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T O  A P E A u n ~ ± i , ¢ ~ 5  E C O i ~ ' O ~ X  

i0 I~arch 1950 

D}£. Id~!CH~y: Gentlemen, the lecture this 
"Economic Factors in Reconvers~o~ * ..... morning is entitled 
. . . . . . . .  ~ a reacesime Economy., The pro~lem 

ol se±ectlng a speaker for this subject was not a difficult one. Dr. 
Nourse is so ~'ell kno~,,n as one of the batlon's ~" " leading econo~;ists" that I 
am certain the only introduction necessary is to say it is inaeed a 
privilege to welcome him back to the Industrial College. Dr. N0urse. 

DR. NOURSE: ~r. Chairman, heads of both Colleges, and gentlemen: 
I assure you it is a Very great pleasure for me to be back here. Although 
%Je had some difficulty 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 counsry. 

The title of my remarks perhaps ~ 
~.eaas you to expect something of a 

more technical character than I am prepared to give you in line "~,~th the 
work YoU are doing in your r:-, ,-,~ ..... 

~ s ~ , ~  courses. It is always a disadvantage 
for a speaker--at ie:~st one who is an old-time professor on the loose--to 
come in near the end of, or well 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 ~&th the course all along, it might be that 
could fit in my remarks more effectively. 

However, I want to express at the outset my very high regard for the 
way in which the work of this organization is focused, i think it indi- 
cate s a.very clear perception of the fact that we have come to an entirely 
nero, or very much modified~ concept of the task to be done--regarding war 
not merely as a disruptive episode, something of short duration and from 
which, as vas expressed by one of our Presidents, w'e go back so "normalcy,' 
rat~ler promptly. Under such a concept our econo£:y would~ in effect, "play 
it by car., By conLrast, th~:~ essential thing in }'our undertaking is that 
you start }~'ith a basic cor.'ception of "she. ~;normousiy ~om~llc~ted~ " " " " process by 
which 150 million people live together~ try to mec~ emergencies when they 
come, and try to shov/ ~;~at tfley do nav~ the. know-how needed for running a 
free .... e~terprise system v&~."~in a system of rre- govern.ment ',ith - " 

seconc of which v e b~,~ +~ ~-~ ~ ccess_on o~ t~o }~orid wars, in the 
. . . . . . . . .  u ~ c  u r i c  m a j o r  r e s ' ~ o n s i ~ , i t "  , . "  ~ " n~ghly ~moortant +.~.~+ +h ............. ~ .... !t~. It seems oo me 

c~s ~n ou r  count r , }  s h o u l d  nave Oeen 
o r g ~ i z e d  as t h e ~  -~re now o r g a n i z e d  to  s t u d y  t h a t  co.~@lex i n t e } r e l a t i o n  
between military. .eff°rt' if it has to come, and the continuing process of 
our civilian llf(~. This links your undertaking ~'~ith the National Security 
Resources Boa:rd, th~s Council of Economic Advisers, and other analytical 
and integrating agencies that are being fitted into our Federal Government. 



It is something which ohallen~oes every on+~ of us. And I hope a great 
deal more emphasis will be placed) from here on out, on the role of the 

• ~+4~ to th '~ natural sciences, so that our thinking 
• nCi - :s mn ac~ .......... . • " terms of a 

social s ot ncerel ~ in terms of industrial mobillzatmon but in 
~,i±± oe -~ - J ~ setting. This beside 
broad analysis of the economic problem in its social 
economics and statistics~ -+~ould bring in political science, history) and 
even basic anthropology- You know the extent to vlhich the social sciences 
vTere called upon during the late war and did contribute from these several 

sources. 

-. The subject ! want to discuss v&th you in the somev~hat limited time 

v;e have this morning stems from the ramarks which I made--and w hich 
created a certain amount of disturbance~in the pentagon a year ago last 

Secretary Forrestal set up, for citizens who could come 
" k November. There) ~-ome;thing which i ~hln had the same general 

in only for a fc~ days) orientation purpose as your longer) more carefully orsanized studies for 
. selected personnel. It was an attempt %o bring together a group) or series 

........ -~-~sentative citizens from over the country to consider 
of groups, of ~..pr~ v4~at the nature of the diplomatic s~rains ~as under various contingencies 

of. cold wars or wars becoming actual, what ~he scrvic esl bu~look was) and 
then raise the questibn of civilian mooilization~ the industrial background 

of military effor%~ the budget problem) and so on. 

I ~as called on at that time to ,discuss the economic imp!ioations of 
....... want to re:Yu te you ~mst a coupl~ of paragraphs 

milltary prep -~nes°" i .... ~ +~ ...... 4 ~k~st ~'ay of shov~Ing ~mat i 
from my presentatlon. '±'na~ vmi.~= , , , - . - ~  wh~ ch you {tom your sl~e an~ ~e 
cono,~ive to be the co[men ~ronz~r .......... - 
from our side ~ry to ~ork effectively. It is not a fortified or ,aostile 
frontier~ but a very friendly lin~ of imaginary division between groups of 
people of differenz lines of specialization v~'no feel a responsibility for 

.... "n" with military ,oreoaredness. I said at that 
this global problem in d~i~. g ~ - 

time" 

,Nembers of the military profession are technicians in ~he science 
of ~arfaro. Their major premis~ is ~hat the economy and the social 
structure) hardly less than the political state, are l os~ if the 
system of milit:~rY security should fail. Like the_,,~.~t,,engineer,in <~heirthey 

feel the need to include a substantial m.%rgin for ~<~-.~ 
. . . . . . .  ~ml4ke tb;=' ensineer, they have no means of knov~ng 

ca±cu 9 , - ~.~ +~,~+ ~,,4ql ~r~v:~ to be dealt With° 
in advance the loads or s~ra~ ............... "ovidc;s every technicall2 
Hence, the plan the2 offer must be one that pr threa~s. !na 
.avaiiJ~ble safeguard against any and all foreseeable 
word, they must think of the tot;~l resources. .°f the4 ~- country effort, as 
potcnti4?.lly aw~ilaole for implementmng the s~cur_t~ 

"Th~ economist's thinking is definitely cast in different mold. 
His basic problem is: How can scarce resources be most efficiently 
administered to ~ard the attaining of specified objectives? These 
objectives are steps toward a.t~inSng higher standards of consump%ion 
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.and a freer and richer cultural life for the ~a~ole population. 
Ideally, the economist,s field of :".~ork would concern the efficient 
administration of economic resources in .~ • 
assumed or at least with 1~ilitary Pe~cetlme, with security 

insecurity adequately guarded against by a ~- • 
r~atlvely minor allocation of men .and materials.,, 

Those assumptions, of course, had to be revised when we had two 
world wars ~thin a span of 25 years° But more particul~rly, I think 
we are' challenged now to re~ink our oroblems in terms of a continuing 
i!£tar~j strain or military threat~ in other words~ a cold war situation, 

~hich, we have to recognize now, may go on somewhat indefinitely. But to 
re~urn to my Orientation Conference Speech.. 

r'The~ is, ~*'-~e~e.r, a"oo~men~ou~a.4~/nich the milL~ay~an 
the businessman, or economist, can ~nd mus~ meet. This common groun'd is iike~se the f: " 

-~el~ of decision on which the President, the 
Congress, and the thoughtful citizen must take their s~and during 
the next few months mid over the ensuing years., 

That was in November 
and succeeding months, !gh~. They had to take their stand in _ ~ 
laid before the Congress and the e '~ ' Januar "v&tn the cono~m~ progr~.~1 ana the bud~'et ........ Y 

as they are having to make decisions n~w, with an Economic Report of the 
Presidentaction. Toandres~ne:a budget before them for public discussion and Congressional 

b ~The con~.?.on problem, in .whose solutio " , .  ' 

oth types of professional ~ ...... ~,~. . n ~oth po.~nts of vi.ew and 
needed balance b~+,~ ....... ~.~,~ce are required, is that Of the 

.... ~ she mlil~ary striking force-~,.-~d the civilian 
reservoir of men, inorale, and machinery upon which the fighting force 
must depend in this day of industrialized war. The old adage that 
~an army travels on its belly, has to be enlarged to the form-- 
~travels on Zhe economic machine thaL maintains the physical and 
psychological ~ell-being of the soldier and keeps i him supplied ~_th 
efficient weapons. ~ In progiding the means of modern war, the total 
structure of economic society is involved.,, 

At a later time, i made 9. similar talk to another orientation group. 
In it 1%,~en~ Somewhat beyond the first speech. I want to stress one 
point Of that speech With you today becuase I think it is at the very 
crux of present "difficulties and the still-unresoived problems that lie in thi% field. 

ink. t,oul  b 2 ko i Congress, the Executivo 
Branch , or Cltlzens in genez~.~l concelve the~preparcdness problem too 
n~}rrowly as a m e r e l y  m i l i t a r y  m a t t e r ,  as  s o m e t h i n g  O u t s i d e  t he  o r g a n i z a - .  
~ion and operation of our whole politico-economic society in this dountry. 
A d i - f f e r e n c e  i n  p o i n t  o f  v i ew ,  as I s a i d  b e f o r e ,  i s  i t a ~ r e s s e d  on us by t h e  
f~c~  t h a t  we d o n ' t  t h i n k  any l o n g e r  o f  war a s  an e p i s O d e  and  r e c o n v e r s i o n  
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as something that brings us back to normalcy, Instead we think of pre- 
paredness and civilian business together as a continuing adrt~nis,tration 
of our resources in such manner that ~e shall always be well protected 
against strains to our society coming as a result of' military needs and 
tha~ the economy shall be in good ijosition to shift resources to make 
the mee£ed adjustment of plan when~ as~ or if~ unfortun~tely~ the military 
item comes to be a larger fccvor in tha~ total society. That~ of course~ 
is emphasized in the work of ~he National Security Resources Bo,~rd. Like- tlne Co~ncii of Economic 

p,..r o wise it is an indispensable " ~ t f th~ analyses of 
Advisers ana the revisions of those analyses by the Economic joint Com- 
mittee of the Congress. It is not merely a matter of plans of mobilization 
and then plans of demobilization and reconversion~ but it is a question 
of the organization of our economic life for a con.tinuous process of 

functioning • 

~Se .thought~ after the l!~te v~ar~ that .~e were geing back to a peaceful 
condition in vhich the productive po~ers ,that had been revealed during the 
war ~,~ere going to be very promptly ~>jai!.~ble for. the, ~satisfacti°n~ of o,~r 

. . . . .  ~,,+ +-~e you ~xlll rememoer the almost 

'" < ~ nsumotion, was spread out before 
" n and hence~ nm~n ~o ~ " ~ oin a ~rpose of ~,~-+.h hi<h Droauctmo " "-, .... ~ ~ 19k6, exo~eso g P . . 

_~ ~ra moloT~ment Act ~as p~ss _ _ _ ~ . ~  m~ ~4nery so as to ma].n~n 
U o .  - ~  ~ ~ ~ ~ ~ - ~  ~ our ~ r j ,  o ~ . u ~ - u , #  , ~ . . ~ O ~ = - ~ ,  
organiz ing the seve:raL p~ru~ maximum product ion and the i n c i d e n t a l  maximum employment -~hd ~aximum 
,ourchasing po~.~er which v;ould go along with maximum production if it~as 

]~ttained° r 
st d oi t of the of 

As I looked~ ~rom o-~ ' 2~ ,~ blot-level and stabi±mzeu eu~ ~ 
at, this problem of reconversion ~ '~ ~ }~arch 19h8. On that 
seemed to me that the old problem was chsnged on 17 "~ t th~ Congruss and said in subst~-mce~ this icea 
day the pr~s~aun ~ent to .... • ~en% of a peacetime economy~ in -w~icl~ we 
of demobmlmzatmon, of dmsarma~7~_ .~ ~--~'s of our high production ~th..a . 
can look fo~ard to , " Y . . . .  ~ ~r.~mn for m~l~tary purposes~j~as @ h  

- . . ~ - ~ + . ~ v  diminishing a m o u n ~  u~.  ..... _ . . : . -  ~..,.-~-~ nuite momentous, ~ 
As ! re:ad his speeca ± ~e±u ......... facts since. ~e have mad to revmse 
impression has b~en borne out by the 
our ~hinking with rtferenoe to t£e pcstv~ar sco,no~;Y~ revising our thinking 

4~ econosW- to the realities of a cold war 
from the hopes of a peaeet .... e economy, i ~ant to emph asize one poin~ throughout my remarks this 
morning. T.ie-took the super£ici~£1 numerical fact of that changed situation 
-and forgot ~o take its~ impiications~ and ~e have not as yet faced the 

implications of theft changed situation, 

The military chJe~s~ ~ day or ;two after the President's address~ 

spel!ed out one phase of the revision we had to make in our plans. 

• , ~ theft it would not 
~ prospects are so ~,~r.s_ous 

"In our judgment~ t~ on and 
be prudent to continue on the s caleproceedingOf militZrYon demobilizatia happier 
disarmament on which we have been hypothesis. 

AI¢T 



We must ask the country to divert ~i annual amount of 3 billions of 
dollars additional product out of this econozzj toward maintaining a 
proper n~ilitary security for that economic and social system which 
.we hope to continue on a basis of nonfighting. We must continue 
for an indefinite time on a basis of different m"'l±itary assumptions 
than we have had before.. 

~I Want tO make that point as clear as I possibly can. The statement 
that we had a changed situation was ba~cially true. The thing that this 
country, with every bit of its intelligent ~and 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° 

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 
insecUre o " . fiscal and inflationary situation, which would put us in a poorer 
p sltion to carry these responsibilities from year to year, and in a still 
P°°rer~position to meet a new strain if it came upon us. 

Let us put it quite concretely. We had to recognize that we had 
come" .out of the war with a debt six times what we thought at the beginning 
of the war was about all ~e could prudently carry. In other words, you 
will remember that we were very much ~, disturbed at the increase 
effort of public debtwhich accompanied the recovery efforts of the New Deal perlod. That 

brought us. from 2h billion dollars of national debt up to h3 billion. 
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, hob.ever," was partly 
fictitious because it included a large Treasury balance that grew out of the ove~ 

-~ayment of the list war loan. So we were approximately on a 252 
~illibn dollar basis. And our philosophy prior to 17 March 19h8 was that 
we would be developing 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 osition 
strong underpinnin~ of a c ~ . . . . . . . . . . . . .  P • Not merely the 

In a position where if war came again, we would have financial reserves; 
• • o ~nulng nlgn-production civilian ec0no but 

• 

we would be able 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- 
fashiDned ideas on national solvency. I don Tt mind being called a 
"fuddy-duddy.,, From mypoint of.view, a great many 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 
toSeCurity'faceo We do have a problem there which I think the country v~±ll have 
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There is. a second phase of the problem of maintaining +%he strength 
of ~he financial and economic unaerpinning of ~ur society ~o facet whatever 
s~rains may come upon us as the leadingnation within the society of free 
~governments that we are trying to build up. This calls for maintaining a 
set of human a~titu~es with reference to the economic relationshi~:>s which 
+ill prove work~ft)le and reasonably . . . . .  tm f)mng ~he financial position of 
the United States may be unde~ined not merely by lines of + action which 
stem from Federal spending +and Federal tax policy, but also by relations 
which develop from the commercial or market side of our total economy. 

I have been in some groups recently that, were discussing this v~ole 
are t~o 

+question of monetary staoml_ty. I kept emphasizin-~+ that tmere 
approaches to ire There has been, to my mind, an exaggeration +in recent 
economic thinking on. fiscal policy or on monetary controls which mi+}ht be 
exercised 'through our system of Tedera! Reserve controls and money manage- 
merit. .Those are tremendous!y important oecause ~,+That we do in this very 
complex.set.of money relationships is, of course, affected by the level 
of expenditure through which the Governmenz pours money back into that 
great spending stream and, at mhe same, drav~s out an equal amoun.t, a lesser 
amount, or a larger amount, or a larger amount from that spending s+<rea m 
to put through, the .public treasury. But don '+t forge+ that tho[ie relation- 
~-, " whether we have inflation or don't have inflation, are influenced,. + + . , 
also, very s~rongly by the voluntary, private, wage-making~ przce-r~a~ing, 
agricultural, and all other policies which make up our viuole set of market 

arrangements 

There are in fact ~wo streams, that run along side by side° One 
pri ce-admini S te ring, income-admini s toting 

• compriaes these bargaining, 
relationships ~,-+hicn have an affect on whether ~+e get a workable set of 
price relations and the level a~ P.~hich we get +hat set of workable relation,' 
more or less stabilized after the p-~.ofouna disturbances of +he "+war. The 
other stremm is the public Side of tn+ mone%ar~ and fiscal process, ~!hich 
is determined p~imaril~ by the'. actions of the Treasury, unaer the -~+ng of 
the Congress and its spending and taXing !esi slati°n, .and throp.gh the 
Fed+ra! Reserve System, Depos it+.. Imsurance Corporation, an~ the llke. 

The +point that T/ want to make in that second area is that, since the 
seventeenth of Narch, there has been no adequate revision on the.+ part of. 
managerial thinki.mg, or on the part of labor thinking, or on +the part of 
agricultural thinking t.o the changed facts there announced. Did that 
history-making si eech.°f the President oh 17 harch ~9h8 mean that WeandWOUld 
have to work out a dm.f.~.cren~ set of price and iflcome relationships 
that -+~e would h+~ve to adjust our thinking %o some +wh~t different forth, 
coming conditions from what we had-+~ssumed up to that time? I suspect, 
frankly, that that is true+ that %he rosy bloom of the picture after the 
~+:ar--"two chickens in every.pot and two cars in +every garage"--had to 
undergo some revision, send that an unwillingness toaccept that view has 
resulted in vhe development of a c+ntinuing set of strair~s ++~ithin our 
economic system, strains that are there--and perhaps incre,~sing--today- 



• @ 

Th~se were manifest at the beginning Ofthis ver~y week '~he.n~ at one 
~xtremely.,. : . importan~ strategic spot--the coal industry--a certain kind of 
answer w~s given. Just b(=:cguse it is written on paper and just because it 
nominally settles the coal controw:~rsy for a year or two does not mean we 
really h-~ve a workable answer to that economic etch!era 

Those strains'were there last fall ~,':hen, in .~nother basic industry, 
Steel, another stri~e (v~hich cert.~.inl3~ put us in a poor position v,o meet 
an "early military strain) was solved in a certain way. It was not solved 
on the b~{sis of the kind of careful ~sconomic analysis which you are attempt- 
ing to give to' these problems in your school organization here. It v.,as 
settled On the basis of some very partisan~ very ~" " ,,÷-~ 

o ~ . a _ n ~ . o n ~ , e d  thinking, in 
terms of'economic cliches or interest pressures from both sides. It was 
no~ a process of collective bargaining in an bcor~omic sense, but a settle- 
ment On a power basis. 

The point I want to make there is that if ~'e are going really to 
settle' do~n and work ou~ reiationsnips under ~' " ~,'n].ch we can continue to have 
this society organized on a volu~ntary b::~sis and go along v~dth a high 
sustained use of our resources--so that ~,~e have the biggest oossible pie 
todivide--we cannot have the p~ties at interest struggling and fighting 
~and grabbing for the controls ~:~.nd m.~ing ~orced kinds of settlements. 

~Collective bargaining"--and I ~ one of the strongest advocates of 
collective bargaining as tNe ~l~ajor apparatus for making free enterprise 
work ~.~i~hin a system of free government,-does not mean collective contract- 
~Titing on a power basis. It means collective bargaining in good faith, by 
bot~ ~ sides, and on the basis of an honest and completely frank undertaking. 
It means trying honestly and ~" ~ wltn technical competence to see v,~hat there 

~ iS in .the productive pote.ntialities of our system and to make ~rrangements 
Which ~,vi]'l keep us using those productive resources at high efficiency° 
This requires that we distribute the fru.its of this efficient production 
no~ in a way which'satisfies some abstrzct concept of so-called equity or 
particular lusts for polit.~_cal power~ or the riv:~iry between tae heads o£ 
the organizations on both sides. ~Je would not think of organizing a 
milit!~ry.system on that basis orj in a mechanical sense~ of having a 
machi£e ru~ on that basis, where the predilections of the cylinders, the 
C~rankshafts, the £1yw'hee!j or something else would have to be considered 
distinct from the technical requirements for hav~ng a total machine ~'.ork 
t0get?~c,r~ 

. :2 

:0£ Course, I aon't think for a minute t~at we .are going to hav~ an 
ecor~6mic god with omniscience and power to ansv~er those questions. ~Jh::~t 
I ~-~ saying is that, over at the other .... ~. ~x~rem~, if we thro~ away all con- 
sideration of economic workability~ we are asking for trouble. ~.~e cannot 
safely ignore the implications of trying to have ~7~,000 men retained in 
~n indus try and of getting a standard o£ wag~,~s in that industry as high as 
or, through shortened work time, much hi~her than that of other hea~j- 
in'dustries regardless of the market. If we use strategic pressures to get 
a settlement of that character, then we are not getting a working set o£ 

7 
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arrangements and we are not getting our eccnomy organized on a continuing 
peacetime .basis v~nich ~,ill keep our prod.uction machine purring along at 
maximum power and ready to take the heaviest lo~d which may be put upon 

it. 

I dontt want you to get the imoression that I ~ saying t.~at the 
ief£ort to get a peacetime organization of our society which v, ii!! give the 
safest background against ~hich to consider military problems is a 
responsibility of labor alone~ or that shortcomings in that system and a 
failure on our part to deveIop the very greatest industrial-economic 
strength in this society ~s a whole come from labor alone. There is just 
as great a responsibility on the part of management. In fact,-last £all~ 
while talking v~±th the top executive of the leadership company in one o£ 
the basic industries~ I expressed very great concern ,as to a business 
policy in his area which ~,~.~ould~ even in a pretty satisfactory profit 
situation~ allow the struggle over a Wage contract there go $o the point 
where we actu-~lly had a strike~ ~%th. all the wastes~ losses~ and dangers 
that it involves. It seems to me tha~ management tends just as much as 
!~oor to cling to certain absolutes~, to say~ from its managerial point o£ 
vie~j 'Wfe must ~ave that," just as the labor people say-~ uVfe must have 
this." One side is ready to fight for the proposition that the economy 
can afford to meet the demand; the' ot!~cr ~ili fi,~ht for the proposition 
that it can't. But they act on assertion~ not proof, l!~e need to use the 
best technical resources that we ha'¢e to find out just -~,@~at is involved in 
that t'ability to pay" and in the rel,~tionship o£ the distribution of the 

several income shares to the continuing of the process. 

From the standpoint of management~ a very important" question is 
raised~ w:hich mana~emen~ nato~rally considers its prime responsibility. 
It says~ ~e are the custodi:.ms of ;~ ¢apitalistic~ that is to saF~ a 
mechanized~ a very highly capitalized plant, People are not ~,orking just 
with their bare hands, It is our responsibility to provide jobs~ properly 
equipped jobs~ ant to develop the resources .rod the flow of resources 
through which production, at ~his high level~ can be maintained for i0 
years~ 50 y~ars~ or' -~'~hatever the time perspective properly is; ]r;e cannot 
make this provision for the capitalistic p'~,rt of this productive process 
if we grant the demands ~vhich are made for inm~edi~ite consumptive sharing 

in the products." 

Here are two perfectly clean-cut questions. 7,.,~at is the best. 
evidence that our economic <-~nalysts and statistical technicians ~an in 
good faith lay on the bargaining table~ not to get t~. po~:er settlement~ 
but to get ~hat I am pleased to call an "engineering" settlement? ?.,h;~.t 
will the intelligent~ patriotic~ and deeply concerned citizens of this 
country~ through their technical experts on both sides, say is an eco, 
nomically workable arrm:gement, not an arrangement which ~";ill satisfy 
certain crotchets of the management group or cert~min ambitions of the 
labor group to bring home the b-{con in their politically power£ul org..mn- 

i~tions? 
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.... Then• the qu@'s~ion is raised .as to whether management, on its side, 
was'~r~ally 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, .~vhether it was necessary to the working of 

. the system, and wh)it the implications of that action ~'ere. There are 
queations of the difference in attitude to~ard executive pensions on a 
noncontributory basis and whether the steel industry should be thrown 
into the costs .~nd confusions of a strike on the basis of insisting that 
the union should recognize the contributory prin¢ipie; a principle which 
management did'not recognize. But ~e dome at the end %0 the part vJhere 
the irresistible force of labor--that is, incom~ and curz'ent consumption 
demands,-meets the immovable body of resJ.stance on the part of raanagement. 
Then we face the question of whet~er that resistance is on the ground o£ 
protecting a more favored distributive position £orthemseives, which is 
a lo~-er sort of' me,iv@, or o£ really exercising a managerial responsibility 
to conserve prudently She r~sources or technologically advancing equipment 
for a growing population. 

~e have seen in the newspapers since the strike settlement that this 
very same company had blck of its position the justification of important 
research and exploratory work which has resulted in locating an ore body 
of extreme richness and very large volume within a fairly well-protected 
military position in the case o£ future war; in fact~ two--one in Canada 
and one in Venezuela. So a part of their casS would be: "The costs 
incident to that development and the costs incident to the building of 
railro-~ds, the putting in of plants, the ~stab-lshlng ~ " " " of steamship lines, 
and the relocation of smelting and rolling facilities in this country all 
hawe/to be provided ;for on a I0-, 15-~ or 25-year basis, and we will show 
figures that we have madu only reasonable provision for them." 

I sml not Lr%~ing to give personal ans~ers to that problem or type of 
problem. I have no answer. But one thing I feel as an economist and I 
perhaps hz~ve a right to dogmatize on, is this-,it is on ~nalytical 
pressures that we must rely if we are going to get our business adjusted 
on a conLinuing basis of efficiency. 

WhaL I have said has perhaps linked up sufficiently in your minds the 
general point of view that I wanted to present---that security is a global 
concept; that we must have a fighting edge, a cutting edge, let us say, 
of military effort available at the times when it may be called upon,, and" 
a reasonable judgment as to where and in ~.hat v.~ay it will be called upon; 
that we mus~ have just back of that military edgea plan of civilian and 
industrial mobilization; ~th~t the focus must.Ue not mcrelx on quick con- 
version of industrial and civilian peacetime arrangements, but on the much 
broader concept of organ~{zing that industrial system ov~sr a long-time 
period so that" in th~ unpredlctable future, ~henever strains may come, 
we ~vill always be in a position to improvise plans, to modify arrangements 
for the particular strain. 
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! want to gb one step further in connection ~;,Jith this. .If. you are 
• going to have the kind of industrial syscem that will provide an always 
depenaable basis for possible u~e in wa~ it cannot oe one which relies 
on mere mechanics or the mere technical managerial assignment of people 

• ~°V ° (J to the various areas. A gooo deal of pressure, mncenol e, and mnaucement 
will be developed toward getting people to the various positions in %he 
system, butthere is also a psychological factor ~Jhich is involved. 
This cannot be figured out purely as coldly correct or logical answers. 
You cannot go to John Lewis and his followers, or to Mr. N[urray and his 
followers, or to the building trades~ or the railroad brothers, or any 
of the rest of them, and say, "V~e wise. men, ~ve competent technicians~ 
have worked this plan out, and you have to accept it." If we recognize 
that ours is a system of free enterprise v~thin %he structure of free 
government, ~e must constantly accept it as a limiting factor that 
individuals can talk back, that they have the last Word~ that we must 

• tt persuade their minds or '~eondit]on their behavior. Perhaps they think 
with their elbows. &ll right~ if so~ v~e must address our educational 
campaign and our incentive program to the level at Which they think or 

according to ~hich they act. 

American industry in peace of in 'Lpreparedness" is a system of 
voluntary participation. That is w~at the ooys in the late war thought 
they were fighting for. They were inclined to fee l~ 'LOnce ~:~e get this 
thing cleaned up, ~e will go back to normalcy. There is going to be a 
nice ooportunity for everybody~ and this high productivity shov~ during 
the war is going to make favorable conditions for everyone." But ~ney 
come back and find that they have to work ~Tithin a set of limiting cir- 
cumstances. That is the meaning of the strikes and industrial ~mrest we 
hawe had and are still having. There lies the great psychological 
problem v~'e have to ~ork out. We n:~ve 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 organizations to strike ~o force a se~ticment, and yet 

not demoralize our productive machinery, 

....... ~ side too~ "~,e have to recognize that there is just 
On the mana~ .... al 

as much intellectual arrogance as on the labor side. Management does not 
propose to be forced into what it regards as an um~.arranted Sharing of 
increased productivity. One case in point is th@ whole profit~sharing 

. 
idea, where the management point of vmcv~ is often reflected in this 
remark~ 'l~hy~ when we raise the productivity 01' labor by putting our 
capitai~ our managerial skill~ and our knov~-hovJ into securing added " 
productivity~ should we give it ~o t~hc ~,orkers,. who are not ~orking any 
harder, and probably not so hard as~ they were~working before?" This is 
a psychological bent on their part vhich we have to meet° 

~o canno~ press our institutional development--through the ~,,~agne~ 
Act first and the Taft-Hartlcy Act altered'or ds, or through pension lsgis- 

• ~ . system of free lation, and so on--beyond the ooint :~t wh]_c~,, under a 
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enterprise ;" free 
v~ithin govermp, ent, ~re can get a social assimilation 'of the 

institutional adjustments that we-make and the procedure~ that ~~e either 
legislate or, by practice, attempt to establishin the sjFstem, if we are 
going to have maximum strength and m~zx~.mum 
ntesrated sense. ~.~e mus¢. h ....... security in the global or 

........ ~ no~ merely a well-equipped, ~.vell-orgsnized, 
well-planned military effort. 7Je must have not merely the industrial 
plant and the arrangements of technical efficiency 5&ok of that. ]~e must have also what the r,,. 

~rmans call "der Zeitgeist"--the whole spirit o f  the times and of the scheme of organizati ..... ~ . .~ 
~nlcn .  ma.kes our  whole p o p u l a t i o n  i n  t [ ~ , [ ' ~o ,~n , -~ lT  s a sense o f  s a t i s f a c t i o n ,  
on~ mzzi~ary--d~f~.. _ .~. - ........ ,~--one oil-liens as well as 

........ uu~y a pos!Dlve, not a negative~ force to be organized 
for the military effort. ~6Je musD set that up as an ldeal~ and we must ge 

as ~far as we humanly can toward getting that sense of satisfaction, of 
enthusiasm, if you please, a sense of righteousness, justice, and parti- 
cipationo We must see to it that there is a responsiveness in this system; 
thaL in collective 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 v~%ich is the greatest de,aver to the whole concept of having 
an :effective peacetime system, is that~there must be a ;~illingness to accept 
limitations and go a_head ~ith. what you. have. It is thb playing-field 
attitude that, once the umpire has biven his decision, everybody takes it 
in a spirit of good sportsmanship. I question somewhat ~hether that is 
the situation at the present tim~. It remains to be seen how much non- 
cooperation is developed b 2 some of tN,.}se settlements which have to be 
worked out under stress of fact-finding • boards and the like. 

I ~ We bare a reasonably• good level of perform:shoe in our industry today. 
~thlnk, hov}ever, that we have nod .... done our best toward improvin@ that 

level of performance, toward strengthening the economic and, if you v~.ill 
per?nit the phrase, spiritual basis of organization of security in .the 
global sense. Not of the three parties, labor, mBnagement, or agriculture~ 
has really accepted the limitations which, in my jueg~.~ent~ means accepting 
in our present siLuation a less s~Lisf, tctory consumer position than we had 
assu~ned would te available to us after the war. 

had t e : e s ~ • • ~. ' , " P ' Y ,~ttr~ctive.breakhe war. He-" " " 
in order t~ stimulate the production of those thingstthat were necessary. 
Afterthe war, he tried to Perpetuate that rather artificially .favorable 
situation in spite of the fact that ~ the ratio between agricultural pro- 
dhhtive resources aD d our consuming capacities at the time was one ~hich, 
clearly, or in the analysis of all the experts, would put 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 h:~ve had wh'.£~ you read about in 
the .newspapers all the Zime~-the k~s£.,ping of :~gricultur@ on stilts by the 
cont.inua%ion of: agricultural supports at a level which results in the 
accumulation of very large, whole-season supplies, plus compounded and 
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. .~-'-,~ +~at on a deficit basis, as we late, 
built-up carring charges, o ~  ~'j tends to rob even the farmerSo$ . 
creates an inflatmona-~j sY~z~m,^~+~_~ ~ ~,~eS ~et through that m&chinery. 
the benefits of the dire C~ suppu~ ......... ~ . . . . . . .  

..... ~ .... as th~ farmers, ere concerned in orotecting 
Industrlal peopl<.~ a~ .... ~ ~{ ~ something very dl.~:,:-.~..n~ f ...... 

agriculture a~ai~st 9se~er" f~<°%<$~o~s ~4%h m~i~t~{~ the ~im~l~- 
trying to h&~e a high ana rigl~ se~ u_~ ~ .: '-- . . . . . . . .  
tire conditions appropriate in v;artime bud which now simply pile up 
additional surpluses to be held under very expensive conditions. Such 
surp!uses become a disruptive factor in sdttling down to stable market 

Dri~e rel..~ti onships • 
-" ~ u to ;/sk ouestions where you think I am off 

I s h a l l  ~ i ~  ~ e  f o r  yo , ~ / - : ,  ..... < - ~ i ~ t  ole,'~r- or on th~n~s  ~ ~ ? .  

Omitted. But I want to ~a + ~. +~ 4anger to the ,~Jhole price ~nco~e 
arY danger ther 7 !s~ Oresent t~me~under°these a~tempts ~o p~r?~Ua~ue 
m a ~ K  , ~ ~ .  . . . . .  -~ ~ ,~ i a ~ e  ~ , ~  ~ - -  " , 

artificial condmt~ons ra~h@r %n~n ~o u 
economic adjustment. 

• being expressed by 
Two rath<~r d~f_~ren~ philosophies are presently . '~ by economists, ana bY businessmen. 

legislators, o~ the Executive =r.'-mc~ the particular 
One group woulh try to solve "~ ..... problems by ret'.%ining 
~dvantage that one group gets, or by adding to Lhe advantage ~hat ~De 
group has by allov~ing vm~{es to go up, letting prices go up, and then 
letting our one-~~'aY elastic monetar~¢ syst~!~m respond. That is the infla- 
tionary solution to the problem. The other one is the deflationary 
answer--the knocking off those things which arc ahoy@ %~ good structural.. .. 
relationship to the others, mo~ng in t h e  direction of, or appro~a~ng 

" - ~ . - ~ , , ~  ~rice l~vel "-e~ ~ ~ ~ • : e 
so ~ar ~f ~,,e can, ~ st~ble r~th~r L ~ ~i.~ ~ke technologi~l progress. 
level declining moderately and s~ow±y : s ...... of which I 
That is, in my book of economic mechanics~ the kind adjustment 

think would be the better economic ,,ensineering." 

The inflationary ansv.~er may seem more realistic~ ~and.. ce~rtainly 
easier at the present time. W~ arc upping ~,@ages ~nd ,~h~n uppin~ orices~ 
we .are upping spending, xad we are moving in a generally inflationary 
direction. Defender.s of this course say~ in eSsence, that it is a stimU- 
lative process; that we don ~t have to make peoole face the grim realities 
involved in the other kind of adjustment° Laboring men always want a few 
more dollars in tie pay envelope and the labor union wants to bring that 
return back to them as a basis of strengthening their position. We h:ave 
the same incentive' %rgument on the capital side; that it is a ~continual 

stimulative , p  re oe s s. 

That raises the very nice qudstion as to ~hether we can operate on 
that e~sier sort of economic philosophy and inject those stimuli into the 
situation and still keep the process~ in hand. That is the basic issue. 
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I am reminded of the story of Professor Hugo ~{unsterberg. You older 
men~<~r°babiy'rememher this. Professor }~unsterberg, a distinguished professor 
.at ~Harvard ~ of foreign extraction and having some continental ideas, shocked 
the Puritan conscience Of the United States by speaking in favor of moderate 
drinking. Because of its ~timulative, comfo~tab!eo and 
h~ m~e~ ~ def,~nse of ~ .~ . . . .  . relaxing character, 
...... mt ~nd ~nd~d up wroth the aphor!sm: "Better sn America 

inspized ths~ an America sober,, I think we have just about the s~e thing 
• n the advocacy of inflationary solutions to economic problems. They say, 
"Better an America constantly living in a process of always yielding in 
tea.ms of price and income re!ation~hios on the upside than an America trY- 
ing to have a stern gospel of limitation--of "disinflation,,, to use mu 
expr~ssion you may have heard. 

There is no absolute answer to this controversy. Personal!y~ I am 
very much afraid of the goi!ity to keeo a process of crgening ~ orgsnized, 
and rationalized inflation within bounds. I see real ~ger in accepting 
that Philosophy and saying that a debt of a trillion dollars is one that 
an economy of this size could handle o~ soon gro~ into. I think that~ i~ 
exposes us to c angers and, to go back to what I said before~ would put us 
in a v~ry much more difficult situ:~tion to most the financial strains which 
inevitably would come if the military situation markedly worsened. 

Zt seems to me that this is not a calculated risk but a "miscalculated,, 
ri~.], l-t is accepting an 6asy inflationary short cuL, whereas we ought to 
be accepting sternly the consumption limitations of our. economy and adjust 
QDr several relationships and our several shares in the product of that 
economy to those realities. 

People may ask, !'How could the inflationary d~nger become effective?,, 
I think there are two ans~vers to that question, i will just give you the 
alternative sequences because we are right in that position at the present 
~time-o 

We came out of the war ~,,,ith a ve~j large debt. 2~fodern tn~orles of 
fiscal POlicy~require tha~ we should accumulate a surolus in perioas of 
high prosperi:ty. V,~e had an extended period of high prosperity, inflation- 
ary prosperity" The accumulation of a Surplus at such a time not merely 
brim~<s the. debt down to manageable proportions, but it tends to have. a 
dampening force in the market, so that inflation does not .o~ m~ ~ out of 
bomn ds. Well, our inflation did not get actually out of bounds--it could 
ha~e been dampened more--~ut ~hat we ended with ~as a deficit of almost 2 
bil!ian dollars in the culminating year Of the post~,ar inflationary 
pr~soerit . 

..... Y And on the assumption~ o< prediction, or forecast that 1950 
is going to be ~ very prosperous year,' we are oromised~ with such strain 
as there is in the military situation, a deficit of about 5.5 billion 
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 mont~is from now,. ~/~.~ould, v~ith the deficit that was 
reported last year on thethirtieth Of June, extinguish all th~ saving 
that we made, all the acct~nhlation toward handling that gigantic deb5, 
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and put us in the way of raising the national debt, still further. That 
is what I meant in a certain speech that became somewhat notorious when 
I said I am concerned about a policy ~#nich seems to mean "slip, ping into 

deficits as a way o£ lifeo" ~ 

Now, ther~ are two possibilities as to what might happen from, here 
on out. No one can tell you certainly. I~ disavow, any inte~ition ef say- 

ing more than that the" situation is vulnerable. 

One possibility is that the process of' moderate inflation could take 
onan accelerating turn and could get into something that v~ould be runaway 
inflation. I don't think it would be the kind that Europe has experienced. 
I was over there and had tme 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~ ~-e could have an acceleration ®f price 
increases which would cause inflationary dangers and a flighL from the 

dollar ° 

And there is the point. If this is aangerous, it is dangerous 
because of creating ~ncertainty in the character of our basic monetary 
unit. There is the danger. And if a,e get uncertain about it, what do- 
we do? On several recent trips, people h:~ve cometo me every once in a 
while and asked, "~ell, Doctor~ do you think that real estate is a 
good hedge against inf!ation? ~t ~en 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 te.~s of a flight from the dollar to the 
pound or the franc or anything else. There is nothing to flee to, in 
monetary terms, but that does not mean that you cannot flee to goods. 
The flight ts real est'~.te might start a Florida land boom~ a farm land 
boom, or a general land boom. I heard a very good economic an:~lyst ~ ~.~ 
short time back suggesting an inventory boom as one of the dangers in the 
last half of this year. ~at is -an inventory boom except a thought that 
the slow, creeping trend of price adv~ces is gettin~ to the point ~here 
we had better stock ahead, accumulate more inventory v~th the artificial 
stimul~m that gives the market a shot in the arm. Or we can flee to 
securities. The stock market is down. Everybody says, "Sure~ ~there are 
great equity values there. ~e are smar~t. ~Je can get, in, 'clean up, and 
get out." V~e 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 shoula really get momentum, particula~iy if it s~,,ere accompanied by 
an inventory beom and a considerable land boom b~sed on hedging against 
inflation, I would say there we have our system of "he althy~" "stimula, 

tire," "moderate u inflation getting out of hand. 

But events "might not g® that way. Before that happened, right in 
this year~ we might have had business/hen feeling so much uncertainty on 
this score that they began te s~y, "I don't know. I ~ worried about 

XE5 }z X ¢T s 



•uoO 

this situation. I guss~we had better hold up this plan for exp/nsion,!; 
or consumers saying, in the same way, "I donVt know, ~Jlaybe we are going 
to have a depression. After all, ~e are pretty well stocked up.l, The 
fhrmer has maae large additions to his farm machinery, and city people 
have their cars and television sets. Tl~ey might say, "V~ell, I guess we 
had better postpone our further bus~ing of consumer durables., So we 
mighthave a withdrawal from the marke~ because of the uncertainty, rather 
thin a piling into the market. Either one is possible in the psychology 
of 150 million individuals not fully lltera~e economic matters. 

Those are the possibilities. That is the one word I want to leave 
~ith you. In my judgment, those things can happen. And for people te 
walk Wlandly into the development Of that sort of vulnerability, unwill- 
ing to face the realities of the consequences flowing from the President's 
speech of the seventeenth of }£arch, that is something which really - causes 
me some concern. 

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

QUESTION: Dr. Nourse, you have made it seem rather easy for a 
creeping inflation to get out of hand. I wonder if you could outline 
some of the steps we might have to take in disinflation. 

DR. NOUHSE: That is a more difficult course. .I have been saying and 
shall, next Wednesday, at another place, say to an agricultural group, 
"I think you ought to face reality and 'recognize that, if you are going 
to have, under the present income structure, full current absorption of 
the PrOduc t you are able to produce, it must be on the •basis of io~'er 
prices and of holding that lower price line. Instead of thinking ef 
agricultural supports as a means of advance to hi~her prices, .~hink of 
it ~s an Orderly line of price minima consistent v~th unit costs. Full- 
~elume operation is the thing you should look to.ll 

Because that is a managerial approach, it is essentially the same 
thing in industry° I would ask, "Is an increase in thc price of steel 
because of the recent advance in coal' really necessary?. I was reading 
1~Iron Age, last night, and it flatly 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 a~ 

~ gued that actual costs will not be higher under the new coal price than under 
recent operating conditions, therefore, there is no justification for .9/q 
increase in price. If it becomes an excuse for a price increase, I 
wo~Id say that is a discouragement to our ~hole Steel-using economy. If 
prices are 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 sel!erts market temporarily. But they should follow the 
philosophy, not of saying that everything that causes a nomin:~l increase 
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of cost has to be reflected in.a proportionc.%e or larger increase in 
prices, but of moving prices down gladly -~inere possible, because th.~t 
begins a process which means lower material costs for' a lot of steel- 
using industries~ and if they follow through, the benefits ~ill be 
passed on to the cbnsumer, and the market will keep moving with vigorous 

response to the production situation. , 

QLrESTiONER: Sir, you have suggested placing great dependence on 
free collective bargaining in good faith as a solution for industrial 
tensions, and you g,ave an ex.~mple of the inconsistency that management 
displayed in exhibiting good faith in the pension case. But I don ~t 
• understand that any criteria have emerged for deciding whether labor is 

acting in good faith, and I dontt see how you can judge that.. 

D~.:NOURSE" That is a very technical -thing ~nd som~.-thing on which, 

of coul~se, NLRB has to give an answer in the particular instance. %% 
have s'een cases in ,~,~hich~ sometim.es, it was obvious that the union was 
not willing to bargain in good faith and~ sometimes, that management was 
not ~.i!ling. to bargain in good faith. That will be a perennial issue. 
If they get a little stronger, they are not likely to goide very much by 

~he economic issues. 

I don't kno~- that there is tony formal criterion that can be set upj 
but I think it is impor@ant to have some ag@ncy which can say~ reading 

. ~ V.~ the evidence and knowing the techniques involved~ "You na ¢ not barg'iined 
in good faith and you are not living up to the obiig -~tions of the law~" 

COLO~L HcKENZiE: Dro Nourse~ I should like to ask a question 
about our reconversion planning after the ]~%st war, or during the last 
war. As i rec~%ll it~ about the first announcement th'~t ~as made had to 
do v&th the GI benefits that were to be expected or planned for. Then 

- ~- ~- ~eport~ with its t~rmination features of 
came .along the Baruch-~ancoc~ 
contr-~cts. Itseems to mG no~,Jhere along the line did p~ople .anticipate 
expenditures which, i have understood, ~u~ve run us,'ard s of 70 billion 
dollars in rehabilitation, reconstruction, and direct aid to various 
countries of the world since' then. %ili you give us some pointers on 
now we can anticioate~ in reconversion planning, some of these t~rings 

that come about? 

DR." NODYISE: I don~'t believe I can, because it seems to me ~nat that 

is the very essence of the Situation; t~at~ with the~,~ -,best of our fore9 
casting~ we cannot pr@di.ct some of those things. ~n~y are random~ 
unpredictable elements..They play the joker wild on you. For instance~ 
we had the assum[~tion thaiwe lllies~ ,after ~,~e won the v~ar s~qd beat our 
enemies~ ~,,~ere going to work to,ether in double harness. ?,hen we found 
that basic assumption was %Tong, then all the calculations based on it 
were ~nro~<~ into the discard. And tha% is epitomized by the President's 

speech of the seventednth of Narch about -~s ~,,,eli" ~s anything° 
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COLONELNcKENZIE: Dr. Nourse, we ~re thoroughly appreciative of the 
manydemands made on your time. We are more ths~ ever grateful to you 
for~having come to us this morning v~Tth a stimulating talk. Thank you 
very much, slr. 

(2o ~pr 1950--6~0)s. 
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