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Colonel McCain; Students of the Army Industrial College; Gentlemen:

I om sorry that the press of other duties prevented my
participation in your opening exercises. It gives me great pleasure
ot this time to welcome you and to congratulate you upon the high
standards of performance which you have each set during your military
careers, cnd upon which your suitability for this detail is based.

I extend particular welcome to you officers f-om the Navy and the

Marine Corpse. Your presence here is convincing evidence of the close

cooperation that exists betwecen the Army and the Navy in the solution
of problems common to both services. Cooperative action is essential
in the development of plans that will insure the most effective use
of the nation's resourccs in the event of an emergencye Lot me remind
you that unless you think in terms of the national defense and not in
terms of the Army or the Navy separately, you will meke very little
headway in the solution of problems reloting to war procurement and
industrial mobilizatione This fact will bescome more and more evident
to you as your studies progress into speeific problems concerning the
various elements which must be considered by my office in carrying
out the responsibilities imposed upon The Assistant Secretary of War
by Scction 5a of the Netional Defense Acte

I am not going into detail concerning these problems. Your
Director ond his Steff have already indicated to you the scope and
nature of your studies here end the details will unfold themselves
as you progress into the course. What I w uld like to emphasize this
morning is the fact that your opportunities for new and constructive
thought with the probebilities of attaining outstanding results are
greater than have cver before been afforded a class in this colleges
No other class has had the opportunity to study our conception of &
planned war economy and at the samc time to observe the inauguration
of o system of planned economy on a national scale, some parts of
which arc certain to become o permancnt government institution. That
is why I expect and I think ¥%hat I have cvory right to expect from
this class results which will be of more then ordinary value to the
further development of our own plans.

To assist you in the accomplishment of this high objective you
mey be assured of the earnmest and patiemt cooperation of all officers
on duty in the Current Procurement and the Planning Branches of my
office. You nesd feel no hesitancy in bringing to them pertinent
questions concerning any phase of their work to which your studies
and ressarch may lead.



The Current Procurement Branch, in addition to the ordinary
dutics assigned to it, has, for the p st six months, becn busily
engaged in work pertaining to the President's recovery program. That
is, supervising thc procuremcnt by the Army of supplics for the
" Civilian Conscrvation Corpse This is not only an intensely interest=-
ing task, but it is also furnishing an opportunity, never before
presented in peacc time, to test the efficiency of the administrative

and supply systems of the Army as developed under the National
Defense Act of 1920,

Conditions in meony respects have been canalogous to those which
might reasonably be expected during o minor way emergency or cven
during the early stages of a major cmergency. The total enrollment
and the requirements in many items of cquipment ocxceed considerably
the total enlistment and supply requirements for our effort in the
Spanish=Anericon Ware. I have been greatly impressed by the efficiency
and cnergetic manner in which the Army has been .carrying out its
mission in this undertaking.

However, we will be failing in our duties if we do not capitalize
the very valusoble experience that is being gained in procuring supplies
and cquipment for the Civilion Conservation Corps. Iany lines of
research suggest themseclves. For instance:

What modifications in peace-time procecdure were necessary and
why were they nccessary?

Were sufficicnt goods of a commercial type meeting Army spceifi-
cations irmediately available, or was it necessary to accept substitute
articles?

Were substitute articles entirely satisfactory, and if 50 why
not change our spccifications?

Whorce purchascs wore deccntralized, did congestlon and over=-
loading of faocilities occur?

Were nanufacturers able to get into production promptly, and if
not, was the delay duc to the non-availability of contributory
materials and labor, or to other causes?

Were manufacturers willing to accept orders? If not, were they
reluctont to increasc production above normal for the sake of what in
all probability was just onc order - or was it because of unwise
procedure by the governmont in its methods of soliciting bids = or
perhops conditions imposed upon controctors were unduly stringent?

The answers to these and many, meny-other questions will
irmedietoely indicate wherein our procurement plans may necd revision
or complete changee I am confident that when we have made o complete
study of the subjcect, and have cpplied the lossons derived therefrom
to our existing plons, we may feel reasonably certain that these
plans are sound and workable.



The Civilian Conscrvation Corps is, howcver, only onc phase of -
the recovery program in which we have a specinl interest from the
viewpoint of industrial war plamning. The various federal ogencics v
that have beon established under the Agricultural Adjustment Act, the
National Industrial Recovery Act, the Banking and Currcnecy Acts, ond
the Transportation Acts, all find their counterpart in some form or
another in our contemplated set=up for industrial mobilization. Their
purposc, their activities, their method of prccedure, and finally, the
results thot ore obtoined must therefore be shtidied and evaluated so
that we may epply their desircble features where applicable to our
om plonse

With over nine million of our psople still on the unemployed
1ist, thc measurcs that are being inaugurated under the Emergency
Relief Act, under Mre. Hopkins, will be of particular importance in
relicving suffering duriné the coming winter monthse. This is in
itself a gigontic taske believe, however, that the steps so far
taken end those that are now dofinite Iy planncd for are premised
upon sound principles and will aoconpllsh their purposc. For cxamplec;
six million tons of coal are to be purchased and distributed within
the next fow weckse Only coal not yet mined will be purchased and
this gives assuraoncc that not only the dircct recipients will be
benefited, but that many miners will be put to work, our transportation
‘systems will be given nceded business, and related industries will also
benefite I would suggest that you observe carefully the regional
system of distribubtion that is being set up by Mr. Hopkins for the
accomplishment of this particular taske

While the farm relief moasures ond the measures to control
currency are of prime importonce, our main interest centers upon the
National Recovery Administration becauss our problems in war are
primarily of an industrial nature. We feel entirely able to feed
ourselves and our armed forces if our domestic resources in food
products are properly distributed - and we have a reasonoble
certainty that under proper control our transportation facilities
arc adequates But we know that under the most fevorable conditions
“industry cennot meet our requirements in certain items end that in
order most effectively to utilize our productive resources there must
be some sort of government control and coordinotion of these resources.

Upon passage of the Industrial Recovery Act it was apparent
that many of its purposes and much of the machinery necessary for its
administration were strikingly similar to the purposes and machinery
‘of our proposed war-time control of industry. That is why I immediately
offered to General Johnson the facilities of my office with the hope
that these might be of assistance to him and also knowing that first-
hand obscrvation of the act's operation would be of great benefit to



us in further developing our planse &s & result, two officers from
the Plonning Branch are now on full time duty with the National
Rocovery Administration ond others may later bec detailed to observe
ond to assist in this important work.

My own obscrvations on the Notional Recovery Administration
ot this time arc that as a long range scheme for national cconomic
planning it will succced ond will be of great benefit to lmerican
industry, the Anericon wage earncr, and to the Americen people en
nassece Some form of permanent government corsrol of private industry
had to come sooner or later, and since industrial leadership has
proved itself unwilling to or incopable of initiating such a schecme
on & national scale, it is only right and propcr for governnent to
nssort itself in the interest of the public weslfaorce I do not mean
to imply that industry and capital have a monopoly on group self
Anterest as opposed to a spirit of cooperction for the common goods
Lobor and agriculture have also exhibited tendencies that are
extremely selfishe And from tho ovents of the past few months I am
very fearful that morc difficulties in the actual administration of
the Recovery Act mey be presented by labor than will be presented by
industry end copitale. It seems to me that such has been the case
during the initicl stages, and I fecel that lobor leaders should be
mode to reclize that unreasonable demends by labor will jeopardize
seriously the success of the entirc progrome After all, the whole
scheome is bascd upon the principle of cooperative action botween
industry, capital, and lobor, with the goveronent in the role of
refcrces If this principle is not adhored ‘o by each element
concerncd I can sce nothing but failure ond chaos for the projccte

The emergcncy phase of the Recovery hdministration has sbout
passed, and is gradually being roplaced by a better ordered and a
longer ranged scheme for soclal control and o planned economys The
results to dote may not at once be apparcnt, and to many of us may
be extrenely disappointing. Still, too rmuch was claimed, and
entirely too much was expceted in such a brief period of time, and I
believe that in retrospect meny results of an outstanding nature will
bec?mo opparcnte

I think great progress has bcen made by our industrics toward
integration and toward thinking of an entirc industry os a unit which
must adjust itself to othor industries and to the public service. In
.other words, the idea of & public intorcst as contrasted to an in-
dividual profit interest has rapidly gained ground during this -
emergency phasc of the recovery programme Lnother result has bsen tho
mobilization of public opinion which after all is probsbly the most
powerful force in our democracye The publicity programs of the
various smergency administrations might, however, be uscd to better



adventaegoe if some centralizcd agency, such as is proposed in our
_present mobilization plans, werc set up for the purpose of coordination
and solidifying public opinion in a balanced support of all-emorgency

agenoiess ;

Then, too, the Recovery fdministration has been handicapped
initially-by the lack of complete statistical data concerning mony
individual industricse - The administration of the act and the formation
of codes containing equitable provisions recquire the practical forma=-
tion of definitc plans for each industry. This involves many decisions
_which can be made only if statistical data arc complete and thoroughly
corrclated with data concerning related industriess

A result of the emergency phasc has been to expedite the sub=-
mission of data upon which to base these decisions and to hasten
industry. into the devclopment of specific codese. 4And from now on we
may look with interest to the more or less permanent policies and
organizations that arec to be developed: during the coming monthse It
is, of course, too carly to pradict-what those policies are to be or
whot form the final organization will ,take. Still, from our studies
of World War attempts at industrial control, snd from our knowledgo
of the character and tcemper of the American pscple, it may reasonably
be assuned that it will not be necessary for the government to apply
the powers of compulsion directly upon individual business units in
the enforcement of its codess It should apply these powers in a
general way upon major groups of rclated units, leaving the details
of enforccment to industry itsclfe In the final ohalysis all that is
desirced 1s a sufficient integration and a sufficient regimentation of
industry that will allow the government to direct industry into Wbat-
ever dircction may be required by the public interests Of coursc,
the governmsnt power is there and must be used when necessary to
break deadlocks and to forec coordination between the various elements
involvede

We should study carcefully the development of policics concerning
- government price fixing. This problem wos one of the most perplexing
_dssues during the Viorld War and one that is now causing considerable
controversys Of course the difficulty in war time is to minimize the
influenccs cousing inordinate rises in prices and disastrous price
inflation, whereas the purposec at prosent is cxactly the opposite and
seeks to raise prieces of practically all commodities in terms of our
dollare  Still, thec forces underlying the price structure do not

change and we may gain some valuoblc lessons from the prescnt efforts
which should be appliceble to war time conditions.



The trond toward pricc control at this timc secms to be in the
dircetion of providing ways and means for accuratc cost determination
ond for agrocments in each line of business not to sell below costs,
thus guiding prices into a fair competitive lovel as distinguished
fron actual price fixinge.

Supplementing this is & certoin control of, or rather allocation
of production in some of the natural resourcc industries, but I do not
bolieve such o meosure is necessary in other lincs because as ecch
industry gets its trade association organizc? and its research ond
statistical unit in operation, facts and figurss themselves will guide
the production of each unite

fnother policy in which we should toke interest is that of
prescribing minimum wage scales, maximum hours of labor, ond the
ostrocism of child labore These provisions arc in the present codes
and have come to stay. Thoy are social, economic, and in a sense
political nccessities. If nothing elsc of a permanent nature comes
out of the Reccovery act, this achicvenent alonc will Jjustify it,
provided, of course, thot lobor itself can be held to conservative
demonds snd to o spirit of compromise in its dealingse

In this connection I am certein that the present system of
applying the same ninimum wage for a particular line of endeavor
uniformly throughout the country must give away bo a system that will
take into account the differcnce in the cost of living in various
localities. For instance, it scems perfectly obvious that the minimum
wage for carpenters in our industrial centers must be considerably
higher than the minimum for carpenters omployed in building a house
or a barn ofi a mid-western farme Thus the decisions on minimum wages
arc not only difficult from the standpoint of social justice, but
constitute o battle between immediate self interest and the public
welfarce This will rcmein as onc of the most delicate and complicated
problems in the odministration of the Recovery Acte

So far, the cofforts of the various recovery agencies have been
dircected toward boosting the purchasing power for consumption goodss
That is, raising wages and prices of form productse This has not
been enoughe It is absolutcly necessary that the purchase of capital
goods also be acceleraotede The public works progrem is one step in
this direction, and tho intention of the goverment to finance the
purchase of new railway cquipment is onothere A project that
deserves o great deal of considoration and for which there is o
crying need is that of rosidential housing for our masses. In the
slum areas of our larger cities whole blocks of obsolete housing
could be torn down ond in their places should be erccted modern,
low rent apertments. This would not only be a humenitarien progrom,
but would stimulate the great building industry, put people to work,
and provide o necessary morket for capital goodse




Of coursc we must realizc that the expenditure of the entire
threec billion dollars appropriated in the public works fund con not
of itself bring a continuing prosperity. Its purposc is to prime
the puwip that maintains the flow of trade. Vhen this is donc
private capitel nust teke up the burden and keep the wheels of
industry turning in tho right direction and with the desired momentum.
But the biggest drawback now is thaet private capitel is not maling
itself cvailable for the purchase of poods from navufacturers in our
heavy industrics.

Qur railroads necd new cars, now locomnsives and new rails.
Other industrics need nechinory.and now oquipmont of all kinds for
the purposc of rchabilitation. If they could buy now the builders of
industrial equipmont could put millions of men +o work and spend
nillions of lollars for row materialse. I cor. see no other woy by
which the market, not only for conswisrs goocs but for capital goods,
cen be rcstored permancntly.

At tho present time the greatest impediment to mealcing private
capital available for such purposss is uncerteinty concoerning the
President's plens for or against currency inflation. t is true that
the Administration has been trying cnergetically to bring about
casler ond morc crodit and thercby plaoce in the hands of industry
the meens for cxpanding the number of jobs und incrsasing the pay of
workerse I am thoroushly convinced thot those efforts will prove
futile and that banks will continue to be extremsly conscrvative in
their credit policies until thoere is an authoritative announcement
of o dofinite monctery policy. There can be no confidence until
this uncertainty is removed and there can bs no decided recovery
without confidence,

Tine does not permit a further discussion of the cmergency
vrogron with its many remifications and its groat intercst to us
from both o social and a professional stondpoint. I wish that I
too nmight have the opportunity for its observation and study that
is being afforded you during your courss here. However, by frequent
attendance ot your conferences I expect to hcar nany of your dis-
cussionse In closing let mc again extond to you & most cordisl
welcome and my best wishes for a pleasant and a very successful tour
of duty.






