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IMPORTanT TRENDS IN INDUSTRY 
and 

GOVERNMENT IN BUSINESS 

~. Dmrector and Gentlemen of The Army Industrmal College 

It ~s a very great ploasur~ to have ~hms long deferred 
opportunmty to meet wmth you mn thms way At the Natmonal Indus- 
trmal Conference Board we usually refer to oursel ~es as "The 
World's Largest Trend-Nmll," and ofveu wopdsr what becomes of the 
grmst ~e turn out, and what ~se zs made of mt 

The two subjects I was asked to talk to you about thls 
mornlng are~ of course~ so comprehensmve mn thezr scope that it 
would take many lectures to cover them a@~quate±F I shall lhere. 
fore attempt only to touch upon some of t~l ~ more ~mportant ssnects 
of the trends mn mndustry at the preoent t~e and of ¢~le re!a~1on 
of government to them~ prmmarmly frou the pomnt cf vl~ ~ of your 
own interest mn the problems that you are concerned wmth 

These two subjects are not dmstmnct sub.ects today, un- 
fortunately They are mnseparably related The ~hFgs thst are 
happenmng mn Amermcan mndustry today are dol~mnated almost complete- 
ly by the developments that are takmng place wmt ~ respect to 
government mnfluence mn mndustry. I shall therefore treat these 
two subjects together 

For convenmence I shall dmvmde what I bare to say into 
the follo}}mng topmcs. I shall dlscuss flrst the fundamental 
smtuatmon as regards labor supply mn the Unmted S~ates, mrs qualmty~ 
mts charactermstlcs~ and mrs effmcmency~ second, ~he sl+uatlon that 
exmsts wroth respect to wages and production cos~ s tbmrS~ the plc- 
ture as mt presents m~ self wmth resoect to prmce~ an ~ t~=mand for 
mndust~mal products, fourth~ the smtustmon as re~r4~ ~chnolo&mcal 
developments mn industry growlng out of the labol ~ slt~oa%lon and of 
the prince and consumer market smtuatmon, fmfth; the pmcture that 
presents mtself as regards the capmtal sup<!y of mndustry upon 
whmch our future progress depends. Fmnal~y I shall refer to some 
of the charactermstmcs of management mn m~ l~str~ ~ mt~ ~almtles, 
mts pomnt of vmew These~ after allj are !u~da~cutaTlk determmn- 
rang factors mn the future progress of ~ner can m~dasTrj If I 
have tmme I shall conclude wroth some gen~r~ l re~alks about the 
future long-run outlook for Amermcan mndustry mn thls country. 



I beg your mndulgence for a moment at the outset to 
remmnd you of some rather abstract and perhaps brommdmc funda- 
mental facts about our mndustrzal system mn thms country. It ms, 
or has been, what I constantly call an "Enterprmse System " By 
that I mean a system that operates on thms genera3 prmncmple 
It manufsctures products on the basms that the prmce received, 
or the return for each man-hour of output, must cover the cost 
of labor per man-hour and zbove that cost must ymeld a suffmcment 
return to make up for the ~astage of capmtal mn the course of 
product±on and to serve as an mnducement for net capmtai for 
further expansmon That~ very brmefly and generslly stated, ms 
the bssls of our whole mndustrma! system and i ask you to bear 
mt in mlnd because in referrmng to some of the trends mn the 
mndustrmal smtuat~on later mts ~portance will become obvmous. 

I shall dmscuss labor supply flrst, because the effec- 
tmveness of our whole mndustrmal system and mts progress depend 
upon the effectmveness of our ~orkmng force mn thms country. I 
thmn~ perhsps Karl ~rx~ or some of our Socmalmst frmends, would 
be dellghted to hear me say that. They would thmnk mt mmounted to 
saylng ~hat they have always been mnsmstmng upon. that all wealth 
comes from labor. Well~ of course, fundamentally mt does That 
ms to ssy, our natural resources are useless untml labor ms applzed 
to them so as to produce thmngs that are useful to mankmnd mn 
meetlng Its needs 

When we ere exsmmnmng an industrmal system and trymng to 
appramse !ts smtuatmon and mts future we must look fmrst to the 
condmtmon of the worklng force mn th6 country, and there re are 
met today wmth some very mnterestmng and dmffmcult problems. Fmrst, 
of course, we ~re f~mmlmar wmth the fact thst the populatmon mn 
thms country is not growmng as rapldly as mt used to Its annual 
rate of increase ms stesdmly slowmng down, so much so that our 
populatlon experts tell us that by 19SO or perhaps earlmer we 
shall have a statmonary populatmon As regards our labor supply~ 
the ~porta~ce of that Is obvmous Assummng that we have the 
same proportmon of our total popuiatmon gomng mnto galnfui occupa- 
tzons as we have had in the nest - whlch ms subject to a great 
deal of qualmf±catlon - ~t mmplles that our avamlsble worklng force 
ms not gomng to gro~ as rapmdly as mt nzs mn the past. 

As to the smze and qua!tory of our labor supply, we sre 
met furLher by thst complex of problems mnvolved In the words 
"unemployment, an~ ,employabmlmty " Pefore I dmscuss t~at partmcu- 
lar aspect more fully, I want to say thins about our labor sunply 
mn the Unmted States Its qualmty~ mts producgmve ~ffectmveness as 
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a labor folce ms not mncreasmng ss it has mn the past, ms not 
even bemng malntamned as mt hss been mn the past A gre~t num- 
ber of soclal factors, changes mn publmc psychology, mn soclal 
mde~s, prevalent conceptmons regardmng standards of imvmng, etc 
together wmth a great many cultural factors, have tended to 
create mn the Amermcan labor force a less deflnmte dmsposmtmon, 
wll!mngness, or cspacmty to work, ambmtmon to produce effectmvely, 
to exert the fullest posslbie effort Thms ms a general phenome- 
non that I need not sttempt to p~o~e o~ to elaborate u~on because 
mt ms fammlmsr to every one mn buszness management of every kmnd 
who has to deal wmth a workmng force toO~ The working energy~ 
the wor~mng capscmty - ~mte apart from the tools thst our ~ork- 
mng force has to ~ork wuth - ms not mncre~smng, and mt ms famr 
to say they mt ms even decreasmng That woul~ ~ot be so b d mf 
our avamlable effectmve labor supplywas m~cres~ng mn qua r ty, 
but there we a~e met by the problem of tu~mplo)-~-nt, ~he por~mon 
of our workmng force whmch tends to rems~ ~ md!e, not engage~ mn 
effectmve productmon 

i ~ant to mnvmte your attentmon on thet pomnt to some 
very ~mdamentsl facts that defmnmtely dezermmn the prospects 
for the future Let me put the pmcbure thms w~£ to m ke mt most 
dramatlc Let us assume that the rate of zncrea e 7~, tot~l pro- 
ductmon and trade whmch we have seen mn the course of recovery, 
f~om 19S3 up to and mncludmng 1956, were to cor%mnue unchanged 
durmng the next four yesrs, let us sssume also t at the rate of 
mncrease In productmon per man-hour zn all types of actmvmty 
that we have seen from 193~ to 1956 would contmnze unchanged, 
let us assume, thmrd, that the prevamlmng weeklyworkmng hours 
mn all occupatmons remamn as they were on the average durmng 1956 
What would be the smtuatzon as regards unemploym nt and employ- 
ment of our worklng force durmng the next few ye rs~ 

If we take the known facts and make t]~ose assumptmons 
we are led mnevmtably to thms conclu~mon that J f we ~ve ?~day a 
number of unemployed of about emght mmllmon smx hundr~-d thousand 
ptrsons, by 1956 the unemployed would amount to only about fmve 
mlllmon two or three hundred thousand persons That number is 
equlvslent to the nmuber of new ,ror'-ers tmt ha~ e come mnto the 
labor malket smnct 19Z9, togethe± ~ ~mth tl ~ nmm~r u~ c~loyGd mn 
1929 That is to say, we would have resboorb~o oy i~ ~ all of 
those persons who have been thrown out of cmplo,~lent by the 
busmness depressmon stance 1929 and we we~Ld ha~< left only a num- 
ber equmvalenb to the new workers, the young people who have come 
mnto the labor market stance 19Z9 By 1940 the number of nnemployed 
would be practmcally zero and mmght even, mf you can mmagmne It, 
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be a negatmve quantmty. That ms to say, unemployment would 
be ~holly wmped out mn thms country by 1940 and you would have 
a labor shortage The demand for workers that are not avaml- 
able mmght range from fmve hundred thousand to perhaps a mmllmon 
for thms reason- by 1940 these calculatmons would gmve you a 
fmgu~e of around four hundred thousand persons unemployed~ but 
mn nor ua! t~mes~ at all tlmes~ ~e carry mn thms country a labor 
reserve of from a mmllmon to a mlllmon and a half persons who 
are not workmng at any gmven tmme because of mllness~ temporary 
seasonal stoppages of work~ or shmfts from one job to another 
When that number ms added to your four hundred thousand unem- 
ployed, the net result ~s a deflcmt of half a mmllmon to a 
millmon workers. 

From 1940 on thms shortage would mncrease progressmve- 
ly because of the slowlng down of the rate of populatmon growth, 
and the smaller number of persons who wmll come Into the labor 
market from year to year. That prospect of mmpendmng labor 
shortage is somethzng that should not be lost slght of mn the 
mmdst of current dlscusslons of possmbllmty of havlng a perma- 
nent body of unemployed of flve to smx mlllmon persons mn th~ 
U~mted States Thms prospect ms constantly bemng put before 
the publmc by publmc oflmclals and others as a basms for 
varmous projects and proposals for permanent unemployment reimef, 
publ±c works programs, etc. 

To mrdmcate the absurdmty of that vme~ of the future, 
of the prospect of havmng a permanent body of unemployed zn the 
Unmted States~ these calculatmons that I have been puttmng be- 
fore you very roughly could be turned around mn thms way- If 
we had irom now on, mn 19S7 and mn succeedmng years~ a perma- 
nent body of unemployed of flve and a half mmllmon persons~ 
and we were to malntamn that many unemployed mn the Unmted States 3 
what ~ould mt mmply as regards the posslb!e rate of mncrease of 
buslness actlvlty, of productmon and tradej mn thms country from 
now on~ The answer ms that the rate of mncrease mn general 
busmness actmvmty, mn the phFsmca! volume of productmon and 
trade In the Unlted States, would have to be practmcally zero 
from 193~ forward mf we were to mamntaln a permanent body of 
fmve to smx mmllmon persons In other words, mt would be mm- 
possmble mn vmew of all the known factors of productmon per man 
hour~ of mncrease mn populatmon~ and of the normal rate of mn- 
crease in buslness actmvmty to mamntamn mn the Unmted States a 
permanent body of unemployed anythmug Imke flve or smx mmllmon 
persons ! say "mmpossmble" mn thms sense- to do so we would 
have to make great increases mn the average worklng hours of the 
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workmng populatmon, we would have to make a tremendous mn- 
crease in the productlon per man hour of the employed popula- 
tmon. Probably these would not be suffmcment to meet the labor 
requlrement, we would hsve to draw upon new sources of labor 
that are not now fully utmilzed - that ms to say~ we would 
have to draft more women mnto busmness and mndustry, we mmght 
have to lower the age i~mmt of employment, we m~ght have to 
reconsmder such provmsmons as those mn the Soc~l Securmty 
Act whmch henceforward wmll elmmmnste from employment all 
persons over smxty-fmve. In other woras~ we sh~uld be faced 
wmth an urgent problem of labo~ supply mu the % ~±ted States 
wmthmn the next four or fmve years mf busmness actmvm?y ~ere 
to mncrease even at a normal r~te Even mf we do no~ assume 
that mt would contmnu~ to mncrease at the rate at which ~t 
has mncreased smnce 19~ s but at the normal rate of mncress~ 
shown by one hundred and fmfty years of cxperm ~ce~ vhmch ±s 
almost four per cent n6r annum, even the ~ norm~l r%tc of m~- 
crease would entaml an mncreasmngly seve ~ shor?age of is~o~ 
for mnd~atry, That foct taken mn con3un t~on ~ th the tena~ncy 
to lower ~orkmng abmlmty or workmng energy mn our workmng 
populatmon as a whole~ creates a prospect that ~eserves very 
sermous consmderatmon~ not only by mn@ustry but by a~l who are 
mnterested as you a~e mn the possmbzlmtmcs of effective mndus- 
trmal productzon mn emergency. 

Thms sheer mechanmcal factor of available labor 
supply ms complmcated end mntensmimed now by f~ttors whmch are 
ten~ing very rapldly to mncrease money costs of productmon - 
forces which are ra~smng wage levels and othe~.mse hampermng 
the effectmve use of labor. The wcge trend s of course s as you 
kno~ ms u~¢ard Oar ~verage hourly earnlngs mn maru#actnrmng 
mndustrmes tod%y are about ten per cent sbove +J~e 1920 level 
already and the pu~chasmng po~er of weekly earrTnys in manu- 
facturmng mndustrmes s that ms ~at the aver%ge ,~eekly eornmng 
of an industrial ~¢orker will buy mn goods end servlc~ he 
co1~monly consumes, ms also about ten per cent above the 1929 
level That ms a norpal accompanmment of recovery ~nd the 
labor dmsturbances tEt go ~mth thms process of vCage adjustment 
durmng recovery are also norms!. That ms to s~y~ durlng recovery 
from a depresslon we should slwsys expect l.bo, dlst~rb~ncc~ 
labor conflmct s organmzed effort to increase wsges as nrmc~s 
rmse. 

But mn the present smtuatmon there ms somethmng else 
mn the pmcture, as you know. It ms not merely the actmvmty of 
labor organmzatmons dmrected to the normpl effort to ralse wage 
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lewls as cost of living rmses durmng recovery Such actmvmty 
ms now d~rected to other ends to the impositmon of union power 
in the wrious industries That ms ,~mdespread and it ms having 
many effects, of course, but the one that ms m~portsnt to con- 
sldcr, for our purposes~ ms its effect upon thc effort of manage- 
ment to increase pro~ctlve efficiency~ and to offset the factors 
th~,t mskc for shorCage of l~bor zn m~ny llnes The net efiect 
of Eli thms Isbor prcssure~ pressure of labor organmzation 
supported by governmental polmcy~ ms to retard the progress 
of industry in recovery, to decrease mts productive efflcmency, 
to h~per the e±ficmont handling of mrs labor force 

Thst would norm~llymean, of course~ that mndustrial 
products~ manufactured products psrtmcularly, would rmse very 
rapidly in nrmce There has been a consmdersble rlse in the 
prlces of manufacturea goods but not nearly so much Es in the 
prices of raw m~teriois~ agrlcultural and industrial The price 
trend that ~e h~ve noted durlng thls recovery process has been 
affected momnly by footers which have influenced agricultural 
prices and the prices of industrial raw matermals~ partlculErly 
mmner~is. T~e factors affecting ~grlcultural prices ~re f~illar 
to you. They have h~d to do with th~ drought end with the efforts 
of government to restrict ~grlcultural production, and else to 
some ext(nt wlth the influence of the devaluation of the dollar 
upon the prices of those international products that enter ~nto 
world trade As regaras mineral products, the important factors 
have been not only the influence of monetary pollcles upon inter- 
national ~aw materlal m~rkets~ but ~!so the genersl intern~tmonal 
polltlcal smtuotlon which has created ~mdespresd fears of war and 
h~s tended in all countries to mntensmfy the demand for mineral 
and other non-egrmcultural raw materials which are so vltal for 
n~tmon~l defense Therefore, we have had ~ pretty rapmd rmse 
in the genersl prlce level because of the rise in agrmcultural 
products and mineral raw mo~ermals, but not so much rmso in the 
average of fmnlshed products 

That is important to remember in trying to understand 
the industri~l trend todsy because it means several things 
it me~ns, of course s that r~!atlvely the purchasing power of 
producers of farm products and of m~neral raw m~termals, or the 
producers of rsw materiels generally, have beneflted mn the re- 
covery process because they ere able to exchange thelr products 
for flni~hed goods at a greeter advantage than they were able 
to b~fore~ and It has thus ssststed ond stlmulated recovery. 
~ hove a v(,ry prevalent body of opmnmon in this country that the 
great defect mn our mndustrmal orgsnlzatlon imes in its unwilling- 
ness or mts insbilmty to decrease the prices of manufactured 
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products ~s the productive efficiency of industry gro~s, that 
is~ to pass the benefits of increased productmve effmclency 
on to the consumer. There is the common assumption that that 
is true because of the deflnlte or deliberate tendency of the 
manufacturing mndustrles to attempt to control their prlces 
by varmous types of sr~angements. That kind of opmnlon is a 
very fundamental f~ctor in the relation of government to industry 
at the present tmme. There is constant nressur~ bc~ng exercised 
upon mndus±ry mn many government polmcmes to force d~m the 
prmc(s of manufactured products or to keep them from rising 
I need not go into that in any de~l but I wa~ to rint out 
that the ~ression that the prices of fmnisled good ° in this 
country h~ve not bee~ kept doyen and thst the i~rea~ ~ in p~o- 
ductlve effmclency of mndustry has not been ef~ectlwly p~ssed 
on to the consm~er is s f~ise ~mpr~ssion ~nsupnorted by t = 
fscts Any e~ammnatmon of the course o~ nrmcc~ of m~nufau~ured 
goods mn the last fifty years in tlms c~try w~ll ~ow v~ ~ 
clea~ly that they have not risen ~s muc~ s the prices of ~w 
materi~is~ agrmcultur~l and non-sgricultu~al. 

Put there ms another more subtle fallacy in that 
prevslent oplnion~and that is that the way to ~ oasur~ the extent 
to which the increased productive efflcmency of in0~otry ms 
passed on to the consm~er ms by the price of the finishea pro- 
duct, completely mgnormng the ch~racter of the product itself 
li, for exsmple~ you ~ere to measure the mncre~e i~ the effec- 
tmveress of producing sutomobmles in the Unlte~ Stat~s by taking 
the nrmce of the Ford car today and the Ford car of 1914, and 
were to say that the dmfference beseech twelve hunSrud dollars 
and six hundred doilsrs measures the extent to which the consumer 
has benefited by ~ Ford's enterprmse in reducing thc cost of 
producing automobzlesj you would obviously be Itno~In ~ the 
enormous improvement that has been made in the ~ervmceablencss 
and the quality of the product itself That applics ~hrough 
all of the manufacturing mndustrles~ especla]ly in ~ country 
in whmch our charactermstmc manufacturing nrocess ~s ene of 
claborste fmnmshmng of products rather thsn the production of 
standard commodities of co~on consumption 

So we sre faced in mndustry today wlth z r n~ber of 
forces of public opmnlon snd gover~mlental polmcv v{hmch tend to 
create an atmosnhere~ and mn many csses ~o proauce actual pres- 
sures, to prevent the prices of fmnlshed pro@ucts frop rising 
under wa{e pressure and labor union pressure. Thst means a 
tremendous compulsmon upon ±ndustry to mncrcase Ito nroductmve 
efficmercy; to mske every type of technological mmprovemert 
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Before I come to thms part of my suboect~ I just want 
to s~y one thi~@ more about the market demand or price aspect 
of the industrial situation It is profoundly and very gener- 
ally affected today by the monetary and financma! forces that 
are in the picture and that have been created by government 
which we commonly sum up in ordmnary conversation under the 
word .mnflatmon.. They mean essentially this that durmng 
this recovery process we have had an enormous creation ¢f 
artifmclal purchasing power in the United States; an enormous 
injectlon into the consumer market of money borrowed in brgcr 
part from the future~ and mn psrt the result of a cllange in 
the value of our currency itself Thms tremendous injection 
of purchasing power into the ~arket under normal condmtlons 
would hsve tended to ramse the orice of all products unless 
the productive output of industry as a whole were increasing 
in proportion to the amount of new purchasing p~er put into 
the market. The fsct that prices of manufactured p~oducts 
h~ve not r~sen as much as one would expect in view of the mn- 
crcasmng costs and the increased consumer demand or consumer 
purchssing po~cr is an mmportant~ mnterestmng~ and unusual 
phcnomenon in our whole industrial situstmon It ind!cates 
th( treuendous force of public opmnlon and of governmental 
policy that ms being applied to ~ndustry today to hold down 
its prices - to prevent it from responding to all of the factors 
that ~re ~kmng for increased prices - so that its goods will 
mo~e freely and effectively into the consumer market Well~ 
that can be done only by the most intensive appllcatmon to 
problems of increasing man-hour output in ~ndustry, that ms~ 
tcchnologmcsl dccelopment This Itsclf would make ~ whole 
cours~ of lectures v~mch would be of tremendous ±nterest~ be- 
cause there is no on~ place that I know of where that whole 
picture, ss it exmsts~ has ever been brought together in 
Am~rlcan industry toasy 

During the depression period the rate of technological 
improvement in American industry was greater than at any pre- 
vmcus period in our industrial history. It was greater~ but 
much less spectscular Nost of the work was done quietly, 
smlently in thc rcse~rch laboratormcs of American industry with 
an eye to the futur~ Prsctlcally all that American industry 
Investcd in its future during the depression was invested in 
t?mt kind of silent technological development The extent and 
scope of it we hsven,t begun to realize today If that flcod 
of new develonments that were put not in process but put on 
paper du~mng the depression w~re to be let loose in our industrial 
sys%m in the next four or five years~ ry previous ~ssumptlon 
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about the possmbmlmty of a rate of mncrease mn busmness actmvmty 
from now on durlng the next four yearsj slmllar to that whmch 
we hsv~ had from 195~ to 19SG; would be ~ gross understatement. 
We hsve no corceptmon of the tremendous future rate of growth 
of Amermcan mndustry thst ms burmed s so to spezk; in our zn- 
dustrmal laboratormes today~ or mn the desks of our technmcmans. 
~ let%ermng hzs gmven you some ~dea of theft as regnrds the 
automotmve mndustry~ but thms ms only one of tb<m and perhaps 
not the most mmportant one The relatmve possmbmlmt<~s of mm- 
provement mn the automobmle mndustry ~re not of as g,~eat total 
econommc ~portarce for the future as the possmbmlmvzes of mm- 
provem~nt mn so~e of our other mndust~mes - ch~mmcsls~ mron 
end steel; the met~l mndastrmes generally- that ere mn process 
mn our Izboratormes 

One mmportanl feature of thms submerged techno!ogmcal 
development that has been gomng on ~urmn;~ the depression ms 
that mt h~s net to do so much wroth the m provement Jn the m~n- 
hour output of the stsndzrdmzed products of co ~on consu~mtLon 
as mt has to do wroth the development of new procucts whmch wmll 
have tremendous influence upon the whole standard of Imvmng mn 
thms country, and ~mll brlng to the ordmnary ~lerlc~n cltmzen 
a range of new satmsfactmons and new ccnvenmenucs which ~re now 
outsmde of hms reach In that Imes the css<ntmsl pomnt about 
the possmbmlmtmes for future mndustrma! progress mn ~hms 
country Those technologmcal developments cerzamnlywould 
absorb much mor~ than the labor thst ms released from the older 
standardmzed Industrmes wmth such mmprovements mn man-hour 
output as are made mn these. ~ apparently fantastmc forecast 
of labor shortage mn thms country would be tremendously mn- 
tensmfmed mf we were to see these new product developments that 
ere on paper in the laboratormes let loose mn the world mn effec- 
tmvc productmon mn the next four or fmve yesrs 

I no~ come to my next factor s whmch ms d!rcctly con- 
nected wroth all that I here samd before To put t>ose tech- 
nologlcal paper developments mnto effectmve pro4uc%lon m~ our 
mndustrial system mn the next flve or ten years fundamentally 
mmplles that we ere worPmng under ~n ent rprmse system mn whmch 
people have adequate freedom to sDply te~nnologlczl Lnprove- 
ments mn produc~_ng products for dmstrmbuL!on~ ssle~ and adver- 
tmsmng to the m~rket generally It implles else free access 
%o a capmtal market s ~ market of n~w llqu±d s~v±ngs upon whmch 
to fmn~ce the practmcal productmon of these ne~ ~ technologmcal 
ideas that are on paper today 
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About the fmrst condmtmon I need not say anythmng. 
The extent to whmch government regulatmon cf actual management 
enterprise mn the marketmng of new d~velopments may be exercmsed 
mn the future zs a mstter ef speculatmon and perhaps personal 
opmnmon I h~ve my own op~nmon on mt~ but mt would not mnterest 
you very much. The second zs the more mmportant~ concrete and 
mr~edmate factor that faces mndustry mn thms country 

}~ have had durmng the depressmon ~ practmcal cessa- 
tmon ¢f th~ flow of capmtal mnto mndustry That ms~ to a certamn 
extcnt~ normal mn a depresslon There ms very llttle ne~ enter- 
prmse~ imttle exnanslon to call for new capmtal But In sddmt±on 
te that wc h~ve had mmpos~d upon the capmtal market a comprehen- 
slve system of gcwrnmcnt~! regulatmon~ exerclsed through securmty 
msrket controij affectmng the flotatmon of new secnrlty issues 
znd also ~ffectmng the freedom of the flnancmal management ef 
indlvmdual enterprlses mn determlnmng whether they ar~ ~olng to 
seek new capltal mn the outsmde market 1%m not questmonmng at 
all the justlfmabmllty of those regul~tmcns The only pomnt that 
I am m~Pmng ms that unon the normal tendency for mndustry to 
dmmmnmsh mrs call upon the capmtal mzrket for new capmtal durmng 

depr(ssmcn and mn the early stages of a recovery permod there 
have now been ~nposed entmrely ne~ factors whmch emanate from 
government~l sources. Th~ net effect ms thms- The mmprover~nts 
mn m~n-hour pro~ictlvmty that hove been made mn the standardmzed 
commedmty mndustrmes mn thms country through the replacement of 
obsolescent equmpment, the few new products that have been put 
on the market out of the enormous fmle of paper mdeas socumulated 
thr ugh the research ~ork of our depressmon permod mn mndustry~ 
have been fmnanced ahnost ~holly out of the surpluses~ out of 
~he savmngs of our enterprmsea whmch survmved the depressmon 
That zs to s~y, thms has been a self-fmnanced recovery so far as 
capmt~l supply ms conctrned. There has been practmcally no dr~ft 
upon the general c~pmtsl msrket, the pool of imqumd savzngs upon 
whmch zndustry would nor~ally dra~ for mts progress from now on 
Th%t ms reflected~ of course, clearly mn the fact that new securmty 
mssues ether than for refundmng purposes~ new securmty mssues for 
new product developments ~r plant exp~nsmon~ for replacement of 
eqump~ent~ hsve been almost neglmgmble and stmll remamn st a very 
low level 

There is en enormous amount of refundmng of oblmgat!ons 
~f cutstsndlng capmtal mssues gomn~ ou to t~ke advantage of low 
mnterest r~tes and thereby tc !cwe~ c~pmtal costs upon the exmst- 
mng mndustrmal plants That ms all to the good, but mt does net 
net us very far mn the imne of progress that we have been used to 
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in thls country in the past Thms~ I say~ ms a fundamental 
factor in th~ outlook and mn the whole mndustrmal trend becsuse~ 
If thls industrmal system of ours in thls country is to contim~e 
as a~ enterprlse system, it can grow only if there ms a continu- 
ously mncre~sing pool of llqumd savmngs upon whmch it can d~aw 
end if it has free access to that liquid pool Not only has its 
sccess to that pool been restricted in these ways but the whole 
tendency of the relatlon of government to busmness has been to 
c~iscourage the increase of that pool of llqumd s~vlngs itself. 
That ~s s very fsr reaching and fundamental factor in thms 
sltustmon Every imne of actmon whmch tends to retard~ dis- 
courage~ ~ r to mcke less remuneratmve savmngs of every sort~ 
indlvmdua! and corporate, ms a deterrant to the accumul~tlon 
of thls pool of liquid s~vlngs upon whmch the future progress of 
Americon mndustry depends under the enterprise system. 

We have developed an antl-savmng psychology In thb 
Umlted States. To put it th~ other way~ we have developed the 
philosophy of cnnsumer purchasing power, that ms tu say, ef im- 
mediate consumption rather than savmng We have not only 
uevcloped thls sntm-sz~ing psychology~ thls psychology of spending~ 
public and prlvate~ but ~e have had dlrect governmental efforts to 
force the sn~ndlng of savings that exlst In the taxatlon of un- 
dmstrmbute~ earnmn~s of buslness under the new Revenue ~ct you 
b~ve a very definite ~ffort on the part of the government to 
force the redistribution of corporate and business savmngs We 
must remember that business ssvings are, sft~r ~i!~ the most mm- 
portsnt basis for future industrial progress, if ~e exa~inc the 
ccurse of industrial development in thms country during the past 
hundred yesrs and ascertamn the s(urces fro~ whlch this indus- 
trial development d~ew its new csnltal supply~ we wml! flnd that 
it was principally busmness savlngs ant ~ the savings of persons 
wlth l~rger incomes who were able tc ssve nuch ef their income 
The general mass savln~s~ mndlvldual savings, of the court~j as 
a whole~ h~.ve not been an important source of new capital for 
the development ef ~erican industry in the past In attempting 
to force the disslpatm~n of buslness savings by specmflc fovern- 
~entsl me%sures we are striking at the heart cf the posslb!llties 
of uew industrial develcpi~ent an~ of industrial progress in so 
fsr ~s mt depends on prlvate capital supply. If you sssurLe that 
we are colng tc replace thls pool of nrivate liquid savings upon 
which in@ustry has drawn In the psst by a new source~ a source 
in governm~nt,s hands, that creates a wholly dlfferent pmcture. 
You sre then passlmg from the plcture of ~ prmwte enternrise 
system into a plcture of state capltalmsm or state socma!msm in 
wblch government becomes the caplt%l savlng and caplt~l mn~estlng 
agency. 
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I h~ve now resched the l~it of my tlme~ but there are 
just two points in my outline that I still have to touch upon. 
One is the final factor of the qusllty of the mndustrmal manage- 
m~nt that has to fsce this picture I have drawn. Let me put mt 
this way. If ~e ~ere to suppose that American mndustrmal manage- 
ment were gifted with complete and perfect foresightj with un- 
limited knowledge and abmlmty~ and ~ith unquestionable courage~ 
I would say that it could hanele these problems that I have 
trie@ to descrmbe for you wmth ~ fair prospect of success. But 
in~ustrlal msnsg~ment mn this country ms very hu~n It has all 
of the virtues and all of the faults of the ordinary human being. 
It has~ i belmeve~ ~n enormous an~ unusual concentration of good 
will and gocd int~ntmon That~ i should sayj is the understand- 
ing of A~eric~n industrial management that has been most impressed 
unon me ~uring my long period of contact with it - its earnest 
desire to do the best it csn with the msterT~Is st han@~ with the 
kind of l~bor force it has~ ~ith the kind cf canit~l morkct that 
it fln~s, with the kind of research talen~ that it has avamlablej 
~nd with the kind of consumers it hss~ an~ ~ ~ii of their changing 
fancies an¢ chan~mng ideas~ changing tastes and changing demands. 
It has n ccio~sal t~sk of ~d~ustment of all of zhese wrmous 
factors into on cffectlve proeuctlve mechanls~ whmch will have 

cert~±n (egree of continuity and stabmllty ~m!l not dissipate 
the c~pm#~l thst has been entrusted to it by mts stockholders 
toc r~pldly It never quite succee@a in avoiding some dlssmpa- 
tion cf c~nmtal for its stockholders It has to bumld up~ or 
try to develop relations with a labor force that will be fairly 
stable ~nd effective in the productive erganlzation Upon all 
of that today is mmposed the further tssk of attemntmng to bumld 
up some kin@ Jf cffectmve cooperation with all of this great 
r~nge of new governmentsl influences whmch h~ve been brought to 
besr upon its problems So if mt makes mmstakes and does the 
wrong thing from tmme to time in the future s I think it deserves 
a great de~l of very patment mndulgence and sympatl~. 

i should say that if one were to charge mndustrlal 
managcm~nt with any @efmnite defects which it could correct they 
woul0 be th(se prmmsrily- First~ lack of adequate effort to im- 
prcve its capacity for foresight This implies that as a whole 
Amermcan lu@ustrma! management has not attempted in the psst 
sufficiently~ in my opmnmon~ to make the fullest possmble use 
of ~Ii of the mnform~tlon about this whole picture surroundmng 
it thst it requires for effectivc foresight socmal~ polltmcal~ 
eccn~mic, ~omestlc~ snd international Foresight is the funda- 
mental function of management. It hes to provide against the 
fature as best it can in handling all of the factors of lobor 
and capital snd consumer demand that it deals with. F(r effective 
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foreslgi~ mt needs the fullest and most comprehensmve and reliable 
kmna of inlermatlon sff~ctlng not only its own plant, its own 
enterprmse, but the whole industry of which it ms a part, the 
relation of that industry to all others, to polltlcal end social 
factors in the country and then, of course above all, to the whole 
internatlonal picture. The t%sk of foresight that faces manage- 
~<nt ms a tremendous t~sk, but it ms a task that I believe it 
could do a great deal mere to perform £ffeetlvely than it has 
done in the past 

The secon@ defect that I think can fairly be pointed 
to in industrial m~nagGment mn attempting to deal with those 
vG~j con~!ex and 4mffmcult trends that I have descrlbed conslsts 
essentially in lack of sufficient convlctlon an4 understsndlng 
of its own essentlsl function in our whole economic system To 
put it slightly @mffer6ntly, i think that inuustrlal management 
in dealing wlth all these problems during the past four or flve 
years has tended to lose s good de~l of its self confidence, to 
lose confidence mn the ~ndlspensable necesslty of its function 
in an enterprise system, and has been more and more willing to 
surrender or te submmt its dmscretmcn on ~ great many vital 
points to outslde muflu~nccs of public opmnmon and of government 
which, in th~ enc1~ ore bound to be destructive to the effectlve 
exercise of the pan~gement functmon That ms to sty, management 
has not; in my oplnmen, had a suffuclently clear aPd deflnitc 
comprehension of the nature of the entcrorise system in which it 
functions~ of the condltmoPs cf effective functioning of that 
enterprlse system~ and of the indispensable part which it has to 
play in that enterpris6 if the system ms to worP e±fectmvely 

Those are very general remarks about management, but 
I thmnk if you keep them mn mind in face of the kind of picture 
that ms developing in this country today their concrete applmca- 
tion wml! become more and more ~pparent to you as time goes on 

I think it would be both wmse and agreeable to you if 
I stoon<d st thms polnt and let you ask some questions instead 
of indulging in a~y more prophecy and forecast. 

-oo0oo- 

Oenerzl Tschappat I would !mke to ask, Dr Jordsnj what 
you think of some some extensive systep of e4uc~tion for these labor 
forces~ Could not some of th~se problems be overcome if Jndustry 
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and msnagement instituted some system by which they would get 
toget~er in the way of training the labor forces~ I understand 
that during the depression a grest many mechanics and the workers 
in the netll trades failed to get the ordinary training which 
the2 ha ~ gotten previously so that after the depression as busi- 
ness picked up there was a great lack of machinists s an0 other 
mechanics, in the metal industry Not only in this technical 
training but in other kinds of training~ I wonder whether some 
system ef educstion or get-together between management and labor 
force would be of aCvantage? 

A You put your finger on a specific failure of manage- 
ment during the depression perlod. It has some excuses in lack of 
resources and otherwise s but it is definitely true that in great 
p~rt the extreme shortnge of skilled labor~ in t~e metsl worPing 
ludustry psrticularly s that we fzce today is due to the abandon- 
ment ef effcctlve occupational tralnlng p}~ns and systems in those 
in@ustrles s as well ~s others~ during the aepression I think 
msn%gement is becoming more keenly conscious of that. Our own 
surveys now under way indicate that industrial training programs 
t~ meet that problen of labor shortsge in spcclflc occupations are 
moving rather fast 

The brosder aspect of the educatmona! problem that you 
touchca upon is, 1~oweverj one theft i think management has fallen 
down on more seriously It has entirely or almost entirely 
neglected in the psst effective effort to draw its own labor 
force into closer contact s mntercourse~ and cooperation with it 
~nd to build up in that way better understanding of the whole 
nature of our economic system an@ of economic condmtlons in 
general ]Ve have only begun to think about this in American in- 
dustry since the depression and we have lost so much ti~e in the 
p~st that efforts to m~ke up for that loss of tm~e In a short 
w~!le have in many cases been abortive and unwise and have had 
the opposite effect to that which they were intended to have. 
This is a long-tmme nroblem to which mPnagement neeGs to give 
very serious thought After all s the only effective way in which 
the labor force as a whole can be brought into real cooperative 
relationship to management under an enterprise system ms through 
the c ~ ir~ct contact ~hlch the individual management in the mndmvi- 
dual enterprise has with its own labor force Any general large- 
scale projects of mass ~ducatlon of ~orkers s or of the public as 
a v, hcle, are a broadside s shotgun type of thing that involves an 
enormous amount of waste motion and in many case~ a terrific re- 
bound that has very unfortunate effects The more specific and 
direct the effort is to bring the Isbor force in the individual en- 
terprise Into contact r~ith management the more effective I think 
it wcul~ be. 
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General Schull. Dr, Jordan, I would understand from 
your lecture that you thmnk thls lncreasmng shortage of labor ms 
practmcally mnevmtable, traceable partly to the populatlon con- 
dmtmon thst we ar~ approachmng and also to such technologmcal 
mnprovements that have been made and may be released as t~e 
goes on That ms reslly an mnevltable proposmtmon under any 
conslOerstion9 

A. Yes. 

General Schull: Take for mnstance a country Imke 
France that has had a statmc populatmon for three or four decades, 
mt so~e how or other has m~naged to mamntamn mts econommc and mn- 
dustrla! posmtmon I am not fam±imar enough wmth ~hat condmtmon 
to suy how; but some how or other they have adjusted themselves 
tca ststmc populatmon. %~e wmll have to d< that sume thmng; i 
presume~ and whether mt wmll mean we ~mll lose our preoent 
e~inent posltlon mn4ustrlally or not I do not know, but perhaps 
you coul@ say a word about mt. 

A It means mnevltably a slower rate of grov~h unless 
you have a type of management mn your mndustrmes thst is able to 
offset the statmc labor supply by a suffmcment!y groat rate of 
mncrease mn tcchnclogmcal effmclency so as to malntamn the 
uverage snnual rste of mncrease in general busmness actmvity and 
the rmse in the stancarcs of imvmng whmch we have hsd in the past 
In Fr_sncej generslly speakmng~ they have not had that type of 
msnagement~ by compsrmson wmth what we have had mn the Unmted 
States, an~ the rate of growth mn France, of mndustrmsl growth, 
of growth of proauctlon and trade and the rlse in the standard of 
Imvmng, have been relatively sl~ as compared wmth other mndus- 
trmal natmons They have had a labor shortage condmtmon mn 
France for a long tmme because of themr stat!c populatmon Thelr 
tendency h~s been to meet thls shortage by the temporary mmporta- 
tmon of labor on an mncreasing scale from other countries, whmch 
I do not thm~ has been a very satmsfactory way of dealmng wmth 
that problem 

In thls cc~untry our rate of technologmcal progress 
has been the hlghest of sny country m~ the world. That ms, the 
aversge annual rmse mn productmvmty per man hour, as far as we can 
~easure mt~ has been hmgher than that cf sny country Pnov~ mn the 
past To malntamn that ms gomng to be an mncreasmng!y dmffmcult 
thmng~ especmally ~ith the tendency t~ard shorten±ng of work 
hours and dmlutmon of labor. The mnclmnatlon of labor effort te 
slacken off~ qumte apart from governmcntal znfluences, creates a 
technologmcal problem to mamntamn the average annual ,ise mn 
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prcductmcn~ of trade, of t~eo or four per cent~ charactermstmc 
and nersmstent mn ~mer~an mndustrmal hmstory for one hundred 
and fmft~ jeers. To m~mntamn that gro~h from new on ms gomng 
tc be sn m~creasmngly dmffmcult problem, especmally because ~f 
the mncre~mng shortage of labor. 

General Westover Dr. Jordan~ do you know to ~hat 
extent the apprentzce system has bee~ spplmed mn mndustry mn Ger- 
msny mn recent years~ De know that durmng the permcd i~ to ,~$ 
a grest number of apprentmce schools were mn exmstence there to 
mazntamn whst they cslled ,'the tramnzng of skml!ed people zn mndus- 
try ,, Do y~u knov~ ~ether that was continued and ~hether mt has 
contrmhuted to the remarkable growth they art havmng~ 

A. i haven,t the latest up-te-date mnformatmon on thst. 
A m~ber of our St~ff went to G~rmany recently to make an investm- 
gatmon of condmtlons there~ has just return~d~ ~nd I have not seen 
h~m smnce he cs~e back. ~ Feneral under~t~dmng, from our con- 
tacts wmth cur mndustrmal correspon@ents mn German), ~hmch mncludes 
some of the executmves of the prmncmpal concerns zn Germany~ ms 
that uniter the Hmtler regmme that spprentmce tramnmng system has 
been compl~tely chsnged, for mt has been substztuted a mass of 
schools or c~mups for occupstmonal tramnmng under government 
~uspmces~ whzch hsve partly polmtzca! purpose as well as the purely 
mndustrzel purpose of occup~tmonal tramnmng 

Captamn Puleston Dr. Jord~n~ ~o you thmnk there would 
be better agreement between nan~gement and labor if the factormes 
~cre sms!ler and ~nageme~ saw a imt~!e bmt more of the men~ In 
many of th~se enormous plants labor has no feelmng of loyalty at 
all snd the men look to the labor organmzer for hls orders rather 
~n to hms mmmedmate foreman 

A. I am mmcht glad you ramsed that pomnt Captamn I 
mntended to mentmon mt but forget In deslmng wmth thms problem 
cf labor shortage~ labor supply~ a~1 the effectmve admmnmstratmon 
of lab~r~ ten years ago mn ~merlcan mndustry~ before the depressmon~ 
management was foresmght~d enough to see that some effort toward 
decentralmzat~on of mncustrlal operatmons would be necessary That 
was very rare foresight, too. Some steps were tsken mn that dlrec- 
tmon mn some mndustrles that were effectmve~ for a number of reasons 
As regards l~bor supply mtse!f~ through decentralm~atmon there ms 
som~ prospect of rolmef because you come nester the sources of 
labor supply that are not ordmnarmly touched mn the gre~t cencentra~ 
ted mn~ustrlal centers. The movement from country to cmty that has 
been golnc on for a long tmme is relatlvely slow~ and it zs very 
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helpful if industrmal panagement trmes to meet mt or to get 
ahead of mt by g@mng out mI~o the country wmth mts productmve 
operatmons. That has begun to some e~tent. 

The dmff!culty imes mn technologmca! factors We have 
developed our c~racterlstlc mass productlon industrmea on a 
basms whmch mnvo!ved mn the past great concentratmon of opera- 
tmons~ either mn relatmon to rs~ mater!al supplmes or by brmng- 
mng together dmffer~nt operatmons mnto a cont±nuous chamn 
process, whmch ms the essence of productmve effmc!ency If we 
are gomng to decentralmze we are faced wmth the problem of makmng 
our technologmcal ~mprovements on a wholly @mfferent basms Just 
what that will be ms a prcblem that I do not belleve many people 
mn mndustrmalmanagement have sermously consmdered as yet. You 
hsve assembly plants mn your automobmle mndustry asse~Dlmng a 
great range ef pro@ucts that are manufactured over a wmdely 
scattered area, but you stmll have your assembly plants and 
they sre gmgantic, large-scale oper~tlons mn hmghly concentrated 
industrmsl centers whmc ~ are rmpe flelds for labor dmfflculty. 
Unless in some way you csn elmmlnate that bottleneck, that key 
to s whole mndustry whmch ms vulnerable to labor attack, you 
have not gotten very much farther along mn solvmng your problem. 
In my opmnmon, the decentralmzatlon of mndustry is one of our 
bmggest management problems mn thms country today, and mt mn- 
vo!ves not merely socmal and fmnancmal factors but technologmcal 
ones th%t we have not begun to study adequstelyyet. 

Colonel Van Nostrand I am very much mmpressed wmth 
the way a very compl!cated subject ms bemng cleared, but I am 
wo~dermng through thms long trend vlew whether the speaker can 
resssure us on the subject of eventual abdmcatmon of a theory of 
~onagement and imqumdatlon of an enterprm~e system~ 

A. You have get hold of the wrong man to answer that 
questmon. I have unfortunately, as the Colonel ~lll testmfy, ac- 
qumred a reputatmon cf bemng a kmnd of Cassandra mn thms country 
durmng the past four yesrs on that pomnt, but I thznk that perhaps 
the best snswer ms to put mt thms way If we take the e~atmons 
that i have set dovm on paper, wmth olI of th(se factors in them - 
partmcularly th~ large functmon of government - snd just look at 
them ss equatlcns and solve them, there ms only one mathematlcal 
answer to them We have actually establmshed mn thms country a 
practmcally complete mechanmsm for the %ransformatzon of our 
prmv~te enterp~mse system mnto a system cf state capmtalmsm, a 
mechanzsmwhmch ms set up and whmch has begun to operate ~nd whmch 
w!ll operate, mn my opmnmonj gradually, mrresmstmbly to grmnd up 
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the private enterprise sy~tem~ to dlssmpate private capital, 
to gather private capital resources gradually ~nto the hands 
of the state and establmsh a complete system of state capmtal- 
ism 

That~ as i say~ ms a mathematmca! certainty There 
ms upon close inspectionj h~ever~ a large unknown quantlty 
in those equations, an unknown quantity that really prevents 
the effective solutmcn cf these equations That unknown quan- 
tity is the qusllty of character of the ~erlc~n people~ and 
any one who attempts to describe that is undertakmng too large 
a task at thms stare. 1%hmnk we ~re too early mn the process 
This ~hole trend hss come upon us ~oo qu!ckly to be able to 
judge the extent to whmch the American people as a whole~ by 
temperament, by psychologmcal characterlstlcs~ ~ill allow 
Itsclf to be brought unconsciously mnto a great state machine 
of that kind That ms the big question ~ark There are times 
whcn I am very pcssmmlstmc about that un]no~n quantity and am 
incllned to feel that perhaps the qualmty of our population 
as ~ whole~ its independence, sense of personal responsibility 
snd inteyrity~ its mnherent energy and ambmtmon~ have declined 
through biologlcal processes so that it can be absorbed into 
such a gigantic machinery of state soclallsm or state c%pltal- 
ism wlthout any dlfflculty I do not know. It ell depends, mn 
m) opinmon~ upon that. So far ss the machinery is concerned, 
so far as the equstmons are set up~ they ere pretty defmnlte 
and clear. 

Colonel Jordan- I want to thank you on behalf of 
the School, sir, many many times for commng down here and 
gmving us such an interesting talk. 

Dr Jordan It has been a great pleasure. 
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