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INTEODCCTION TO ECONCMIC MOBILIZATION

.30 August 1950

COLCNEL BIRNES: Gentlemen, experience has proved that in an
all-out war, all-out mobilization to support it is necessary, in
other words, economic mobilization, your course here at this college.
But economic mobilization doesn't just happen.: It has to be planned.
It has to be U]anned in meticulous detail, Your whole course here is
devoted to preparing you for participation in this planning or in the
implementation of it. Dr. Hunter, our lecturer this afternoon, will
start you out on this road, He is going to explain why many of the
normal sconomic forces which have more or less free interplay in’
peacetime have to be artificially controlled in wartime.  His lecture
will introduce to you the subwect of economlc moblllzatlon,

Dr. Hunter is especially quali:ied to bring this story to you.
He has done a great deal of research in the field of American economic
development, and he is.the author of numercus articles and roviews on
eccnomic history. I think we are very fortunate in having him here on
our facully and available for ilis assignment.  Ir, Hunter,.

DR. HUNTER: Gentlemen, two days ago CGeneral Holman gave you a
preliminary view of "Ecoromic Mobilization," the subject of our course,
This afternoon I am going %o take his talk as_my-point of departure.

You may recall thau General Holman llkenod the -national-effort in
wartime to a great pyramid, with the armed forces at the top, serving
as the cutting edge, the spearhsad, of the Nation's war strengths This
cutting edge, as he pointed out, rosts upon a series of layers forming
the rest of the pyramid,  layers which increase in extent and in thick-
ness down to the bedrock of the Nation's moral and splrltupl strength,.

Cur course of study, too, can be likened to a pyramid; and in the
orientation unit the object is to prepare for the remainder of the
course as broad and solid a foundation as possible. This foundation
moy be saild to consist of an understanding of two very basic thingss
first, an undersitanding of how our national economy and our national
government-~our politiczl cconomy if you like the phrase--function
under so-called normsl, peacetime conditions; and, second, an under-~
standing of the distinctive character, condltlons, and functlon¢ng of
the natLOLM cconomy and government when mobilized for war,

Obviously, tbc American economic system and the Federal Govern-—
ment in its many branches are too vast and too comp]ex in their work-
ings to be dealt with adequatcly in the brief span of three weeks. Tt
is not our intention to deal with them in any ‘such short span of %ime
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comprehensively, That would be simply impossible. But it is possible
in this brief period at least to call attention to some of the major
characteristics, conditions, and problems--characteristics and prob-
lems which bear very directly on the scale and the intensity of any
war effort. We can, if nothing else, obtain a new appreciation of a
fact recognized by all students of modsrn war; namely, that the so-
cial sciences of economics, of admlnisbratlon and management, andg.

of government generally are no less basic to the conduct of war in
our times than are the physical sclences on which rest the extra-
ordinary weapons and materiel used by the armed forces in combat,

I am going to begin my discussion this afternoon with a defi-
nﬁtion of economic mobilization. I shall then spend most of the
remaindor of the hour explaining whaet the definition means. So let's
start with the definition: Economic mobilization is simply the process
by which all the productive resou”c;s of the seonomy are organized and
directed in support of the armed forces for defsnse or war.,

Now, this process which we call econonmic mobilization is a by-
procduct of a military rbvolvtlon, a revolution that has token place
in the last generation, in othor words, in your lifetime and mine,
On the surface it appears to be the product of new ﬂllltary weapons
and ncw milita ry techniques and of the application of science and
tnchno'oay to warfarc. It is obvious, of course, that it is made
possible by scientific research and development; but the causes go
even desper. In a broader sense it rests upon tne tremendous in-
creases in.productive resourcds and productive capacity which have
taken place im the world during the past 75 years, chiefly in western

Zuropc, the United States, and Canada. This new kind of warfare has
been in sctive preparation about the same length of time, but it is
only quring the last ten years that we have come to understand its
full implications and to reslize its full possibilities.

Somc features of this new warfare arz easy to see and, in a Way,
to understand. Dovices such as rockets, proximity fuzes, atomic
Lomoo, JGU oropLWSlon, and radar are as spoctaculer as thoy arc ef-
fective. Any ons of us can grasv their importance quickly enough,
For this roason the significance of science and technology in war is
widely %pp ccl tbq, cven if it isn't very well understood, by most
of us. The key rcle of manufacturing in warfare is also w1dely
appraciated. uC phase of our recent war cffort, apart from the
strictly military ph Sy rec”lved more pub7101tj and more praise,
After all, this was the phase in which most civilians had their most
direct bOPE”Ct with the war. ‘

But other aspects of this military rovolution are much less
211 knovn and much less understood. This is especially true of the
onoric aspect and of the orgenizationel and administrative aspects
are. To most people the ccononmic system, cven in its normel




operations, is pretty much of a mystery; to grasp the workings of

a complicated war economy is something else againe. It is with these
normilitary and nonscientific aspects of modern war that I am chlefly
concerned this afternoon,

At the outset it is important to ”OCOQHlZG that combat is no
longox, as it hes been for conturies, the principal part of warfare,
This is, of coursec, a view that many in the military profession
will be reluctant to acceph, It runs contrary to long tradition
_and exporience. let me put it a little differently. Warfare is
no longer, as it was for centuries, pri incipally the business of the
military. The civilian side of war has come in many respects to

vershadow the strictly military side. Bven within the armed services

a large proportion of the personnel are engaged in duties, such as

orocuremnnu and various supply matters behind the front lines, which
are meinly civilian in character. Rehind every man in uniform there
are SCVLT 1 civilians--men and women--chgaged in activities essential
to keep the military forces in the field, giving their time, labor,
and, in arcas within enemy bomblng rangs, 2s we saw in the Furopean
and Far Eastern theaters in the last war, often giving their lives,
in the war effort. In fact the uramltlon@l distinction botween
military and civilian is coming to have l@ss and less meaning in
wartime. It is quite probable that in the next war it will have no
meaning at alls

All this adds up to.a very obvious but very important fact, one
strossed by Gerneral Holman two days ago, and well worth emphasizing -
again today. Lodern war has become a struggle in which the entire
resources of nations are pitted against sach other, It is a struggle
not only between the productlve resources such as mills and factories
of the belligerent powers; but it is also a struggle between the eco-
nomic systems, whether Cap’ta'LSt Communist, or Fascist, through
which -these resources are made effective for ar purposes.

More than that, modern war has become a contest also between

the govarmmental institutions, the organizational systems, and the
adminiStrative tochniques and procedures necessary to mobilize the

conomic resources of the Nation for war, In fact, in the science
and practice of modern war, a sound cconomic principle or a new and’

cffective administraiive practice moy be fully as important as, or
sven of greater 1mportance thdn, 2 new weapon or the outcome of a
major combat action, Many of you may never have heard about the
Controlled Matorials Plan (CME ), unless you were here in Washington
during'ﬁbrld War II; and yet CMP may well have been as important a
factor in winning thc war and bringing it to an early close as the
strategic bombing of Germany. Some of you mey remember here in
Washington tha bitter bdttl,,fought on the production front over the

expansion of stecl capacity back in 1940 and 1941, There wasn't any-
thing spectacular or glorious about ity yot the winning of this battle
on the side of expandad steel capacity made an essential contribution
to final victory,
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il theso preliminary romarks, let's consider the meaning of
"?conomlc Mochlzgt¢on," the bUbJQCU of the course of study we are

just beginning. . ; .

LY

The term "economic mobilization" is a new one. However, it is
simply an adaptation, obviously, of a rwuch older phrase, "military
nmobilizetion." Military mobilization applies to the process by
which .on the eve of war mlllt ry units are called up for service,

cquipped and assembled, and moved into position for ﬂctlong

The First Vorld VWar introduced'the term and the practice of
“whet we call Mindustrial mebilization." The tremcndous and unfore-—
scon demands for rmunitions in the carly part of the war emphasized

he importance of the industries which supplied thosc munitions.
Bgfvrc long cconomic resources cther thon industries felt the impact
of the +v@qcnaous wartine demands. Bub maxufacturlng industry wos
tho Drin31pfl bottleneck, or the most readily understood bottlencck,
S0 the phrase bocame industrisl wobilization. '

.

DWCJDng wvgsurws had to be taken to C'Suro adequate supplies

£

for the armed scrvice 'In & very rcal sense, though nct to the
extent practiced in thb racent war by_*ha belligerent powers, industry
care to be robilized no less than the armed foreces, although in a.

-

quite different way. That is, 1naustry'v s organized, controlled
and directed so as to obtain the greatly increascd production that
was necessary.  Hamufocturcrs, for example, were told what they
could and what they could not produce, Sc cerce materials were allowed
P-v“+o producers of essential war goods, prices were brought under
control, a beginning was made in the rationing of scarce consumer
goods, and sd‘on. S '

The ¢oncept of 1noustr~u1 mobilization, created as a result of
X pgglvnce in the First Werld uar,~prchd very useful in the postwar
years that followed. It drovc home the lesson that it takes more
thon armies, novies, and air forces to Ffight modern wars. It enpha -
sized thHe inmportance of plann¢n& and preparedncsu for the industrial
no less than for the military gide of warfare.

. The Second Viorld War brought into use¢ the breader, more inclusive
concept of c¢conomic mobilization. According to the definition I
suggested at the outset, it refers to the process by which not only
~monufacturing industry but all our cconomic resources arc crganized
in support of the armed forces. The econom ,'ObV1ously, includes not
only ﬂ@nh¢u0uu”1an It includes trﬂnsmvrtatl n, power, and othor

vtilitics, It includes agriculture and mining, It ﬁlso includes _
the financiol resources and institutions of the Naticn. T%. includes
the elaborate systems of wholesale and retail distribution, It
includes the communication industries ——thlbphqno, telegraph, and
radio-—and so on dewn the line, Horcover, it includes equipment of
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all sorts--industrial equipment, business equipment, and household
equipment, . from machine tools and conveyor belts to adding machines
and file cases, from sewing machines to refrigerators, egg beators,
and can openers., Finally, we mustn't overlook a wide variety of
_enterpriscs which in the last war were generally held essential,
though there were minority views on the subject, for malntalnlng
civilian mova €y such as the entoriainment dndustry; the liquor
industries, ‘hard and soft; the cosmetic 1ndustry, and so on.

The difficulties which cconomic moblllzaulon presmnts all start

from a single basic fact--that wor increases tremendously the load
which the ec¢onomic sy stum,ﬂust carry, The major demands of the
c1v:11an population and of civilian industry continue in wartime as

1 ngC”thC““SOWG of then indeed. greatly increase-—and thesc demands
must be met or the productive efficicney of the cconomy will fall off.,
~Then on. top of these civilian necessitics arc placed the tremendous
rbqulrcmonts of a vast nilitary na .ching, which in the last war included
morc than ten nillion men, cperating all over the wmrla, in a wide
variety of climatcs and thoaters, and using up goods and oqulpmcnt at
-& tremendous ratac.

Let's see what war doos to the buvden'which the military establish-
ment places on tho cconomy when war broaks out. As late as 1939 the
Unitac States military exponditurcs did not exceed 2 percent of the
national ingene (By "na aticnal income" we mean the total annual output
of gocds and QCPVXC 5 of the Neticn.,) But when this country really
got undcr the war 1uaa in 1943 and again in 1944, our. total war outlays
absorbed 43 percent of the naticnal income-— a national income that
was three times as lerge as it was in the somewhat dopresscd years cf
‘the middle thirtiss. The major Buropean powers were committed more
fully to war then we werce Great Britain and Germany both devoted an
estimated 52 percent of their nationzl income to war purpcscse

Néw, you not only have to step up total national Droduction to
an extont that we in this country in the thirtics would have thought
gquite impossible--this in itsclf might not be too difficult if gveryone
ceuld continue turning out the same products as in peacetime--but you
have to do something that is much more difficult than expanding prod-
uction, That is, you have to convert = substantial part of your prod-
uctive capacity from making the familiar and relatively simple things
of peacetime to making the unfamiliar, often highly complex and difficult
o fa brlCutu, maturlel of WaT

This pracesg of 1nduotr1a1 conversion, as it is termed, . calls
for new: equipment, now tools, new types of skills, new typos nf’ job
trclnlng, and uuually new plants in considerable rumber as welles This
changeover from civilian to war preduction is slow, it is difficult,

and it is painfules Tt is costly in manpower, ma terlalo, and, above

u*l it is costly in time, for many months are usually requirsd to
meke the shift.

s
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"A11l right," you say, M"we got ite Economic mobilization is a
whale of a job. Now that we know what it is, how do we carry it
out? How do we meke it effcctive? How do we go about mobilizing
the cconomy?" Can we mobiliZe our economic resources for war
simply by working harder, faster, and more efficiently, by working
longer hours and oxtra shifts, by cutting out 2ll possible weste,
and by reducing civilian consumption voluntarily to bare essentials?
In other words, do we mobilize the economy for war simply by a speed-
up of the normal peacebime processes under the drive of patrlotlsm
and on.a purely voluntary basis?

Tt is true that in this country, as in England during the early
part of the last war, there were 1arge and influential groups who
believed that this could be done-~that we could meet defense and later
war needs and at the same time carry on business pretty much as usual,
This was the guns and butter school. There wers many who firmly and
honestly believed that the military needs could be put on top of the
civilian needs and both met without disturbing the normal functioning
of the economic system. I suppose there are still some--probably small
in number--who believe that we attained our enormous production goals
in spite of, rather than because of, the elaborate system of war
agenciles and the complicated controls which they administered,

I think it is fair to say that today nearly all informed persons
are in agreement that this is not true. There is general agreement’
that our peacetime  economy, what we call the free-enterpr;se system,
opcratlng noy malLy, though under the spur of patriotism in the face
of a national crisis, simply will not deliver the goods under war
conditions. The plain fact is that the load which modern war places
on the economy is so trcemendous and so different from that of peace-
time that, unless radical changes are made in its operation, it is
fair to say the economy will break down. I want to consider briefly
why it is that free enterprise plus patriotism and lots of honest
good will have little chance of carrying the war production load in
an allwout war. Let us pretend that it will do the job, and sce what
happens. Tt is agrecd at the outset that we will not interfere with
the normal functioning of the economic system, that we will simply
roly on the operation of supply and demand in the free market. BEvery
individual will be allowed to go his own way, make money in his own
fashion, and meke his own decisions.

Just put yourself in the place of any ordinary, run=-of-the-mill
civilian, whether it be a manufacturer, a merchant, a workman, an
investor, or a speculator. A defense or a war armament program gets
under way. The armed services begin to expand. Orders for military
cquipment and supplics of all klnds are placcd in anrea81nv numbers

and increasing sizc.

e

STRICTEL

e,
=
&

Nt

2

7
i
1?)
&
£

- s e



There is, first of all, a gepc"al 1ncreasa in drnand slow at
first, but an increase which steadily gathers momerntum, .Iﬁ begins
f:rot in industrics which supp?y the- goads necdad and used directly

by the armed services. But, of course, these industries depand upon
sany othors for materials and supplics of all kinds. So a big arma-
- ment program, 1f maintained and enlarged, naturally provides a stime
ulus which gpruads through the entire bu31ncss,'1ndustrial, and

agricultural fields, Bofore long we have an armament boom under way s
and it grows steadily largsr, ‘

This incronse in domund soon leads to the appearance of shortages
and scarcitivs. These scarcibvics increase and spread progressively.
Scarcities in one ficld gJVC rise to scarcities in others. Substi-
tutions arc attempted. Scarcitics appear first perhaps in production
equipment oand industrial capacity for the ?1nlshoa items required by
the armed services; but thoy spread vO critical raw naterials, to
skilled 1Qbor, to transportation, and so on.

The tightoer supplics becoms, the more snxious e eryone is to
ﬂbb‘ln ubrm. renufecturers cverorder. to make sure of being able to
fulfill their contracts. Thay build up big inventories to protect
themselves or in anticivation of additional contracts, They hire
more workers than arc 1ﬂwed1n tely needsed. Speculators enter the
ficld, quite raturally and logitimetely, performing their normal
function in a free Rﬂrkut. They sce opportunitics to make a killing
by buying up equipment which they anbticipate will be in tight supply
in a fow months or so; they do the same for raw materials and even end
products. They make the most of the speculative opportunitics prese

nted by a growing boom. on consumers before long discover what

is going on, and they too try to get into the act. Fearing shortages,
they begin to stock up with consumers! goods~-nylon stockings, canned
goods, elcctrical equipment, and so on, ' '

S0 1t gocs. All thuse influences react upon and stimulate each
other, It is not necessary to rofer +o the Second World War or the
First- Vorld War to observe these forces at work. We have all scen
them at work in the last *wo months, since tha beginning of the
Forean crisis, Take, for example, the country&w1de rush of house~
wives to stock up v ‘Jth sugare Increasing shortages and mounting
demends result in rising prices, as we nan SQpn in rscent weeks,
Demand is in mony arcas to all effects and purposes unlimited, betaus
the reguirenents of the armed services are so tremendous. Supply, on
the other hand, can be incroased only slowly, since you can get in-

, croosea qunn;y only by gotting incrcased p“oductlon, and once you
have increased .output to the limit of productive capacity, you can
only get additional production through new ¢a0111t10 new equipment,
and elaborate cmployce training programs, all of Whlch take time,
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Vhat hopnens whon demand gets ahead of supply and stays there?
Prices, of coursc, go up and up. Under the normal operation of the
froc-enterprisce system this is fine. That is the way it works. "You
get increesed production by making it more attractive to produce, by
raising the antc, thnt is, prices, by getting ranufacturers to work
extra shifgs and to put in new equipment, You will in time have new
manufacturers ontering the field, especially when producticn methods
are rolatively simple. But, when supply can't catch up with demand
because the demond is so tromendous, prices take an upward spirals
Then what we get is infletion, because the increased prices of one
man mean the incroascd costs of the fellew he supplies, and his
increasced costs are in turn refleoeted in higher prices for his goods,
and so on, round and round and up and up in the familiar inflation

2l

There arc some who have argned and who will argue that specula-
tion, nounting scarcitics, profiteering, and infletion don't greatly
mebter; that the important thing is to get production, Monsy costs
den' matter too much, because the Government can alweys raise plenty
of moncy through taxes and war bonds. They argue that if we give the
armed services unlimited funds, they can got what they need, simply
by cutbidding others in the market. There is nothing like high prices
and high profits as a means of expanding producticn, After all, the
argumcnt runs, you can always recapture profits through taxatione '
This linc of reascning appeals especially to businessmen, for it is
profits that provide the dynamics of cur free-enterprise system,

The only trouble with this mcthod of getting producticon in
wartime, hewevor, is that it simply will not work. A major objective
*in a wor econory, it is important to romember, is a maximum diversion
of productive rascurces fronm civilian to military uses, allcwing the
seonomy itself only enough to keep it in efficient production, You
will not get this maximum diversion under the normal functioning of
the economic system. Let's sse why,

An uncontrolled war boom, instead of trimming the civilian fat
from the national economy for use by the armed sorvices, simply adds
to thet fat., Tre boom not only brings high profits; it also brings
inercasced cmployment, longer hours, and overtime pay. Ib brings
both higher wage ratcs, because wages begin to go up along with
prices, and still highor take-home pay. Tt brings greater job
sccurity. All this, yocu sce, adds up to steadily rising civilian
incomes. These rising civilian incomes, gquitc understandably, are
quickly converted into rising demands for consumer goods. Instead
of civilian domands contracting tc maké way for wmilitary production,
thoy compete with military demands. The civilian war goods indus—
trics have a war boom of their own. With easy pickings in their
rormal lincs of production, maony mamufacturers will be reluctant to
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take on the headaches and uncertain benefits of war contracts.  The
civilian producers absorb manpower, materials, and equipment that are

il

badly needed to make possible incrsased production in the war industries.

~ This is a very serious situation, because under the conditions -
I'n assuming here--the normal conditions of a free economy--you can't
do much about it except write letters to the editor and make speeches
appealing to patriotism. It doesn't really get us anywhere  to have
the armed services trying to outbid civilians in the market, because,
after all, the funds that the armed services distribute through pro-
curement contracts simply filter down into the hands of the civilian
consumers at the other end of the line.

T

An uncontrolled war boom of the kind I've been describing, inter—
feres with war production and the whole war .effort in still other Ways .
It leads to unstable and often chaotic markets. It introduces un-
certainties and confusion in. almost every phase of production, The
typical producer, the businessman, never knows where he stands. . He
doesn't know what is zoing to happen three or six months from now and
often even two veeks from now, It results in production tie-ups as
a result of the fact that some mamufacturcrs have stockpiled on their
premises a lot of materials that they don't need for +he moment but
expect to need a year, a year and a half, or two years from now., Even
the government services are not exompt from this kind of stockpiling.
I read in the papers the other day that one agency had accumulated a
27=year supply of manila foldersd ‘

 One of the worst of the effects of inflation is one that doesn't
hit production directly. Inflation affects different classes of people
uncvenly. While some benefit, most groups suffer during inflation,
because, generally speaking, the incomes of wage and salary groups—-
especially salaried persons—-lag behind prices. Those with fixed
incomes based on pensions or sccurities suffer most of all, The
result is much discontent and much criticism., Thers arc charges °
and countercharges by labor, by management, by farmers, and so on,
that each is bencfiting, by profiteering or otherwise, from the war
while the others are corrying the burden; thus inflation becomes a
source of internal dissension and a boon to gneny propagandists,
It creates low morale at home, and this spreads- inevitably from
civilians to the armed forces,

All that I have said so far is perhaps pretty obvious, even
elomentary; but it is absolutely fundamental., In a free eccnomy,
operating without government direction and controls, raw materials,
labor, ané industrial. capacity tend to be channeled into those aress
where demand is greatest, profits largest, and the work sasiest, and
not into those arsas whore the need is greatest for the effective
prosecution- of the war, S \ . :

9
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The incscapable corclu51on btased on 21l the evidence, is that

a war econolly must of necessity be a planned economy and a controlled

economy. Materials, : anpower,'equinmcnt; and facilities rwust be allo-

cated by one means or another t¢ users in the amounts and in the order
of priority deternined by war necdso In many rcspects this concept of
priority is the central concept in ¢conomic mobilization--thet is, who
must get what, . and when, in order to have the gocds necessary to carry
out strgtcblc plans and attain stra tegle goals. - Priorities for the
essentials required to meet strategic objectives cannot be determined -
by competition in the opsn market, They have to be established and
they have to be enforced by a central autherity, '

So in econonmic mobilization we deal cont;nually'w1th many kinds
of controls--controls that are contrary to the principles of a free
econory controls over materials, menpower, prlcos, wages, exports,
and all the rest. What it really adds up to is this: Tc mobilize our
ceonomic systen tor war is to organize and run the economic system as
one great factory, as a tremendous national enterprise, in which tens

£ thousands of large-scale productive organizations are subordinate
phrtu and 211 these parts must be coordinated and kept in step with
cach hther as closcly as is humanly possible. :

4 is clear from what I have said that thore is a lot more to eco=
‘nomic mobilization than converting factories from civilien tc war pro-
duction and steoping up production all along the line., Production:
oroblems,of course, in themselves are very difficult ones, but they
are problems in whose sclution we Americans have long excelled. The
most critical problem, however, is not directly in the fiecld of pro~
ductions It is the problem of keeping the economy stabilized and cow
ordinaved, and of keeping it from runring wild as a result of the in-
flationary pressures that are so pawmriul, inflationary pressures:that
are not subdued sirply by passing a nurmber of laws. The mar ket, operating
through supply and demand and tnrough prices, breaks down as the auto=
matic regulatoér and coordirator of the sconomic system. It breaks down
for the roason I have previously stresscd=-that supply and demand are so
far apart they cannot be brought together or éven reascnably c¢lose to each
other, Therefore it is essential thet the Covornment intervene to pro=
vide the 5?1 ance and the coordination that the froe merket supplies in
peacctimé, And this is done, nrt1F1c1”1 ly if you *1ko, through the types
of controls I have described,

This brings me to whet in my mind is in meny ways the greatest
practical problem in mobilizing our cconomic systom for war. This
is the problem of setting up the organization and cstablishi ng the
dministrative techniques. and procedures for operating the &ssential
controls. It is a problem of extra .ordinary difficulty, for many
re a&ons, For one thing, the cards arc stacked against those who are
arged with this tremendous task. To begin with, the control functions
are not performed in peacetime. t is nscessary 4o start from scratch
in building up the control agenciss, either within the established
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departments of the Government or as new and independent defense
agenclces. And these vital agencies have not only to build up-
their crganizations and recruit CUmputent personnel, but thoy ,
have to train their porsomnel and acquaint them with the jeb to
be done, Often,.as~1n tho last war, it is necessary first to
desermine and define the nature of the job itsclf. The agencies
mist devise and perfect the complex procedures essential for doing
thls jobe They have to determine what facts they need, for the
factval data required in wartime are different in many rcspects
from those that arc used eltbcr by governmgnt or business in peace=
time, .

The job of assembling releovant data is a vital one and a slow
and difficult one. Yet with the Pacts, the Administraticn will work
blindly, in both the formulation of pol¢cy and the administration of
policyes Then, tco, there are great difficultiecs in overcoming
resisvance to the 1nnﬂultAnn,0f wartime controls, Highly 1nd1v1dual-
istic pecple such as ours have in previous wars béen very reluctant
to accept without a strug “lo the regimentation involved. There-are
powerful pressurc groups, representing every important interest, that
protest, .bbtruct, and rosist in one way or another both the 1ntro-
duction and the operatinn of the system cf controls. Today it is
worth noting, howcver, that goneral public sgentiment seems to favor
controls rather wholcheartedly. Even the pressure groups that in
the past have fought so persistently one type of contrel or another
appear less actively in opposition.

Another problem that the control agencies have to cope with is
the political problem. Partisan politics get very much into the
picture; and this naturally adds to the difficulties of the war
agenciesy

- Finally, the WiysueamlmmdmxmynftMambofa&mmwﬂwug
the war economy oy the central governmment, that is, in this country,
the Fodernl Government, presents cnormous difficultics. We lack the
knowledge, the unders uandlnf, and the experience necded for the job,
t“uuph we arc botter off touay, in many respects, than we were at the

C'lﬁn;nb of the defonse erisis of 1939-1940, We do have the rccent
pericneer of the Jast war rather vividly in mind, Owing to these
numurous difficvitics, a shift from free economy to a planned and
controlled econony is a slow and cumborsomc process.,

ObVlOUSxy, geononic mo%ilization is a subject of the greatest
importance to the armed services. The scalc, the intensity, and
the duration of any military effort depend on the effectiveness with
which this mobilization is carried out. General Holman pointed out
that the armed services are simply the cutt ing edge of a great war
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-of the militarye.

machine cmbracing all the resources of the Nation, A primery
COﬂflblon of sustcess is closé and cffective tearwork of all parts

this machine, and cspecinlly beitween the civilian and the
military partss

Tt is absolutely essential that the armed services have an
awarcness and an understanding of at least the fundamentals of
gconcmic ”GDW;lthlCn——Of its general character and necessity and
of its principal. conditions and major problems, Military strategy
st be closcly related throughout te the ability of the economic

gystem to support the operations called for by that strategy, The
cc;nowy has tc support these opgrations with manpower, shipping,

ireraft, military equipment, and supplies of all kinds. For the

services to ask for too little is, if not to risk the loss of the
war, tc risk prolonging it and adding to its human and meterial
costs, Perhops an even greater danger is the danger of causing a
breakdown of the economy and concoivably the loss of a war by
insisting on too muche
you may feel that these ars >vrrstmtcrcnts, that T am
cxasgerating the role of tho ccononic factors in wer. Or, while
admitting their importance, you may feol that the. r:snbnsib¢11ty
for them is a civiiian resvonsibility and not the particular concern
Goneral Holman spoke on this peint the other day,
zoing to stress it again this

Som: of

and, bccause 1t is so 1mﬁortant I anm
ﬁftcrnﬂf‘ng

Few inside tho militsry esta ollshmont today in pesitions of-
responsibility accept the view that the military should have no
intercst or comcernAw1th cconomic mobilizations The fact is that
to en impertant degree the cconcmic factors in wartime are a direct
military responsibility, becausc the armed services have primary
responsibility for one major phase of ecoromic mobilization and that
is military procurcment. Thoy design, develop, and place contracts,
qnd thoy supeorvise the exccution of contracts, for 21l their supplies

nd equlurcnt,, ' :

In cquﬂ,'.m"r out this procurcrent in wartime the services cxer=-
cise tremendous purchasing power in every important national market,
Our total war outlays in 1943 and 1944 came to over 50 billion
dollars or some 43 percent of the national income. Of these
astronsmicael sums the services spent about threce-fourths. The
impact of such purchases, concentrated in the honds of what is now
2 single great defensc asency, on the cconsmy is tremendcus. It
can bo comparcd to cconomic dynamite in its wﬂtuntlal effects upon
the working of our economic system., Unless it is hoendled with the
groatest care, it can produce very great harms There is no use
putbing controls on civilian producers and on the'civilian consumers
if the services themsolves in oxereising this tremendous eccnonic '




influcnce do neb cxercise restraint and intellipence and handle
their procurament operations with intelligence and carc,. - Badly
hancled procurement can disorganize markets, stimulate speculation,
create serious shoirtagss, and oromote inflatione These developments
in turn will lead to productive-ina‘ficiencies and can seriously
hamper the attairment of production gralse

It is unnececessary to labor these points further. Throughout
the coursc the great economic responsibilities of the armed services
in both peacetinme and wartime will be stresseds

In closing let me recapitulate brieflly the principal points that
I have emphasized in my remarks'thisiafternoon,

I have given you a definition of economic mobilization. There
is nothing sacred about this definition, especially on a word-by-
word basis., ZHconomic mobilization is simply the process by which
all the resources of the Natioh are organized and directed in support
of the armed forces for defense or war,

Yy first major point is that modern warfare is not simply é
conflict between armed forces. It is a struggle enlisting all the
resources of the belligerent powers. -

Second, the load placed by modern war upon the economic resources
of this Nation is so tremendous that our full strength cannot be
mobilized without important changes in the functioning of the free-
enterprise system, . '

Third, the free-enterprise system cannot be mobilized sffectively
simply by speeding up the normal economic processes of peacetime, A
war economy is of necessity a plamned, controlled, and directed econ-
ony .

Fourth, the administration of the controls for the direction
and coordination of the Nation's rcsources is thé central and most

difficult problem of cconomic mobilization.

Fifth, an understanding of the nature and problems of economic
mobilization within the armed services is essential for two basic
reasons: First, because it is necessary to obkain close and effective
cocrdination of the military and economic phases of an all-out war
eifort, a coordination thait works both wayss and, second, because
respensibility for the conduct of a major aspect of economic mobile-
ization rests by law as well as by long tradition with the armed
‘services, that is, the procurement of all military personnel, equip-
ment, and supplies.
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Now let mé make one final point dn closing. In the preceding
classes of the pogtwar Industrial College from 1946 to 1950, ec~-
onomic mobilization wag always something that bel onged to and had
taken place in the past, This clas®*has the extraordinary oppor-
tunity, denied by circumstances to previous classes, of observing
cconomic mebilization at first hand. This country is, of course,
in the darly or defensc stage of moblllzlng the economy for an
cmergency, an emergency the ultimate scale and character of which
is not possible to foresce, This emergency not only gives added
point and meaning to our study; it will continually provide us
with fresh data and valuable illusiraitive material bsaring on every
phasc of the course. For this reason the newspapers will be an
indispensable textbook, though not on the reguired list to date.
Iva1t~b1J and a051r¢013, our coursc has lost a great deal of 1ts
acadenmic qu@lltd, Thank youe

GEFERAL HOIMAN: I noticed that you used the personal pronoun
Uye' in the early part of your talk,  Would d you explain to us the
authority and the programmding of any parsicular economic mobilization
plan, and briefly who ¢ administers it, whoe handles these cconomic
stabilization C)ntrﬂls? ‘

fDR.“HUNTER: Thank you., I am glad you caught me on that., I
get into the habit of using "we,"  This was not the editorial "we,"
in other words, myself., Nor did it refer to the military estab-
lishment of which all of us present are a part. I meant rather
Mwe," the Nation, "we" Americans.

Actually, the military establishment has only a limited
responsibility on the plarmning side with respect to economic
mobilization, and this relates chiefly to procurement and rclated
moasurces of industrial prcpuredncss.

- Prior to World War IT, planning for indusirial mobilization,
as it was then known, up to 1939, was a bt tutory responsibility
tmon Tt was supcrviscd and coordineted by tbe
Army an unitions Poard. The ANLB ooﬁratbd as a Jjoint
planning - during the 1930's, planning for what was then

called |1QUotT a2l mobilization. As a result of the Security Act

of 1947 ond its amendments, planning for eccnomic mobilization

has been divicded up into two segments. The responsibility for
plarning for the military aspects was assigned to an enlarged
Tunitions Board, which now hes a statutory basis. The National
Security Rosources Beoard--a now, independent agancy, responsible

to the President--was set up, wlkh the responsibility of planning
for ccenomic mobilization in its ov-r—ﬂllﬂaspects° So we have these
two economic plenning agencies—--one is military, the Munitions Board,
and the ﬂthor is civilian, the National Security Resources Board.

It was generally accepted and undersiocd back through the twenties

a.




and thirties that, whereas Congress had assigned the responsibility
of planning as of that period to the Wer Department, actually when
an emergency came, the actual administration of the war economy,
apart from procurement, would be in the hands of civilian agencies
established for the purpose. '

QUESTION: You mentioned in your talk that in 1939, 2 percent
of the national income was spent for defense. Then you went on to
say that it reached a peak in 1943 and 1944, where it was about 43
percent. Can you tell us how much of the national income we are
spending now for mational defense? '

DR. HUNTER: I can't be too exact but I believe that prior to
the Korean crisis the military budget was around 15 billion dollars, .
Qur national incems has passed the 250-billion mark. I think now
it is at the rate of approximatcly 260 billion dollars a yecar. Is
therc a mathematician in the audience who will figurs that out?

MR, MUNCY: It was reported last week at the rate of 270 billion
dellars for the last quarter. ' _
COLCNEL BARNES: If you call it 250 billion and add the 10
 billion they have just asked for to.the previcus 15 billion in the
budget that will make it 25 out of 250 billion dollars., We can all
figure thot,

DR, HUNIER: Ten percant,

QUESTION: In lire with that same question, you indicated that
it is not possible . to add a tremenceus military expenditure to our -
civilian expenditures without setting up a system of controls. Now,
if we go into a period of partial mobilization--and, obviously, no
~ one can predict how long it would last or whether we will eventually
ge into total mobilization--do you think that we could meintain our
military expenditures at double our current rate, that is, 20 percent

of our national income?

DR, HUFTER: Tou mean up o 50 billion instead of 25 billion
dollars? . :

QUESTION: Yes. . Do you think we could maintain that and still
avoid a completoly controlled system such as we had to impose during -
Torld War II? S - S .

DR. HUNTER: Whether we can do that without complete controls
is a little difficult to saye. Bub I think we are at 2 point now
‘where our econory, even before the sum of 10 billion dollars is
added as a result of the Korean erisis, did not have a great deal
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of slack left in it. You can do something more to increase pro-
duction. You can put on oxtra shifts. You can pull more women and
older men back into war production. It may be that the p1nch.w1ll
cone first only selectively, on certain types of raw materials.

In my Judgﬁ)nt, I think we cannct go much beyond the point
where we are now without instituting some kind of limited, pertial
controls, like spot contrels to deal with critical situationse
Whether we could double our present expenditures without full-
scale controls is difficult %o say. I am inclined to feel that
we would get pro tty closo to full controls,

QI,STION: " Is it psssible rerely to havo partial controls?
Can~wo”v t:blish in this aconoriy of curs a degrde of control that
is soricthing iess than full control and soncthing nore” than a free

economy’? Do y\u taz nk tngt is a feasible approach in the currcent
31tuat¢un° ; 3 o

“IR. ﬂﬂ\f? I thlﬁﬁ it is feasible. We did it in the last war,.
We didnYt_havc"Ll—out controls. Ve ulcn't'ha"e‘complete-Controls
of ~ur manpower: Other controls were of = v”ry lirited character.
Our profit controls were carried only so far., Ve didn't nationalize
industry. ‘We did allow free enterprise to functlﬁn, both as regards
industry and labor and as rogards the farmer; within a certain -
restricted ares.

of coursc, sonstimes 1t scems that it would be simplest to go
dircctly into all-out controls. It would seem to solve so many
problems if we could only go all out. But throughout, in dealing
with problems of this sort, one has contimually to work and think
in“terms of the public response to the situaticn and to the methods
proposed for dea llng with thu 51tuutlon. '

A v1VW‘w ap13 held among thosa who have given much thought to
the ﬂrublwrs of. oconomlc controls is that the public has to be
convinced that there is a real necessity for conirols if such
controls are to be-effcctive; then the public will go along if they
are convinced cf the nccessity for the contrels. But if the public
isn't convinced, it doesn't do you much gond to put the controls
into effect on a paper basis, because you will simply get evasions
and vielations of the law, black morketing, and that type of thing.

‘QUESTION: Sone of the guestions that have been askod seenm to
be wredicated upon the premisc that we are not now in a controlled
cconorys Is 1t not true that our prescnt cccnomy is partially
contro;lcd, with stockpiling, draft, OPA, and such things as tbat°
Isn't that & part of econ~mic mx blllZ:tlﬁnq :
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IR. HUNTER: That is true, in a sense. e have many varying
degrees of control. To the extent that we have the draft, we have
a manpower control, though here it is for military rather than for
nroduction purpescs.  With reference to stockpiling, I think there
Jou have a type of controle It is a rather indirect type, and it -
has not been carried out very aggressively. The Stockpiling Act
has boen adwinistered so far as possible pretty largely by going into
the open market and buying cortain raw materials, hosc responsible
for adnministoring the act have been very sensitive to. industry's
response to the rcarrying out of the stockpiling law, and to industry's
protcsis.

¥ou may-recall thet when the Stockpiling Aet first went into
offect, thore were some protests from certain arcasy "How can we
cconvert industry to peacetime procuction if we can't get these
materials?" Thore was an article in the "New York Time%" business
e

section, this morning about a moeting of some industrislists in
which the stockpiling activitics came under criticism. The impli-

1e
caticn was that too much of it was being done in the wrong way. But
for the nost pnrt'stockpiling_op@ratiﬁn‘has bcen an open-market oper-
ation, that is, a- frec-enterprise system of operatione.  The industrial-
ists have not zone in and confiscaied er eommandeored supplies of ma-
torials that they want to stockpile,

COLOKEL BARKES: . I think it might 8lso throw a Tittle bit more
light on that question if you distinguish in your minds between ec-
onomic controls and measures for economic readiness. The stockpiling
program is an econcmic readiness measure. We are preparing in peace=-
time so as not to. get caught short in wartime. Priorities, allocations,
price controls and rationing--those are cconomic contrels that are put
into effect to change the normal system in order %o get mere for the
military from the output of the economy than would normally be the
case without thomn. : A

DR. HUNTFR: I might add ancther point there. There are many
who fecl that we no longer have a freo ceonony in this country, even
quitc apart from any cconomice mebilization; that the regulations. that
Surround businocs enterprisc in so many ficlds have gonc to the point.
vhere therc are decided limitations at loast upon the free-cntorprise
system. Ve have a dozen or more Foderal regulatory agencics--the
Interstate Commerce Cormission, the Federal Power Cormission, and so
forth. So when ws speak of having a frec-enterprisc system here, it
is well o remember that in some rcspaects we have a regulated economy,
an sconony which is in certain important respscts regulated even in
ot

me. e will get . into that at a later period of the oricntation.

1
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QUESTION: I have two questions. First, don't agricultural parity
programs constitute an aconomic control?
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2. HUNTER: Yes, That is a control cstablished in the ’
peacetimc €CONOIY o : : s

QUESTION: Any further steps would be simply an extension of
that? ' ' R

DR. HUNIER: Tt might well be simply an extensinn but one
designed to dirsct agriculbural production into those fields where
defenso demands would be heavieste ‘ I

QUESTION: If it is donc skilfully, the public is already
conditicncd te the extensicn of cantrolsQ
DR, HUNYER: In a measurc, yese There arc always problems to

be faced in obtaining ccceptance fo r any law establishing 2 new kind
of regulation or controls How will the public in general, and how
will specific intercst rouns,respond to the situntion.

QUE'TIOR: Vor ntnﬁf questicn is the main one. The controls

d’ring orld Var II were administered by groups racruited from:

néustria llats, “Right now, in the first steps that we are taking
for Mlellzatl“ﬂ, the' idea scems to be that the established govern-
mont civilian agenciss are claimant agenciss for varicus control
functions. Thore must be some political considerations involved in
thnt decision. I don't suppese we will ever get away from those
political considerations. But, aside from that, what is your idea
25 to the relative merits of contrcl boards recru;teu from industry
and controls, say, located in established government bureaus?

DR, HUNTER: - You have ‘touched on one of the meost debatable
igssues in the field of eccnomic mobilizaticn. To give an adequate
“answer I would have to hem and haw on the pros and cons, and it
would really be quite a discussion in itself; and among the various.
members of the staff and faculty here thera mgul& be hands going up.
It is @ thing that has been debatcd back and forth by every class,
It is a major issue thet has been debated by each class since the
end of the ware I don't mean to brush off the question--it's a ”ood
quosticon--but it would get me into too ﬂuch hot water for this afternoon.

COLONEL BARIES: 1 nmight add that ten months from now you will
still be worrying about the answer to thet same question, only you
will be doing it in a Toporte B .

QUESTION: In ‘that sam¢ comnection, the point has been made that
the three nilitery d onﬂrtlvnts and the Munitions  Board have only one
sidé of this whrle econinic nobilization picture, tnat the real ad-
ministration of it is nnrmal]y a civilian function. You have made
thz point that it 1s no longer an academic questlﬁn, o
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DRy HUNTER: That is corrcct,

- QUESTION: T¥e are moving intc it clearly here, but I have never
heard of any training schocl, such as the Industrizl College, for the
civiliens who are geing to be on this civilian side of the picture,
the copposite numbers of all these gontlemen in the military side of -
the picture.  Is there any such schorl as that, or has there ever
been one? How do we got the training for the civilian administrators
for their part »f this program?

‘DR, HUNTER: Your puint is a very interesting one. There is
ne such school, I think General Helman pointed out the cther day
that there arc:a number of universitics that are beginning to intro-
duce courses in cconomic mobilization. The various government agencies
are sernding o number of men.to parvicipate in our course. Iast year
we had the first quota. e have a somewhet larger quota this year,
But that is the answer., There is no such organization, :

New, how are they getting the troining? Tell, that is something
clse again, The Natirnal Security Rosources Board in its work with
industry:committces of many kinds represents, I presume, if not
training, at least giving the nen of business and industry who arc
associated with those committcoes contact with and awareness of the
type of problems that the K3RB and the Munitions Board are working
upohe ' :

QUESTION: Ve recad a great deal about labor unions clamoring for
price controls but opposing wage controls. Is one fessible without
the cther? | - . » , :

DR, HUNTER: I think the consensus of those whe have given
careful attention to the problem and of those within the Goverrment
responsible for denling with it is that the two things are not
sepordble; that thoy are ticd together, Everyone can understand
why the labor unions meke this demends, It is good tactics if
nothing else, Perhaps they may scc some advantage in it. But the
two things are inscporables, - : : ‘

QUESTION: I uncderstood you to say that you felt the establish-
ment of adequate administrative machinery for control procedures was -
exceptionally important in economic mobilization. I wonder whether
you would go a step beyond that and say that it is not only necessary
tc establish administrative machinery, that is, to establish proce-
dures whereby these controls could be set up, but the really important
thing is to set up the statistical or economic techniques whereby you
can measurc the cffectiveness of the procedures, the controls that
you establishe *
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DR, HUNTER: Ceritainly that is a very essentinl thing., Unless
you have the machinory for gathering adequate statistical data, your
are compelled to work norg or less in the dark. In both Vorld Vars,
especially in the Second World War, where controls were the more
nurerous and complex, one of the major problems was to get an adequate
statistical base for determining policy in the first place and for
use in checking upon the effectiveness with which policy was admin-
istored. ' ,

QUESTION: The "bad boy" in your definition of mobilization,
whather cconomic or indusirial, scems to be the armed forces, It
appears to me. that in mebilizatlon the armed forces, although they
de take a greatiy increased load, are not the only bad boy involved,
Wouldn't it be better in the definition to leave the armed forces
out of this picture and say "to meet the emergency regardless of where
the emergency may be," whether it is the armed forces or industry or’
whether it is the Marshall Plan, using up six billion deollars a year,
that is doing it? - o

DR. EUNTZR: T am sorry to have given the impression that the
armed forcos are the "bad boy!" in this field.

QUESTION: In the definiticn in cach case the armed forces were
the ones that were cousing the sconomic mobilization. '
Vs

DR. HUNTER: Oh, no.

QUESTICH: It isn't the armed forces, as I see it; it is the
EMeT geNncye

DR. HUNTZR: That is right. I had no intention of suggesting
or implying that it was the armed forces.

QUESTION: I wonder if in the definition we couldn't: leave the
armed forces in words out of the picture and identify it as the
emergency only. The armed forcss may take part in solving an emergency,
but in the case of the Marshall Plan the armed forces are not the ones
that are solving the emergency at alle The Marshall Plan is doing it
there. TVie are shipping our goods, part of our economy, to Europe, not
for our armed forces, but for, I guess, our allies.-

-

DR. HUNTZR: In the definition I am simply recognizing the fact
that the armed forces do present the military front and that therefore
everything is secondary in a war economy to supplying the Nation with
the equipment necessary to carry on the war. If you will feel happier
in substituting "Nation" for "armed forces," the change might be made,
But the armed forces still are charged with their traditional respon-
gsibilities,
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QUESTION: That is the point. Is everything secondary to that?
In Viorld War II was everything secondary to supplying the armed forces?

DR. HUNTER: TIdeally it was; practice didn't always correspond
to ideals,

QUESTION: Or was maintaining the econony of'England equal to
supplying the armed forces? ’

DR. HUNTER: When I say "secondary," I mean this, of course, in a
qualified sense. ZIverything is not secondary to the maintensnce of
American institutions and ideals--the things we are presumably fighting
for,

COLONEL BARIES: Ve might say that economic mobilization is
supporting the militery effort, or we might substitute and say it
1s supporiing the national objective; but normally in a wartime
economy the military offort is the thing that stands out in front,
During the last war lend-lease to Russia or keeping the people fed
in Englend was all part of that military effort, part of the national
objective, ' :

MR, MASERICK: T believe you made the point that approximately
10 percent of the national income is required for this partial mobil-
ization that we have gone throuzh or are going through now due to the
Korean situation, and that in World Var II approximately 43 percent
of the national income was required for the mobilization. Have we
estimated or do we know what percentage of the national income would
be requircd for a total war effort?

DR. HUNTER: I will take a shot at answering that if you will
tell me how total is "total." I don't mean to pass the buck. Perhaps
T might put the quostion in another way. How far can a nation like
ours, or-any other modern indusirial nation, go in applying its
resources to war purposes? England and Germany, I think, required
Something like 52 percent, I haven't seen any figures on the USSR.

We know, of course, that in the last war we were far from being fully
committeds, The civilian population in the main lived better than ever
before,

How far can we cut down the standard of living? How far can we
push up the 43 percent that we spent on the last war? Can we push it
up to the figure rcached by Great Britain? Can we push it up to 60 or
65 percent or in o casc of desperation even higher? I don't suppose
anyonc can anticipnte how far it can go. It will depend on the whole
complex of circumstances existing at the time which influence the deter—
mination of the American people to support the war and make general
sacrifices to this end, Sl

COLCNEL BARNES: Thank you very much, Dr. Hunter,
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