably would come if the miditary situation markedly worsened,

. It seems to me that this is not a calculated risk but a "miscaleulated!
risk.. . It is accepting an €asy inflaticnary short cut, whereas we ought to
be agb@pting sternly the consumption limitations of our ceonomy and- adjust
our-several relationships and our several shares in the product of that
ebdnom;jto,tncse realities, '

.- People may ask, "How could the ‘inflationary danger become effective?!
I think there are two answers to that question., I will just give you the
a;,srnative sequences because we are right in that position at the present

‘?t‘ime‘.o -

‘ Wer came out of the war with 'a very large debt, Modern theories of,
fiscal policy -require that we should accumulate a surplus in periods of
high prosperity. e had an -extended period of high prosperity, inflation-
ary prosperity, The accumulation of a surplus at such a time not merely
,br@ngs,the[debt;downito manageable‘proportions, but it tends to have. a
dampening force in the market, so that inflation does not get out of
bounds. .Well, our inflation did not -get actually out of bounds—-it could
have been dampened more-~but what we ended with was a defiéit‘oﬁ almost 2
billnggdollars in the culminating year of the postwar inflstionary
presperity. - And on the‘asSumption;”or'prediction, or forecast that 1950
is going to be a Very‘prosperous-Year,"we are promised, with such strain
as there is in the military situation, a deficit of about 5.5 billien
dollars. I think it will be higher, There is quite a considerable
possibility that it might be 6 or 7 billion. That, by the thirtieth of
June, less than four months from now, would, with the deficit. that was
reported last year on the - thirtieth of June, ‘extinguish 2ll the saving
that we made, all the accumilation toward handling that gigantic debt,
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.and pub us in the way ef raising the national debt, still further. That

is what I meant in a certain speech that became gsomewhat notorious when
I said I am concerned about a policy which seems 1o mean "slipping into
deficits as a way of life." Lo S o
~ Now, there are two possibilities as to what might happen from here
on oute . No one can tell you certainly. T. disavow any intention ef say-
ing mere than that the situation is vulnerables : ‘ :

‘One possibiliity is thatrthe.prooess,of moderate inflation could take

on.an accelerating turn and could get into something that would be runaway

inflation. I don't think it would be the kind that Europe has experienced.
I was over there and had the thrill of tipping a bellboy with a two
million mark note and that sort of thing. I don't expect to see that in
this country.: But short of that, we could have an acceleration ef price
increases which would caust inflationary dangérs and a. flight from the
dollar.

. And there is the point. If this 1s dangerous, it is dangerous
beecause of creating uncertainty in the character of our basic monetary
unit. There is the danger. And if we get uncertain zbout it, what de-
we do? On several recent trips, pecple huve come to me every once in a
while and asked, "¥ell, Doctor, do you think that real estate 1s a
good hedge against inflation?" When people begin to talk about .hedges

 against inflation, we have something which is in the small incipient

stages of a flight from the dollar.

Our answer cannot be in terms of a flight from the dollar to the
pound or the franc er anything else. There is nothing to flee to, in
monetary terms, but that does not mean that you cannot flee to goods,

The flight te resl estate might start a Florida land boom, a farm land
boom, or a general land boem. I heard a very good economic analyst a e
short time back suggesting an inventory boom is one of the dangers in the
last half of this year. ¥hat ig an inventory boom except a thought that
the slow, creeping trend of price advances is getting to the -point where
we had better stock shead, accumulate more inventory with the artificial
stimulws that gives the market a shot in the arm. Or we can flee to’
securities. The stock markeb is down.  Everybody says, “Sure,tthere are
great equity values there. We are smart. We can get in, ‘clean up, and
get out." Ve might repeat.what we had in 1929, God bless “the market -
every time it turns down after a little advance!  But if it should not,
if it should really get momentum, particularly if it were accompanied by
an inventory boom and 2 considerable 1and boom based on hedging agaionst
inflation, I would say there we have our system of “healthy," stimula-
tive," “moderate" inflation getting out of hand.

But,eVeﬁ%s‘might not ge that way. Before that happened, right in
this year, we might have had businessmen feeling so much uncertainty on-

this secore that they began to say, "I .don't know. I am worried aboub

14

RESTRICTED




- this situation., T gusesewe had better hold up this plan for expansiont;
or consumers Saying,jin the same way, "I don't know. Maybe we are going
16 have a depression, After ally, we are pretty well.stocked up." The
farmer has made large additions to his farm machinery, and city people
have their cars ang television sets, They mizht say, "iWell, I guess we

had better postpone our further buying of consumer durables,h Sofwe ,
~mightfhave a withdrawsl from. the market becauge -of the uncertainty, rather
than a piling into the market. Either one is possible in the psychology
of 150 million individuals mot fully literate economic matters, '

. Those are the possibilities. That is the one word I want to leave
“with ‘you. In my judgment, those things can happen, And for people te
walk ‘Blandly into the development of that sort of Vulnerability, unwille
ing te face the realities of the consequences flowing from the Preésidentts
‘speech’ of “the seventeenth of Harch, that is something which really causes
me. some concern, - ' :

I am sorry I have gone over into the discussion time,

j,.~QUESTION:~'Dr;‘Nourse, you have made it seem rather casy for a
Creeping inflation 1o zet out of hand. I wonder if you could outline
some. of the steps we might have to take in disinflation. :

- DR+ NOURSE: That is a more difficult course. I have been saying and
shall, next Wednesday, at another place, say to an agricultural group,
8T think you ought to face reality and ‘recognize that, if you are going
to have, under the bresent income structure, full current absorption of
the product you are able +to produce, it must be on the "basis of lower
prices and of holding that lower price line. . Instead of thinking ef
agricultural supports as 2 means of advance to higher prices, think of
it g8 an orderly line of price minima consistent with unit costs. - Full-
E volume'oper&tionvis the thing you should look to. !

“Because that is'a’managerial'approach, it is essentially the same
thing in industry., ‘I would ask, "Is an increasec in the price of steel
because of the recent advance in coal’ really necessary?t .I-wés,reading
UIron Age" last night,“and»it flat1y‘stated there is no need of an
increase; because costs have been sufficiently low in terms of the
present price structure and have been based on some extraordinary costs
of»preparing for a shutdown and the costs of - shutdown., They argued that
actual costs will not be higher under the new coal price than under .
‘recent operating conditions, therefore, there is no Justification for an
Inerease in price, If it becomes an cxcuse for a price increase, I
would sy that is a discouragement to our whole steel-using econiomy. If
prices arc held now, my judgment is~-and it is a rather arbitrary one-
that if we settle down to continued operation, prices of steel could be
somewhat reduced from here on out., They don't have to cut now. They =
are in a seller's market temporarily. But they should follow the
philosophy, not of saying that everything that causes a nominal increase
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of cost has to be
prices, but of moving

D)

reflected in .a proportionite or larger increase in
prices down gladly wnere possible,

‘because that.

begins a procgssAwhiCh‘m@ans lower material costs for a lot of steel-=:

using industrics; and if they follow

response to the production situation. ,

, QUESTIONER: Sir, you have suggested
free collective bargaining in good faith
tensions, and you gave
displayed in exhibiting good faith in
<inderstand that any criteria
acting in good faith, and I don't

pl

‘DB - NOURSE:
of course, NIHB has to give an answer in the
nave seen cases in which, somctimes, it was

through, the benefits
passed on to the tonsumer, and the market will keep moving

an example of the inconsistency
the pensicn CaS&e
have amcrged for deciding whether labor is
sece how you can judge thate

will be
#ith vigorous

acing great dependence on
as a2 solution for industrial

hat management
But I don't

That is a very technical thing snd something on which,

particular instance, We

obvious that the union was

not willing to bargaln in good faith and) sometimes, that manapement was

not willing to bargain in good faith.
If they gelt a 1little stronger, they are not
the economic issuese. o ‘

I don't know that there is any

That will be a
likely to abide very much by

perennial 1ssu€.

formal criterion that can be set up,

“but I think it is important to have some ageéncy which can sayy rezding

the evidence and knowing the

techniques involved,

#You havz not bargained

in good faith and you are not living up to the obligations of the Law, !

COLONEL McKENZIE:
about our reconversion
war. As I recall it,
do with the
came along the Baruch-Hancock Heport,
contracts, Lt seems To me nowhere along ths
expenditures which, 1

planning
about the first

GI benefits that were to be expected or planned for.
with its termination features of

Dr. Noursé, I should like to ask a question
after the last war,
announcement thnt was made had 1o

or during the last
Theén

line did people anticipate

have understood, have run upwards of 70 billion

dollars in rehabilitation, reconstruction, and direct aid to various |

5T,

countries of the world since then. Till you give us some pointers on

now we can anticipate,
that come about?

in reconversion plandiing,

some of these things

DR.'NOURSE: I don'f beliéva I can, because it seems bo me that that

is the very essence of the situation; that,
casting, we cannot predict
unpredictable elements. . They
we had the assumption that we Allies,
enemies, wWere going to
that basic assumption was Wrong,
were thrown into the discard. And
speech of the seventednth of March about
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some of those things.
play the joker wild on you.
after we won the war and bezat our
work togethér in double harness.
"then all the calculations based on it
‘tnat is epitomized by the President's
as well as anythinge

with the best of our fore=

They are random,
For instance,

Phen we found
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‘COLONEL McKENZIE: Dr.‘NourSe,°WE‘aﬁe‘thorOughly appreciative of the
many demands made on your time, We are more than ever grateful to you

for:-having come to us. this moming with a stimulating talk, Thank you
very much, sir, :
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