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ADDRESS OF ROBERT S. BROOKINGS.

Over a long life ard wide field of actavibies vhe
one word which has left the deepest scar in my memory 1s
Unpreparedness. The Assistant Secretary of War evidently
sensed this when he requested me to address you today, and
probably had n mind that I would discuss some of the prob=
lems which we of the War Industries Board had bo solve as a
result ot ow Unpreparedness when we entered tre World War
I am told tlet a talk which I pave you some two years ago was
mimeographed and distributed, so that I am afraid if I enter
very much into the details of my war experience 1%t wuld smply
be a repetition of thangs whach I have already said.

In order that I maght have s more comprehensive under—
standing of the situation which you students of the Army Ine
dustriad College are dealing with today, I requested Colonel
Ferguson to furnish me a capy of any Congressional Acts ogs
Army orders which have any bearing upon procurement problems.
He informs me {lat while Congress has consilered a number of
bills having very direct bearing upon preocurement problems,
none of theth have been reported oub of commit tee except the
the Natiomal Defense Act with 1ts amendments, a copy of which
he sent mes

I wish to discuss ¥arst what ars the elementd of
National Defense Preparation which enable us to differentirate
between that rational greparation for an emergency which might
threaten the life or well-being of the Nation and that ex—
cessive preparation wh.eh might easily become a temptat 10n for
offensave as well as defensive use. I think we have in the
late World War a demonstration which has a direct bearing on
this mwobleme

We have, for example; the German situabion in 1914 with
an Army so large and so well prerared thabt 1t was a constant
sovrce of templation to ume 1% and this temptat1on was empha-
ggﬁg&}by the fact that within a comparatively recent period

ermany had developed, by a series of short, successfnl wars,
into the sttongest military power in the world ,

The Navies of all the umportant naval nag ons, includ-
iDg our own, were in the same rosition as the German army.
because the navy must by recessity function in peace much the
zsl:(a)zge as J.;hdoes inwar. It 15 ready to fight at a monent's

ice. & need of addibional ersonnel and s
Lamited that all the Navy has topdo 18 fo openu'fﬁleljglvéi :,0
little and allow 1tselr t0 expand. We demonstrated this in
our recent war with Spain.



By contrast with 211 this, note the condation of owr
Army when we entered the ‘lorld War -~ a small bpme guard which
1t was propo sed. Lo develop overmight inlo an amy of millaons,
with 11itle or no knowlsage of tre arms, ammunitioa and other
supplies we should nsed and with absolutely no Bemehddble
sources of supply. We had to design and develop sources of
supply for bolh our rvfles ani machine guns, ard to adopt
new designs of light awml heavy ar%illery and special ammumi~
tion resulting from the constantly chang1ng experierce of our
Allies at the Front.

Such Unpr eparedness cost us meny hundreds of millions
of dollars bhrovgh exper yments and mistakes. Ta the light
of this experience 15 Wuld be 1u5fle less then crimuaal if
we failed vo acke at least s.re rabtiomal provision for the
future. Hence, we have the ‘ National Defense Aci", which
places upon the shoulders of one men ~ The Assigtant Secretary
of War = tne votal cespons bility of seeing that provision is
made for supplying the Army promptly with 1ts every industrial
need in the event of ow bocom:ug engaged 1n wars This, of
course, means chat he must lmsp in sicn close touch with the
dynamic development of war possibilities as bo know in advance
what these needs would probably bea

In glancing through the copy of the National Defense
Act and General Crders No. 51 ard Wo, 7, 1% 15 eviadent that
the Assistaut Secretary of War has dully measured up to the
great responsibility placed upon hims. I note from these
General Orders that the Army Industraial College has been or-
ganized to %train rhe officers :in that kaovledge of the
indussries or sources of gupply which will ensble them Ho
intelligently coordinabe such sowrces with ilnelr war procure~
ment needs.

Introducing what 1s known as the "Case" system, that

18 to develop every kind of kmwown ard 1magirary war need and
solve 1t on paper, the College 1s recoen.zel as having proved
a great siccess. I note in Genecsl drdecs Mo. 51 the creation
of the Army anl Navy Pumitmons Eoard, consi ting of the Assist-
ant Secretary of War arnl the Assictent becretary of the Navy,
with the power to associate wilh Jrerselwves such officers of
the Arny and Navy aocd such civilians as might be needed to work
out their procurement policies.

I see tle provysion maude for this in the procurement
committees of each branch of the service, end the mobilization
of 20,000 indusiries cf %She courtry into fowr teen districts or
zones. I em told ihat the nidbrlizotron has abtached, 1n an ad-
visory capacity tn the Lamabions Board, a large nimber of manu~
facturers, thus provadiag in eifect a cavilian service which
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w1ll function 1n connection with the military service much

the same 25 the War Industries Board did in the late World

Wwar, except thal bemg coordimated in advance, you will avoid
the mis-understand mg and fraction which was, at £ irst, inevit~
able between the military authorities and what they umderstood
to be their legal responsibilities and the War Industries Beard
and what 1t understocd Wwas expected of it by the Presidents

We hear every now and then a warning, which was touched
upon recently 1a an address by the President, to the effect
that we must be careful lest our military instruction in the
schools produce a military spirit which maght easily develop
into the German system of offensive rather than defensive pre=
paration. It 1s a far cry from the limited amount of military
insbruction we are enceuraging in order o secure & minimum
number of reserve of ficers to the German military machine. It
18 an equally far cry from an intelligent understanding of our
1ndus traial sources of Defense through the study of war problems
to the large wmvestment on war supplies carried by the Germans,
such as a vast quantity of copper which, in the event of war,
they could not have imported.

I assume that you are, of cowse, femiliar with the
operations of the War Industries Board, functioning pramarily
through 1ts three departments = The Coimmodaty or Procwement
Section; the Priority Sechion, involvang allocation in plecing
orders anda preference in the distrabution of supplies to the
Army, Navy and our Alliesj ard thard, the Priace Fixahg Committer
which, while acting witlun the War Indusiries Board, functioned
independently, reportang directly to the President and receiving
1ts authority directly from him.

You are goubtless familiar with the control by the Goy~
erniment of the railroads, and the measures taken to direct tlre
toal outpubts Both of these activities were closely associated
with the War Ihdustries Board, as priodity m coal supply and
transportation was essential to our control of the mdustries.
If the "National Defeanse Act’, where 1t says "owr war needs",
had been worded "our war and wivilian needs™, 1t would seem to
me that we wovld be well prepared for any emergency.

I have been requested by several Congressional committees
who had under consideration National Defense weasures, to give
my experience during the late war. These measubtes specifically
gave to the President the power which Prewident Wilson assumed,
le€s, the power to control allpproduc’c won and transportat ion
essential to secur mg ow war needs anl cause the minimum of
sacrafice to the caivilian populations For some reason ar otrer,
I am told, nore of these bills have ever been reported ow of
commit tee. I presume that both you and the Congress are depend-
11g upon the theory that i #e are suddenly involved in war,
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the President will do as Premident Wilson dad, whach was %o
1gnore the enti~trust laws or any otler lav which anberfered
with the winning of the war and the equitable distribution
of 1ts cost amorg all the peoples

We assumed dur ing the late war that the legal right
existed either in the cmstitubtion or some other pla¢e which
permitted the President, wio 1is Commnder-in-Chief of the Army
and Nevy in time of war, 1t exercise dmy authority which he
considered essential to the winmng of tre var. When FPresi-
dent Wilsoa recuested me t0 assume the Chawxmenship of the
Price Fixing Commattee he dwelt upoa the great responsibility
involved, to which I repliedl "1 do noc care how great the
responsibility af I have the necessary ausharaty"s

He assured re thalt I would have all the guthority that
he, as Commander=in-Chief of thedrmy and Navy, possessed and
I assumed from his yemarks that sweh authority was pracitically
unlmited in time Of wara

Proceeding Lpon this basis, we pald no attentazon o
the anti~trust lavs, as 1% was ubberly impossible for us to
secure our war needs and protect the ciwi lian population
froan a runaway macket or inflated prdces ezcept by assuming
absolute autlority over pFoduction and pramary prices of
nearly gll tre principal comodities.

It 18 hardly necessary for me to explain to you the
laws of supply and demaal a.d how, if as provided ain the
"Defense Asi" we 2btenrvpsrd suaply 1o suply our war needs
and leave bthe eivilien popula tron at the mercy of a runaway
market, the result could easily vitiate the entire purpose
of the defense act. What we need 1s some tlumg similar o
the Capper R1ll, sometimes called the "Awerican legion Bili",-
which should comreace with a preamble setbing forth clearly
the purpose of the bi1ll which 18 %o avord specudation and
wnflation by woulu~be profiteers. It should provide a penalty
for infraction aad should give the President the power to conm
trol prodiction, transyortation and prices, always providing,
hoavever, that equal Jus.ice and fair greatment be meted out
alike to all classes of catrzans.

Any Act that authoBizes the fixang of prices necessar=-
1ly wmvolves the right to fix wages, as they are mspperabdles
No matter vhat authority, however, the President may assume
without or with Pongressional action, prices should be arrived
at, as a rule, by agreerenl with the irdustraes and, where

necessary, wages should be settled wath the Iabor Unions by
negotiat onse There 1s no dafficulty agreeing on prices with
the industries 1f we exsct a large excess profits tax, which
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15 essential to any suwecessful plan for stabilizing prices.
When a manufacturer knows ‘that high prices and excessive
profits simply intensify his labor problem, and thab the
Government then bakes mest of the profaits through an excess
profits tex, his interest in a high price ceases. As 1t 18
necessary %o pay all producers the same price regardless of
their costs and as meximum production is our goal, the least
efficient as well as the most effieient factories must be N
kept producaing by the adoption of a relatively high prices
4s this gives the lowest cost producer sn excessive profit

a large excessive profats tax will not only avoid profiteer-
ing but will be most helpful as a pressurs on the producer o

willingly accept a fair price. -

In dealing wath industry do not adopt the popular fallacy

that all industry is very profatabls, Ina@ address made by
me last Cctober, before the New York Academy of Political
Science, I submtted a statement compiled from the Treasury
Department®s Beport of Corporation Income Returns for the fave
years from 1919 to 1923, wnclusave, showing that our of
1,804,096 reports 1,030,020 showed a profit of $32,841,517,500,
while 774,026 showed a loss of $11,110,520,462.,00« In 1921, &
very dad year, the losses reporbed were greater than the pPofits.
It 15 estimated thab the actual net return on the aggregate
capirtal invested i1n these returns would show léss than 6 per
cents Bemember that to function efficiently 1n war as well

as in peace business must function profitably. Under normal
cordibions capital and labor receiwe no more of the Natiomal
product ion then 1s essential to a healthy economic condition,
and the more mearly we can come to perpetuating this condition
in war, avoiding mflation m values, the mores successful we
w1ll be in procuring our war needs and 1in aveidang the penalty
of post=war deflation. The demand £or war needs anclude very
few of those articles or commodities of whach the Nataon
carries a reserve stocke Not only ams and ammunit ion, bub
even shoes, clothing, blankets and other articles are all
specifically designed for war purposes. As a large number of
those ergaged in production are conscripted for milaitary ser=
vice, 1t leaves a reduced source of supply which must be ine
tensified to furnish war needs while gt the same t'me the
civilian population must reduce their consumption to a mini~
mums All of this can be done without material change in
values 1f the President assumes control in time.

We should keep in mind that the main purpcse of an ex~
cess wrofits tax 15 %o prevent profaibeering ard stabilize
values, ard that while 1t serves to assist in fimancing the
war, 1t covers a relabively small part of the war cost. The
firancing of war, whether by large cuirent taxation or pram-
arily shrough the ixxue of short o lemg=time bonds 1s dis-
bimatly ancther problem which has been elaborately dascussed
by a nurber of well knowvn writersa
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If we were at war today and I were fixing an excess
profits tax, I think I would make 1t 90 percent mstead of
the 80 percent, which was provided during the late World VWar.
I wovld also probably reduce the normal rebturn on investment
belew the 10 percent formerly allovweds The Bevenue Act pro-
viding this tax should penalize any effort to pad costs and
reduce spparent profits by closely held corporations paying
themselves exorbitant salaries ard the charging of excessive
advertising and oller possible capital expenditures to expense.

At a recent conference at Byiarcliff, New York, called
for the purpose of discussing the best methods of promoting
i1obernational conciliation and World Peace, one of the four
days was given to the problem of disarmament, Able papers
were read in which the prodlen was discussed from many porabs
of view. 411 of these, after much round table discussion,
seemed 1o ciystrllaze into the fact that whule disarmamen?
would undoubbealy save the Nations a large sum of money, 1t
would not necessarily act as much of a war preventave because
the terdescy of fubuwre wars seems 10 be in the direction of
the air arxd chemistry., Both of these are meking rapid indvs-
trial strides and lend themselves most readily %o a conversion
from peace to war needs.

Now, as you gentbmen of the Army Industraial College
have been studyrng the economics of war, I should like to e
rress upon you something of the over-whelmirg importance of
gconomics as an influence in war prevention. In a recent
article, a copy of which I instructed my secretary to send
to each of yau, {copy on file in Army Iadustrial College), I
called attention to the orer~development of Natiomalism among
the European stabtes as being respohsible, probably, for the
late war and as being a constant menace of wars to coms.

I undertake to show in this ardicle that an economic
entente, or freedome of btrade between two or more grows of
the Eupvopean natiors, was the only r1afluernce strong enouvgh
to conteract this over-developed natsionalism. The article
calls atlention to the fact that while each of our States 1s
inbensely jealous of ats political entity, 1t would be ubtter-~
1y ampossible to develop aay political aunbaganism etween the
states because of our freedom of trade, our economic inberemts
being overwhedmingly more wmportant than our purely political
interests,

I wish, therefore, to impress upon you that in supple~-
menting as the s¢onomic training of the Army Industrial College
does, the mlaitary training of West Point, you are developing a
knowledge of and & contact wath not only the essential sowrces
of war supplies but bthe greatest single sowce of war pre=~
vention.
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