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IMPORTANT TRENDS IN INDUSTRY
and
GOVERNMENT IN BUSINESS

Mr. Director and Gentlemen of The Army Tndustrial Collece

It 1s a very great pleasur: to have this long deferred
opportunity to meet with you in thais way At the Natirnal Indus—
trial Conference Board we usually refer to oursel res as "The
World's Largest Trend-Mill," and ofven wordsr what becomes of the
grist we turn out, and what use 1s made of 1t

The two subjects I was asked to talk to you about this
morning are, of course, so comprehensive 1n thexr scope that it
would take many lectures 1o cover them adrguately I chall there~
fore attempt only to touch upon somz of ti» more mprriant asnects
of,the trends in industry at the present tirme and of tae relestion
of govermment to them, praimarily from the point < virw of your
own interest in the problems that you are concerned with

These two subjects are not distinct subrects today, un-
fortunately  They are inseparably related Tne thirgs that are
happening in American industry today are dorinated almost complete-
ly by the developments that are taking place wit:1 respect to
govermment influence in industry. I shall therefore treat these
two subjects together

For convenience I shall divide what I have to say into
the following topics+ I shall discuss fairst the fundamental
situation as regards labor supply in the United States, 1ts qualaty,
1ts characteraistics, and 1ts efficiency, second, che cituation that
exists with respect to wages and production costz thir?, the pic-—
ture as 1t presents 1tself with resvect to prices ans demand for
industrial products, fourth, the siluetion as re~irds echnological
developments in industry growing out of the labor sitvaetion and of
the price and consumer market situation, fifth, the picture that
presents 1tself as regards the capital suptly of xndustry upon
which our future progress depends, Final.y I shall refer to some
of the characteristics of management in v i1stry, i1ts oralilies,
1ts point of view These, after all, are iurdamcntally determin-
ing factors in the fubure progress of Amer can iclastry If I
have tame I shall conclude with some gen-rel reraiks about the
future long-run outlook for American industry in this country.



I beg your indulgence for a moment at the outset to
remind vou of some rather abstract and perhaps bromidic funda-—
mental facts about our industrial system in this country., It i1s,
or has been, what I constanlly call an "Enterprise System " Ry
that I mean a system that operates on this general principle
It manufactures products on the basis that the price received,
or the return for each man-hour of output, must cover the cost
of labor per man-hour and above that cost must yield a sufficient
return to make up for tne wastage of capital in the course of
production and to serve as an inducement for new capital for
further expansion  That, very briefly and generelly stated, is
the besis of our whole industrial system and I ask you to bear
1t 1n mind because in referrang to some of the trends in the
industrial situat.on later its importance will become obvious.

I shall discuss labor supply first, because the effec-
tiveness of our whole industrial system and 1ts progress depend
upon the effectiveness of our working force in thas country. I
think perheps Karl Marx, or some of our Socialist friends, would
be delighled to hear me say that, They would think 1t amounted to
saying #hat they have always been insisting upons that all wealth
comes from labor. Well, of course, fundamentally it does  That
18 to sey, our natural resources are useless until labor is applied
to tnem so as to produce things that are useful to mankind in
meeting 1ts needs

When we sre exemining an industrial system and trying to
appraise 1ts situation and i1ts future we must look first to the
condition of the working force in the country, and there we are
met today with some very interesting and dafficult problems. TFirst,
of course, we ~re familiar with the fact thet the population in
this country is not growing as rapidly as 1t used to Its annual
rate of increase i1s steedily slowing dovm, so ruch so that our
population experts tell us that by 1950 or perhaps earlier we
shall have a stationary population  As regards our labor supply,
the importarce of that 1s obvious  Assuming that we have the
same proportion of our total population going inte gainful occupa—
tions as we have had in the vest - which 1s subject to a great
deal of qualificalion - 1t implies that our availeble working force
15 not going to grow as rapidly as 1t has 1n the past.

As to the size and quality of our lebor supply, we ere
met further by thet comples of problems involved in the words
tunemployment® ana "employability " Refore I discuss trat particu-
lar aspect rore fully, [ want to say this about our labor supply
in the United Statles Its qualaty, 1ts productive effectiveness as
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a labor force 1s not increasing es 1t has in the past, 1s not
even being maintained as 1t hes been in the past A great num-
ber of social factors, changes in public psychology, in soccial
1deas, prevalent conceptions regarding standards of living, etc ,
together with a great many cultural factors, have tended to
create in the American labor force a less definite disposition,
willingness, or capacity to work, ambition to produce effectively,
to exert the fullest possible effort  This i1s a general phenome—
non that I need not ettempt to prove or to elaborate u~on because
it 1s familier to every one i1n business managem~ .t of every kind
who has to deal with & working force tod=v  The working energy,
the worving capecity — quite apart from the tocls thet our work-
ing force has to work with — 1s not increasing, and 1t 1s fair

to say that 1t 1s even decreasing  That woula 19t be so b d af
our available effective labor supply was increa~ ng in qua © iy,
but there we are met by the problem of w _inploy-int, the purtion
of our working force which tends to reme11 1dle, not engagec in
effective production

I want to ainvite your attention on thet point to some
very fundamentel facts that definitely devermin the prospects
for the future ILet me put the picuvure this way to m ke 1t most
dramatic Let us assume that the rate of increa e n tot~l pro-
duction and trade which we have seen in the course of recovery,
from 1933 up to and including 1936, were to cortinue unchanged
during the next four yeers, let us assume also t at the rate of
increase 1n produciion per man-hour in all types of activity
that we have seen from 1833 to 1936 would continie unchanged,
let us assume, thard, that the prevailing weekly working hours
in all occupations remain as they were on the average during 1936
What would be the situation as regards unemploym nt and enploy-
ment of our working force during the next few yec rs?

If we take the known facts and meke tlose assumptions
we are led inevitably to this conclucion that 1€ we --~ve today a
number of unemployed of about eight million six hundred thousand
persons, by 1936 the unemployed would amount to only about five
million two or three hundred thousand persons  That number 1is
equivalent to the nunber of new ‘rorers tiet hate come into the
labor market since 1929, together with ti. num.°r w ¢vnloycd in
1929  That 1s to say, we would have recbsorbeo oy 1% 4 all of
those persons who have been thrown out of emploient by the
business depression since 1929 and we weuld have left only a nume
ber equivalent to the new workers, the young people who have come
into the labor market since 1929 By 1940 the number of unemployed
would be practically zero and might even, 1f you can imagine 1it,



be a negative quantity. That 1s to say, unemployment would

be wholly wiped out an thas country by 1940 and you would have
a labor shortage  The demand for workers that are not avail-
able might range from five hundred thousand to perhaps a million
for this reason. by 1940 these calculations would gave you a
figure of around four hundred thousand persons unemployed, but
in nornal times, at all tines, we carry in thas country a labor
reserve of from a million to a million and a half persons who
are not working at any given time because of 1llness, temporary
seasonal stoppages of work, or shifts from one job to another
When that number i1s added to your four hundred thousand unem-
ployed, the net result 1s a deficit of half a millior to a
million workers.

From 1940 on thas shortage would increase progressive-
ly because of the slowing down of the rate of population growth,
and the smaller number of persons who will come into the labor
market from year to year. That prospect of impending labor
shortage 1is somelhing that should not be lost sight of in the
micdst of current discussions of possibilily of having a perma—
nent body of unemployed of five to six million persons in the
Urited States  This prospect is constantly being put before
the publac by public ofiicials and olhers as a basis for
various projects and proposals for permanent unemployment relief,
public works programs, etc.

To i1rdicate the absurdity of that view of the future,
of the prospect of having a permanent body of unemployed in the
United States, these calculations that I have been putting be-
fore you very roughly could be turned around in this way- If
we had irom now on, in 1937 and in succeeding years, a perma—
nent body of unemployed of five and a half million persons,
and we were to maintain that many unemployed in the United States,
what would 2t imply as regards the possible rate of increase of
business activity, of production and trade, in this country from
now onv The answer 1s that the rate of increase in general
business activity, in the physical volume of production and
trade 1n the United States, would have to be practically zero
from 1930 forward i1f we were to maintain a permanent body of
five to six million persons  In other words, 1t would be im-
possible in view of all the known factors of production per man
hour, of increase in population, and of the normal rate of in-
crease 1n business activity to maintain in the United States a
permanent bodv of unemployed anything like five or six mallaon
persons I say "impossible® in thas senses to do so we would
have to make great increases in the average working hours of the
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working population, we would have to make a tremendous in-
crease 1in the production per man hour of the employed popula-
tion, Probably these would not be sufficient to meet the labor
requirement, we would heve to draw upon new sources of labor
th~t are not now fully utilized - that is to say, we would
have to draft more wormen into business and industry, we might
have to lower the age limit of employment, we might have to
reconsider such provisions as those 1in the Soc .1l Security

Act whach henceforward will eliminete from employmend all
persons over sixty-five. 1In other woras, we should be faced
with an urgent problem of labot sunply 1n the 7 iited Ttates
within the next four or faive years i1f business activity were
to 1ncrease even at a normal rate  Even 1f we do not assume
that 1t would continue to increase at the rate at which 1t

has ancreased since 1925, but at the normal rate of increrse
shown by one hundred and fifty years of cxperi nce, vhich .s
almost four per cent ver annum, even thec' normcl rate of 11~
crease would entaill an increasingly seve = shortage cf leter
for industry. That foct taken in conjun tion w th the tenaency
to lower weorking ability or working energy in our working
population as a whole, creates a prospect that deserves very
serious consideration, not only by industry but by =1 uvho are
interested as you are in the possibilitics of cffect.ve indus-
trial production in emergency.

This shecr wechanical factor of available labor
supply 1s complicaled and intensified now by f-ctors which are
tending very rapidly to increase money costs ol production —
Torces whach are raising wage levels and otherwise hampering
the effective use of labor., The wcge trend, of course, as you
know 1s upward Our average hourly earnings in marufacturing
industries today are about ter per cont ebove *tie 1925 level
already and the purchasing poser of weekly earrings in manu-
facturing industries, that i1s what the aver-ge 'reckly eorning
of an industrial worker will buy in goods end services he
coumonly consumes, 1s also about ten per cent above the 1929
level That 1s a norrmal accompaniment of recovery and the
labor disturbances th.t go with thas process of wage adjustment
during recovery are also normal., That i1c Lo s~y, during recovery
from a depression we should elweys expect 1.bo, distirbancc,
labor conflict, organized effort to increasc weges as prices
rise,

But in the present situation there 1s something else
in the picture, as you know, It 15 not nmerely the actavaty of
labor orgamizations directed to the normrl effort to raise wage



levels as cost of living rises during recovery  Such activity

1s now directed to othcr ends 1o the imposition of union power
in Lhe vorious industries That 1s widespread and 1t 1s having
many effects, of course, but the one that is importent to con-
sider, for our purposes, is 1ts effect upon the effort of manage-
ment to 1ncrease productive efficiency, and to offset the factors
thet meke for shortage of libor in many lines  The net eftect

of 211 this lebor pressure, pressure of labor organization
supported by govermmental policy, 1s to retard the progress

of industry in recovery, to decrease 1ts productive efficiency,
to hamper tne eificient handling of 1ts labor force

Thet would nornally nean, of course, that industrial
products, manufcctured products prrticularly, would rise very
rapidly in nrice There has been a considereble rise in the
prices of manufacturca geoods but not nearly so much 25 in the
prices of raw materi~ls, sgrizcultural and industrial The price
trend thit we have noted durang this recovery process hes been
affected roinly by fretors which have influenced agraicultural
prices and the prices of industrial raw materials, particulerly
miner~ls, The factors affecting cgricultural prices are familiar
to you, They have had to do with the drought end waith the efforts
of govermment to restrict agracultural production, and e2lso to
sone extont waith the influence of the devaluation of the dollar
upon the praices of those international products that enler into
world trnde  As regaras mineral products, the important factors
have been not only the influence of monetary policies upon inter—
national raw material m~rkets, bul 1lso the genersl international
political situ-tion which has created widespreoed fears of war and
has tended an all courtries to intensify the demand for mineral
and other non-zgricultural raw materials which are so vital for
nataion. 1l defense  Therefore, we have had n pretty rapid rise
1in the generesl price level because ol the rise in agricultural
products and maineral raw m~terials, but not so much rise in the
average of finished products

That 1s imporuiant Lo remember in irying to understand
the industrirl trend todey becouse 1t means several things
it meons, of coursey that relatively the purchasing power of
producers of farm products and of mineral raw materials, or the
producers of rew materiels generally, have bencfited in the re-
covery process because lhey zre able to exchange their products
for finished goods at a grester advantage than they were able
to before, and 1t has thus ecssisted ~nd stimulated recovery.
Ve hove 8 very prevalent body of opinion in this country that the
great defect in our industrial orgenization lies in 1ts unwilling-
ness or 1ts inerbility to decrease the praces of manufacturecd
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products as the productive efficiency of industry grows, that
1s, to pass the benefits of increased productive efficiency

on to the consumer. There 1s the common assumption that that

1s true because of the definite or deliberate tendency of the
menufacturing industries to attempt to control their prices

by various types of errangements. That kind of opinion is a
very fundamental frctor in the relation of government to industry
at the present time. There 1s constant oressvre beang exercised
upon industry in many government policies to force dowm the
prices of manufactured products or to keep them fror: rising

T need not go into that in any detwil bubt I wa:it to y int oub
that the impression that the prices of finisled good= 1n this
country hnave not beer kept down and thet the irereass in p.o-—
ductive efficiency of industry has not been effectively passed
on to the consumer is » false impression unsupnorted by t© ¢
fects  Any examination of the course o. prices of naimufactured
goods 1n the last fifty years in this cuiatry will chow vev
clearly that they have not risen s mucl s the pr.ces of r-w
maberi~ls, agricultural and non-egricultural.

Rut there 1s another rore subtle fallacy in that
prevelert opinion,and that i1s that the way to . casur: the extent
to which the increased productive efficiency ol induotry 1s
passed on to the consumer 1s by the price of the finishea pro-
duct, completely ignoring the choracter of the product itself
It, for ezemple, you were to measure the incre-se in the effec-
tiveress of producing eutomobiles in the Unitea States by taking
the rrice of the Ford car today and the Ford car of 1914, and
were Lo say that the difference belwecn twelve hundred dollars
and six hundred dollsrs measures the extent to which the consumer
has benefited by Mr Ford's enterprise in reducing the cost of
producing automobiles, you would obviously be 1snoring the
enormous 1mprovement that has been made in the =erviceablencss
and the quality of the product itself  That applies through
all of the manufacturing industries, especiall;y in . country
in which our characteristic manuf~cturing orocess 1s cne of
claborete finashing of products rather then the productior of
standard commodities of common consumption

8o we ere faced in industry to.ay with 2 raber of
forces of public opinion snd govermental policv which tend o
create an atmosvhere, and in many ceses .o proonce actual pres-
surcs, to prevent the prices of finished products fror rising
under wage pressure and labor union pressure. Thet mcans a
trerendous corpulsion upon industry to increase 1ts mroductive
efficiercy, to meke every type of technological improvemert



Before T come to this part of my subject, I just want
to say one thing riore about the market demand or price aspect
of the industrial saituation It 1s profoundly and very gener—
ally affected teday by the monetary and financial forces that
are 1n the picture and that have been created by govermment
which we commonly sum up in ordinary conversation under the
word "inflation.” They mean ecssentially this that during
this recovery process we have had an enornous creation cf
artificial purchnsing power in the United States; an enormous
injection inte the consurer market of money borrowed in l-rger
part from ihe future, and in pert the result of a change in
the value of our currency itself  This tremendous injection
of purchosing power into the market under normal conditions
would heve tended to raise the price of all products unless
the productive output of industry as a whole were increasing
in proportion to the amount of new purchasing power put into
the market. The fect that prices of manufactured products
hove not rusen as much as one would exnect in view of the in—
creasing costs and the increased consumer demand or consumer
purchesing power 1s an important, interesting, and unusual
phcnorienon in our whole industrial situetion It indicates
the trenendous force of public opinion and of governmental
policy that i1s being applied to industry today to hold down
1ts prices - to prevent 1t from responding to all of the factors
that ~re mnking for increased prices — so that 1ts goods will
move frecly and effectively into the consumer narket  Well,
that can be done only by the most intensive application to
problems of 1increasing nan-hour output in industry, that is,
technologicel development  This 1tsclf would make -~ whole
course of lectures which would be of tremendous interest, be-
cause there 1s no one place that I know of where that whole
picture, as 1t exasts, has ever been brought together in
American industry toasy

Duraing the depression period the rate of technological
mmprovenent in Arerican industry was greater than at any pre-
vicus pericd in our industrial history, It was greater, but
ruch less spectacular Most of the work wes done quietly,
silently in the rescarch laboratorics of American industry with
an eyc to the futurc Practically all that American industry
invested in 1ts future during the depressicn was 1nvested in
thet kind of silent technological develcprment  The exlent and
scepe of 1t we haven't begun to realize today  If that flcod
of new develomnents that were put not in process but put on
prper durting the depression were to be lel loose in our industrial
systcm in the next four or five years, ry previous ~ssumption
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about the possibility of a rate of increase in business activity
from now on during the next four years, similar to that which
we hove had from 1933 to 1936, would be - gross understatemcnt.
We heve no corception of the tremendous future rate of growth
of American industry thet i1s buried, so to spezk, in our in-
dustrial laboratories todey, or in the desks of our technicians.
r hettering has given you some idea of thet as regnrds the
automotave industry, but this i1s only one of them and perhaps
not the nost importanl one  The relative possibilities of im-
provement in the automobile industry -re not of as great total
economic irportarce for the future as the possibilivies of im-
provement in some of our other industries - chemicels, iron

and steel, the met-~1 industries generally - that ere in process
in our laboratories

One important feature of this subnerged technological
development that has been going on durin, the depression 1s
that 1t has not to do so much with the 1 provement 1n the mn-
hour output of the sterndardized products of corron consuriotion
as 1t has to do with the development of new procucts which will
have tremendous influence upon the whole stand~rd of living in
this country, and will bring to the ordinary Anericen citizen
a range of new sataisfactions and new ccnvenienues which are now
ocutside of his reach In that lies the ¢ssentiel point about
the possibilities for future industrial progress in this
country  Those technological developments certainly would
absorb much more tnan the labor thet 1s released from the older
standardized industries with such improvements in man-hour
output as are made in these. My apparently fantastic forecast
of labor shortage in this country would be tremendously in-
tensified 1f we were to see these new product developrents that
ere on paper in the laboratories let loose in the world in effec—
tive production in the next four or five yesars

I now come to my next factor, which 1s dircctly con-
nected with all that I heve said before  To put those tech-
nologacal paper developrents into effective production in our
industrial system in the nest five or ten years fundamentally
implies that we sre working under ~n ent rprise system 1n which
people have adequate freedom to epply te.hnological amprove-~
ments in producing products for distribution, sele, and adver-
tising to the merket generaliy It implies clso free access
to a capital market, 2 market of new ligquid szvings upon which
to finarce the practical production of these nev technological
i1deas that are on paper today



About the farst condition T need not say anything.
The extent to which government regulation ¢f actual management
enterprise in the marketing of new developments may be exercised
in the future 1s a metter of speculation and perhaps personal
opinion I have my own opinaon on 1t, but 1t would nct interest
you very much, The second is the more important, concrete and
immediate factor that faces aindustry in this country

We have had during the depression = practical cessa-
tion cf the flow of capital into industry  That 1s, fo 2 certain
extent, normal in a depression There is very little new enter-
prise, little expansion to call for new capital  Bubt in addition
te that we heve had imposed upon the capital market a comprehen-
sive systent of gevernmentil regulation, exercised through security
merket control, affecting the flotation of new security issues
snd elso 2ffecting the freedom of the financial management cf
individual enterprises in determining whether they are going to
seck new capital in the outside market I n not guestioning at
all the justifiability of those regulaticns  The only point that
I am n~kang 1s that upon the normal tendency for industry to
diminish its call upon thc capital market for new capital during
" depressicn and in the early stages of a recovery period there
havc now been inposed entircly newv factors which emanate from
governnent~l sources. The net effect 1s thiss» The improvenents
in main~hour productivity that heve been made in the standardized
commedity industries in this country through the replacement of
obsolescent equaipment, the few new products that have been put
on the market out of the enormous file of paper 1deas accumulated
thr ugh the rescarch vork of our depressicn period in industry,
have bcen financed almost wholly out of the surpluses, out of
the savings of our enterprises which survived the depression
That 1s to say, thas has been a self-financed recovery so far as
capital supply 1s concerned. There has been practically no draft
upon the general cepitel nerket, the pool of liguid savings upon
which industry would normally draw for 1ts progress from now on
That 1s reflected, of course, clearly in the fact that new security
1ssues cther than for refunding purposes, ncw security issues for
new product developments cr plant exp-nsicn, for replacement of
equipment, heve been almost negligible and still remain ot a very
low level

There 1s on enormous amount of refunding of cbligaticns
of cutstending capital i1ssues going on to t-ke advantage of low
interest rrtes and thereby te lcwer copital costs upon the exist—
ing industrial plants  That 1s all tc the gcod, but 1t does nct
get us very far in the line of progress that we have been used to

- 10 -~
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1n this country in the past  This, I say, 15 a fundamental
factor in the outlock and in the whele industrial trend beceuse,
1f this industraal system of ours in this country 1s tc continue
as apn enberprise system, it can grow only 1f there is a continu.-
ously increasing pocl of ligquid savings upon which 1t can draw
end 1f 1t has free access to that ligquid pool  Not only has its
access Lo that puol been restricted in these ways but the whole
tendency of the relation of gevernment to business has been to
discocurage the increase of that pool of liquid savings atself.
That 1s # very fer reaching and fundamental factor in this
situetion  Every line of actzon which tends to retard, dis-
courage, (r to mcke less remunerative savings of every sort,
indavidual and corperate, i1s a debterrant to the accurmlation

cf thas pool of liquad savings upon which the future progress of
smericon industry depends under the enterprise system.

We have developed an anti-saving psycholcegy in the
United States. To put 1t the other way, we have developed the
philusophy of consumer purchasing pcwer, that i1s tc say, cf m—
mediate consumption rather than saving 1 have not only
veveleped this enti-saving psychology, this psycholopy of spending,
public and private, but we have had direct govermmental effcrts to
ferce the spending of savings that exaist  In the taxaticn of un-
distributew earnings of business under the new Revenue fct you
bave a very definite ¢ffort on the part of the govermment to
force the redistribution of corporate and business savings We
rust remember that business sevings are, ofter ~11, the most im-
portent basis fur future industrial progress. If we exar.ine the
ccurse of industrial developrment in this country durang the past
hundred yesrs and ascertain the scurces from which this indus-—
trial developrnent dzew 1ls new cepital supply, we will fand that
1t was principally business savings and the savings of persons
with larger incomes who were able tc save much cf their income
The general mass savings, individual savings, of the courtry as
a whole, heve nct been an important source of new capital for
the development of mericon industry in the past  In attemptaing
te firce the dissaipation of business savings by specific govern—
mentel measures we are striking et the heart ¢f the possibilities
of mew industrial develcprent and of industrial progress in so
for 2s 1t depends on private capital supply. If you ossune that
we are going tc replace this pool of vraivate liquid savings upon
which incustry has drawn in the pest by a new source, a scurce
n gouvernment 's hands, that creates a wholly dafferent picture.
You ere then passing from the picture of = privete enternrise
system into a picture of state capitalism or state scocialism in
which govermment becimes the capital saving and capital inwesting
AFENCy .

- 11 -



I have now recched the limit of my time, but there are
Just two points in my outline thot I still have to touch upon.
One 1s the final factor of the quelity of the industrial rnanage-
ment that has to fece thas picture I have drawn, Let me put 2t
tnis way+ If we Jere to suppose that Ame:rican industrial nanage-
ment were gifted with complete and perfect foresight, with un-~
Iimited knuwledge and ability, and with unquestionable courage,
I would say that 1t could hanale these problems that I have
tried to describe for you with a fair prospect of success, But
inuustrial menegement in this country is very human It has all
of the virtues and all of the faults of the ordinary human being.
It has, I believe, in enorrmous ana unusual concentration of good
will and gocd intention  That, I should say, i1s the understand-
ing of Arerican industrial management that has been most 1mpressed
upon me during my long period of contact wath 1t —~ 1ts earnest
desire to Co the best 1t cen with the neterials ot hand, waith the
kind of labor force it has, with the kand cf canital meorket that
1t fainds, with the kand of research talent th-t 1t has available,
and with the kind of consumers 1t hes, an® =211 of their changing
fancies and chaneing ideas, changing tastes and changing demands.
It h~s 2 cclossal tosk of Wdjustment of all of these verious
facters into on cffective proauctive mechanism which will have
1 certo.n cegree of continuity and stability w111 not dissipate
the cepaitzl thet has been entrusted to 1t by 1ts stockholders
toc ropirdly It never quite succeeds 1n avoiding some dlssipa—
tion ¢f capital Ffor its stockholders It has to build up, or
try to develop relations with a labor force that will be fairly
stable ~nd effective in the productive crganization  Upon all
of that tolay is imposed the further tesk of attempting to build
up some kind Of c¢ffective cooperation with all of this great
range of new govermmentel influences which have been brought to
bear upon 1ts problens  So 1f 1t rakes mistakes and does the
wrong thing from time to time i1n the future, I thank 1t deserves
a great de~l of very patient indulgence and sympathy.

I should say that 1f one were to charge industrial
manageme nl with any cdefinite defects whaich 1t could correct they
would be thcse primeraly. TFarst, lack of adequate effort to im-
prove 1ts capacaty for foresaight  This implies that as a whole
American industrial management has not attempted in the pest
sufficiently, in ry opinion, tc make the fullest possible use
of 211 of ihe inform~tion about thias whele picture surrounding
1t thet 1t requares for effective foresight sccial, polatacal,
sccncmic, lemestic, end international  Foresight is the funda-
ment~1l function of menagement, It hes to provide against the
fature as best 1t can in handling all of the factors of l=bor
anc capital end consumer demand that i1t deals with. For effectave
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foresight 1t needs the fullest and most comprehensive and reliable
kind of infcrmation effecting nct only its own plant, its own
enterprise, but the whole industry of which a1t 1s a part, the
relatzon of that industry to all others, to polatical end social
fectors ain the country and then, of course above all, to the whcle
international picture., The task of foresight that faces manage-
ment 18 a tremendous task, but 1t 1s a task that T believe 1t
could do a great deal mere to perform effcctively than 1t has

done in the past

The second defect that I think cen fairly be pointed
te in industrial minagement in attempting to deal with these
very complex and c¢ifficult trends that I have described consists
essentially in lack of sufficient conviction and understending
of 1ts own essentisl function in our whole eccnomic system  To
put 1t slightly dafferently, I think tnat inwustrial menagement
in dealing with #11 these problems during the pest four or fave
years has tended to lose a good deal of 1ts self ccnfidence, to
lose confidence in the indispensable necessity of ats function
in an enterprise system, and has been more end more willing to
surrender or tc submit i1ts discreticn on ¢ great many vital
points to outside influences of public opinion and of govermment
which, an the end, ore bound to be destructive to the effective
exercisec of the ran-~gement function  That 1s to swy, management
has not, in my opinicn, had 2 suffuciently clear ard definite
comprehensicn of the nature of the entecrprise system in which it
functions, of the conditiors cf effective functioning of that
enterprise system, and of the indispensable pert which 1t has to
play in thet enterprise 1f the system is to work eifectaively

Those are very general remarks about mancgement, but
I think af you lkeep ther in mind in face of the kand of picture
that 1s developing in tlis country today their concrete applica—
tion will become more and more apparent to you as time goes on

I think 1t weuld be both wise and e greeable to you 1f

I stopned ot this point and let you ask some questions instead
of indulging an any more prophecy and forecast,

~00000~

General Tschappat I would like tc ask, Dr Jorden, what
you think of some some extensive systerr of ecucotion for these labor
ferces? Could not some of these problems be overcome 1if industry
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ana menagement instituted some system by which they would get
togetlher in the way of training the labor forces® I understand
that during the depression a greet many mechanics and the workers
in the metil trades failed to get the ordinary training whach
they ha' gotten previously so that after the depression as busi-
ness picked up there was a great lack of machinists, and other
mecharics, in the metal industry  Not only an this technical
training but in other kinds of iraining, I wonder whether some
system of educetion or get-together between management and labor
force would be of advantage?

A You put your fainger on a specific failure of manage-~
ment during the depression period. It has some excuses in lack of
resources and ctherwise, but 1t 1s definitely true that in great
prrt the extreme shortage of skilled labor, in tre metel working
incustry nerticularly, that we face today 1s due to the abandon-
ment of effective occuprtional training plens and systems in those
industries, as well »s others, during the cenressinn I thinbk
menigement 1s becoming more keenly conscicus of that, Our own
surveys now under way indicate that andustraial training programs
tc meet Lh~t problem of labor shorterge in specaific occupataions are
meving rather fast

The broeder aspect of the educational problem that you
touchea upon 1s, Lowever, one thet I think managerent has fallen
Jown on more seriously Tt has entirely or almost entirely
neglected in the pest effective effort to draw its own labor
force into closer contact, intercourse, and cooperation with it
and tc build up in that way better understanding of the whole
nature of our economic system anc of economic conditions in
general  We have only begun to think about this in American in-
dustry since the depression and we have lost so much tire in the
past that efforts to make up for that loss of time in a short
while have in many cases been abortive and unwise and have had
the cpposite effect to that which they were intended to have.
This 15 a long-time problem to which menagement neeas to give
very sericus thought  After all, the only effective way in which
the Jabor force as a2 whele can be brought into real cooperative
relationship to management under an enterprise syslem 1s through
the ¢ arcet contact which the indivaidual management in the indavi-
dual enlerprise nas with its own labor force  Any general large—
scale prcjects of mass education of workers, or of the public as
a whele, are a broadside, shotgun type of thing that involves an
enormous amount of waste motion and in many cases a lerrific re-
bound thit has very unfortunate effects  The more specafic and
direct the effort 1s tc bring the lebor force in the indavidual en-
terprise into contact with management the more effective I think
1t weula be.,
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General Schulle Dr, Jordan, I would understand fron
your lecture that you think this increasing shortage of labor 1is
practically inevitable, traceable partly to the population con-
ditzon thet we are gpproaching and also to such lechnological
mprovenents that have been made and may be released as tire
goes cn  That 1s reelly an inevitable proposition under any
consideration®

A Yes,

General Schull: Take for instance a country like
France that has had a static population for three or four decades,
1t sore how or other has m-naged to maintain 1ts economic and 1n-
dustrial position I am not faniliar enough with that condition
to say how, but some how or other they have adjusted themselves
tc a stetic population, We wall have to dc that same thing, I
presume, and whether 1t will mean we will luse our precent
eninent position industrially or not I dc not know, but perhaps
you could say a wcrd abeut 1t,

A It means inevitably a slower rate of growth unless
you have a type of management in your industries thet is able to
offset the static labor supply by a sufficiently grcat rate of
increase in technclogical efficiency so as to maintain the
wverage ennual rote of increase in gencral business activity and
the rise in the stancarcs of living which we have hed in the past
In Frence, generally speaking, they have not had tnat type of
menagement, by comperison waith what we have had i1n the United
States, anu the ratc of growth in Frence, of industriel growth,
of grcwth of proauction and trade and the rise in the standard of
living, have been relatively slow as compared with other indus—
trial nations  They have had a labor shortage conditron in
France for a long time because of their static population  Their
tendency hes been to meet this shortage by the temporary importa-
tion of labor on an increasing scale from other countries, which
I do not think has been a very satisfactory way of dealang with
that problem

In this country ocur rate of technological progress
has been the haghest of eny country in the world, That is, the
averege anmual rise in productivity per man hour, as far as we can
measure 1t, has been higher than that of eny country known in the
past  To maintain that 1s going to be an increasingly daffacult
thing, especially with the tendency toward shortening of work
hours ard dilution of labor, The inclination of labor effort to
slacken off, quite apart from govermmcntal influences, creates a
technological problem to raintain the average annual rise in
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preduction, of trade, of three or four per cent, characteristac
anc persistent in American andustrial histcry for one hundred
and fafty Jears., To mmintain that growth from nocw on 1s going
te be en 1rerecasingly Jiffacult problen, especially because of
tlie incrensing short~ge of laber.,

General Westover Dr. Jordan, do you know to what
extent the apprentice system has beer epplied in industry in Ger-
meny 1n recent years? Ve know that during the pericd 1922 to '25
a great nunber of apprentice schools were in existence there to
maintain whet they celled "the training of skilled pecple in andus-—
try ¥ Do ycu know whether that was continued and whether 1t has
contrihuted 1o the remarkable growth they arce having?

Ao I haven't the latest up-tc-date information on thet,
L merber of ocur Stuff went fo Germeny recently to rmeke an investi-
gation of conditions there, has just returncd, and I have not seen
harm since he ceme back., Ny peneral understending, from cur con-
tacts with cur aindustrial corresponcents in Germany, which includes
some of the executives of the principal concerns in Germany, is
that uncder the Hitler regime that spprentice training system has
been conplectely chenged, for 1t has been substatuted a mass of
schocls or canps for occupetional training under government
ruspilces, which heve partly political purpose as well as the purely
industriel purpose of occupational training

Captain Puleston Dr. Jordan, uo you think there would
be better agreement between nanagement and labor i1f the factories
vere smeller and management saw a little bit more of the men? 1In
many of thesc enornous plants labor has no feeling of loyalty at
all 2nd the men look to the labor organizer for his orders rather
than to his irmediate foreman

Ae I am micht glad you raised that poant Captain I
intended to mentaion a1t bul fergot  In derling wilh this problem
cf labo>r shortage, labor supply, and the effective administration
cof labur, ten years ago in American industry, before the depression,
managenent was foresighted enough to see that some effort toward
decentralization of incustrial operations would be necessary  That
was very rare foresight, toc, Some steps were teken in that direc~
tion in some industries that were effective, for a number of reasons
As regrrds labor supply itself, through decentraliration there 1is
some prospect of relief because you come neerer the sources of
labour supply that are not ordinarily touched in the great concentra-
ted inaustrial centers. The movement from ccuntry to city that has
been going on for a long time 1s relatively slow, and 1t 1s very
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helpful if industrial ranagement tries to meet 1t or to get
ahcad of 1% by going out into the country with i1ts productive
operations, Thab has begun to sorie eatent.

The diffaculty lies in technological factors  We have
developed our cheracteristic mass production industries on a
basis which invelved in the past great concentration of opera-
tions, either in relation to row material supplies or by bring-
ing together different operations into a continucus chain
process, which 1s the essence of productive efficiency If we
are going to decentralize we are faced with the problem of making
our technological improvements on a wholly different basis  Just
what that will be 15 a problen that I do not believe many people
in industrial management have seriously considered as yet. TYou
have assembly plants in your automobile industry assembling a
great range of products that are manufactured over a widely
gcattered area, but you still have your assernbly plants and
they ere gigantic, large-scale operitions in highly concentrated
industriel centers which are ripe fields for labor difficulty.
Unless in some way you cen eliminate that bottleneck, that key
to & whole irdustry which i1s vulnerable to labor attacl, you
have not gotlten very ruch farther along in solving your problem.
In my opinion, the decentralization of industry is ore of our
biggest managenent problems in this country today, and 1t in-
volves not nerely social and financial factors but technological
ones that we have not begun to study adequetely yet.

Colonel Van Nostrand I an very much impressed with
the way a very complicated subject is being cleared, but I am
wonderaing through this long trend view whether the speaker can
regssure us on the subject of eventual abdication of a thecry of
menagement and liquidation of an enterprise system®

A+ You have got hold of the wrong man to answer that
question. I have unfortunately, as the Colonel will testify, ac—
guired a reputation cf being a kind of (Cassandra in this country
during the past four yeers on that point, but I think that perhaps
the best enswer 1s to put 1t this way  If we take the equations
that I have set down on paper, with <11 of thcse factors in them -
particularly the large function of govermmcnt - ond jJust look at
them as equaticns and solve them, there is only one mathematical
answer to them We have actually eslablished in this country a
practically complete mechanisn for the transformation of our
private enterprise systom into a system cf state capitalisn, a
mechanisn which 1s set up and which has begun to operate ~nd which
will operate, in ry opinion, gradually, irresistibly to grind up
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the private enterprise system, to dissipate pravate capital,
to gather pravate capital rescurces gradually intc the hands
cf the stute and estazblish a complete system of state capital-
ism

That, as I say, 1s a mathematical certainty  There
15 upon clcse inspection, however, a large unknown quantity
in those equations, an unknown quantity that really prevents
the effective soluticn of these equaticns Tht unkncwn gquane
tity 1s the guality of character of the Americnan people, and
any cne who attempts to describe that 1s undertaking too large
a task et thas stage. I think we are too early in the process
This whcle trend has cume upon us tvoo quickly tc be able to
Judge the e xtent to whach the American people as a whole, by
temperanent, by psychological characteristics, will allow
1tsclf to be brousht unconsciously into a great state machine
of that kind That 1is the big question rmark  There are times
when I am very pessimistic about that un! nown quantity and am
mnclined to feel that perhaps the quality of our population
as 1 whole, 1ts independence, sense of personal responsibility
and integrity, 1ts inhercnt energy and ambition, have declined
through biclougical processes so that 1t can be absorbed intc
such a gigantic rachinery of state socialism or state capital-
1sm without any diffaculty I do not know. It 211 depends, in
my opinion, upon that, So far s the machinery 1s concerned,
su far as the equetions are set up, they ere pretity definite
and clear.,

Colonel Jcrdans I want to thank you on behalf of
the Schcol, sir, many many times for coming down here and
giving us such an interesting talk.

Dr Jordan It has been a great pleasure.
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