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If I may qualify the expectation of "a very fine talk",
this to me 1s perhaps the most Horatro Alger experience I have
ever participated in, I feel embarrassed, I hope this will
not be too visible when I am through speakings

Iess than three months 2go for the farst tame I visited
this burldaing 1n an eflort and in the hope of finding out some-
thing about industrial mobilization, and about the plans for
the adjustments business must make in the event of any futwe
ware At thet time, very frankly, I knew nothing about the prob-
lems I was fortunate in having as my guide, lajgor Sadler,

After the first day with Major Sadler I returned to my hotel and
was 1n more of a daze than when T started, In all feairness to
Major Sadler, that 1s no reflection on the information he imparted
to me during the day. On the contrary, he gave me so much jnfor-
mation in the course of that first day that I had the feeling

that he was rushing 1t all to me fast because war might break
within twenty-four hours. From that time oa, I was able to grasp
a little more each day, 1n the hope of preparing some brief
analyses 1n our bi~weekly reports for our more than 25,000 in-
dustrial members,

The quickening of the international pulse some s1x veeks
ago aad the possibality that recurrang crises might bring dboub
the events discussed so much here, impelled me to start a pro-
Ject, the nature of which I wasn't entirely swe of at the time
I startede I had an interesting conversation with Mr. Johnson
and he suggested the need for a clear, impartial, honest anal~
ysis of the plans formulated in the various branches in the Office
of The Assistant Secretary ot Wer, with the hope possibly that
that study could 1n time of war become the means ol quickly,
effectavely and simply inparting the new inforration to business.
That was six weeks ago, This morning I hac the personal thrall
of looking for the {irst tume at one of the first of the com-
pleted volumes, I brought the first fow copies dowm with e,
Magor Sadler sugeested that I place perhaps five of the copies
that I am leavang with The Army Industrial College in your hands
now, and, 1f you core to, they can be arculated and glanced at
vhile I am speakings, As a matter of fact, 1t may be a necessary
daversion,

It 15 presumptious of me after merely two months! research
to discuss the control of the nation's resources with you after
your study of at least a yesar, Not only 1s 1t presumplaious but
practically impossible even to scratch the surface of the prob-
lem 1n the course of three-quarters of an hour. I do feel that
1t 1s possible, though, to raise some of the questiors that oc-
curred to me in the course of the research that I did, some of
the questions which obviously could not be discussed in the book,
some of the problems that must be settled here, 1.f they are nob
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already settleds I recognize that there is much information that
was not made available to me, both because of the pressure of lime
and because of the politics, in the wader sense of the word. I
hope I wall be forgiven 1f I should happen to label as unsolved,
problems whaich are solved, I have no way of knowing, but ilhese
are to me the most imporiant problemse.

One pramary thought concerning the control of the nation's
resources impressed me rost, That observation i1s, essentially,
that 1s 1s impossible to regulate or control the operations of one
segment of our industrial economy without concomitant supervision
of all of the other factors with which that segment 1s joined,
Perhaps I can clarify this thought by an over-samplification. .

Let us assume that in tame of war the military machine demands
of General Motors that 1t produce 200 military trucks monthlys I
use the word "demands" advisedly, This quantity i1s well within the
ability of General Mobtors to meet during pedace tame. To assure
delivery, the procuring agencies establish close dbservalion of the
activities of General Motors., In making the demand, a price 1is
reached which, on the face, justafies the company's cooperation and
assures 1t a reasonable profit,

But 1f the regulation, planning, compulsion and demands were
o stop at that point, the likelihood is that the required produc—
tion must sooner or later bog down, If the prace of contributory
materials required by General :ilotors were left free to the exercise
of the economic laws of demand and supply an tame of war - af a
number of the strategic or critical raw commodities, rubber, man-
ganese, tin, etc,, which are necessary in the manufacture of those
trucks, were available or not depending upon the freedom ol world
ghipment at the time - 1f labor were left free to exercise the
power which two new factors will have piven 1t (the deplction of
the labor market by protectaive mobilization and the increase of
i1ts value by the desperate need for 1its a1d) and were permrtted
free exercise of that power through strike, slow-dovm, sit-down,
or any of the other useful weapons which are in labor's arsenal,
or 1f the components which go into the compositaon of the cost
of living were undetermined by law, unsupervised by regulation and
uncontrolled by Govermment - if any ol these were permitted to
funetion wally-n1lly despite the demands upon Ceneral Motors for
1ts trucks, despite the threat even of cormandeering of plant and
equipment, 1f the demand 1s not met, troops would 1alk to the en-
campments and battlefields, not rade,

I wrge this observation on you not as a novel one -~ 1t is the
very essence of the studies which have been conducted here, I urge
1t strenuously, however, because vwhile the need has been mace clear
for the ammedrate control of all of the factors involved an our
economic system which are necessary to the prosecution of a war,
the actual planning, or perhaps more accurately, the actual details
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of the plans themselves have eilther been not as carefully formu-
lated over one phase of our economic life as over the other, or
for a number of reasons have not been publicized,

I recognize the peace-time difficully of publicly discussing
any lirmtatron of the freedom of labory particularly during an
era when labor has just begun to lose i1ls milk lecth and sink 1ts
rew found molars into substantral foods I am concerned, however,
over the possibility that the political wisdom which has impelled
the soft-pedalling of plannang for the control of labor, prices and
war profits has also perhaps inhibited the actual planming 1tself.
I farmly belaeve that concrete labor plans, industrial mobili-
zation plans, price control, the exercise of priorities, war-time
discouraging of non-essential enterprise, and war profits control,
must not only each be equally as well defined in time of peace,
and the administrative mechanism as carefully plamned for one
as for the other, but I also believe that each ol these can be
m.de politically and psychologically palatable, [ believe that
palstability must flow from two things; (1) the demonstration
to Jabo~ end capwital that they are both regarded as equally im-
porto-t components and only as components in the control o. the
naliun ' rescurces; and {2) +that each wall be accorded certain
guarar e~ , .ertain assurances to which they are each entitled
and whach v2ll adequately protect eachs Let me 1llustrate:

Tebor "n tume of vae must pay two prices (1) It must fur-
nish th> 17u 30 complete bulk of man power in protective mobili-
zation, since the bulk of the country is actually labor in field
or factorys and (2) IL must not in the exercise of either wham or
direst need impede the flow of production needed for the success-
ful conduct of the war. Will labor wallingly pay these two prices®

There has been much loose talk of late that imeedrately upon
the commencement of the next war our democracy aies, If plans
have becn made for the burial, I have not been let in on them, and
1f an agency has been prepared for that democratic cremation,
frankly no evidence hss been averlable to me here at the Army In-
dustrial College or the Planning Branch. I was interested this
morning in sitting through the first committee segsion that T
have ever attended, If the procedure which was followed there 1s
the prelude to the death of democracy, my powers of observation
have been completely clouded by the war atmosphere here - and
I found less war atmosphere here than . have in practically every
cavilian group I have attended withan the last ninety dayse

To return, modern war presents liltle opportunity for parlia—
mendary quibbling and offers small premium for sentimental sophise
trye Var effort must be fast, complete and unreserved, and fre-
quently, brutal - brutal in 1ts effect on the civailian front as

well as on the war front., Bub, (and the reservation is a bag Uhutt ),
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while the arena of control will shift from the halls of parlia-
mentary congress Lo the office of an administrator, that admini-
strator and those dictatorial powers will be no less under the
control of public opinion in this democracy and no less subject
to the vagaries of politacal pressure than they were in Congress.
If there 15 any doubt of this, let us recall that during the
World liar, despite the unanimity of public opinion about the need
for successful prosecution of the war, cespite, and let's not kid
ourselves, the actual dictatorial control which was in the hands
of Vilson and exercised by his appoaintees, when the switches in
the railroad yards froze in December 1917, not only was the war
dictator subject to political and edatoraal heat remorselessly
focused on him, but even his own Democratic chairman of the Senate
Committee on lmlitary Affairs in a speech before the Hational Se-
curity League delcared that, "The military establishment of America
has fallen dowm. There 1s no use to be optimistic aboul a thing
that doesn't exist, It has almost stopped functioning because of
inefficiency in every bureau and in every department of the Govern-
ment of the United States," And Theodore Roosevelt then Jed the
audience's unrestrained sheering after that vocal burial of the
possibilities of American success in the war,

I mention this not as criticism of the criticism which ex—
1sted but as proof that under our form of government no matter how
one-man the control, how drastic the regulation, the concessions
vhich will be compelled from the various segments of our economic
society must be boughte Thus, 1f labor, to retwrn to my thought,
18 to agree to absolute non-stoppage of essential productive ac—
tivity, 1t wall demand, and must receive, the following assurances
(1) That industry will not be permitted to profiteer at the cost
of the civilian population - and this means war profits control
over industry; (2) That industry wall not be permitted unreason-
ably to ancrease the cost of living beyond labor's ability to pay -
and this means price control; and (3) That labor w1l have the
opportunity to earn 1ts just share of any legitamate profits whach
war brings to industry -~ and this means the continuvance of ihe
right to collective bargaining and the assurance that the legitimate
demands requested in collective bargaining will be forced by the
Goverment 1f the freedom to strike no longer exists,

Now we begin to see the interrelabionship between the segments
of our economic society, I labor is to pay its price, 1t demands
three guarantees which in turn are prices to be paid by industry,
U1ll andustry pay these prices? "1l 11 submt to profit contrel,
price control and collective bargaining® The answer here again is
Wyest 1f 1t in turn 18 guaranteed a number of thangs: (1) That
labor will not be permitted arbatrarily or unreascnably Lo make
demands for wage increases which have no relationship to the profits
of industry or the cost of living; (2) That Jabor will not be per-
mitted under any circumstances to stop production in essentaal
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enterprase; (3) That industry will be assured adequate power,
fuel, labor and the necessary raw materials vhich go into the
canstructlon of an essential commodity; (4) That any war profits
taxation will not only leave business with a profit but leave 1t
with a cushion on which to fall during the posbawar reaajustment,
(5) That 1t wall be provided wath the necessary labor, skilled
and unskilled, despite protective mobilization, and that 1t will
be able to retain those of its key men who are vitally necessary
to 1ts activity; (6) That the determination of what 1s essentaal
enterprise and what is not essential ain taime of war will be rea-
sonable, and (7) that 1t be informed promptly of the ways in
which business can best adjust 1tself and alter its actaivaty in
order to avoid war-time discontinuance and the resultant 1mpossie
brility of peace-time resumption.

Yhat will be considered an essential or non-essential enter-
prise? To what extent is pre-~war thought being gaven to this mosb
vital of all questions to industry® Here more than anywhere else
industry needs the assurance that the determination wall not be
arbrtrary or capricious, One amusing instance is related, During
the Vlorld Var when a list was compiled of non-essential cotton
msnufactures the admimistrative officer in charge came to corset
laces and in dasposaing of that problem, commented: "Corset laces
are certainly not essential, They can just as well wear them
without any trimming."

The control of prices is perhaps the keystone upon which
the entire industraal mobilization effort must reste Without the
ontrol of prices we might just as well forget the control of labor.
Without the control of labor, the control of industrial production
starts off not only lame bubt with & crubch broken., 4&s yeb there
15 no unanimity of opinion as to vhat the method for price control
should be, I share the opimion of a number of the officers here
wrth whom I have spoken, contrary to the price control philoso-
phy elucidated by lr, Baruch, that an attempt to contrel all
prices 1s not only uneconomic and undesirable but impossible, The
mechames, the administration, the policing, the enforcement, the
conslant supervision anvolved in the control of all prices is
beyond the grasp of any one man's imagination, even Hugh Johnson's.

More important, the war effort does not rest or depend upon
all praces, It does depeand vitally upon a few basic costs. Those
who would fix all praces would set a ceiling determined by the
average price for a perrod of years prior to the outbreak of the
wars A price structure so fixed would find 1t daffacult to with-
stand three months of war conditions without cracking in a dozen
places, If proof is needed of this, examine the price structure
and change 1n the three months after the beginmng of the world
Var compared to the three years prior and see 1f you can find any
consistent pattern applicable to all prices which demonstreted any
uniformity for thirty days after the World War, let alone ninety.
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A more reasonable approach and one more capable of success-
ful accomplishment is a plan which woula enable a price control
commission to fi1x and supervise the prices of the basic commodi-
ties vhich are essential in indusiraral manufacture, as well as the
basic costs of goods and services which go into the elementary
construction of the cost of livaing, Fix these, the basic com-
modities for industrial manufacture and the basic components of
the cost of livang, and the rest of the prices will adjust them-
selves, It 1s true that luxury prices, 1f uncontrolled, will
shoot sky~high even though non-essential in war time, There is
little sound objection to this in face of the fect that the sub-
stantial portion of the profits of the luxury manufacturers,
d strabutors and sellers wall be recovered in war taxation. WVar
profits, even unreasonable profits, are not necessarily undesir-
able in time of war so long as a substantial portion of tnem will
be recovered by taxes and so long as their exastence in the first
place does no harm to the caivilian population, iIncourage the
spending of money in war time, even for nonsense. Don't buckle
1t up, unless thore i1s the slightest injury to the govermment, the
war effort, or the civilian populations

Until the Prace Control Commission can function I believe
there 1s an excellent possibility that the Federal Trade Com—
mission can serve as a stop-gap agency. The Lea~lheeler amendment
to the Federal Trade Commssion Act enacted less than a year ago,
1938, has given the Federal Trade Cormuission power which, I am
sure, the Fe,TeCs 1tself does not entirely appyreciate, Until that
amendment was passed, the FeT.Cs could not act in any complaint
unless an injury to o competitor had been alleged and proved,

In the absence of any injury to competition or where all compe-
ttron wiformly acted uwnfairly, the F.T.C, was powerless, Now,
however, the Federal Trace Comrmssion has the pover to issue com—
plaints agawnst any concern engazed in a practice which i1s unfair
o the consumer, vhether or not competitior 1s injured, Iood and
livang cost profiteering in war is objectionable largely because
1t 1s unfair to the consumere. The FT.C, could thus step ar in
every case where the price has no relationship to the component
costs, to the abality to pay, or to the previous nrice of that
comnodity in peace time, I believe that in war 1ime the courtss
will sustein this positions Bul 1f the courts do not, by that
tame the Price Control Commission will be recady to function,

I mentron the Federal Trade Commssion because I believe fur
ther that 1t 1s amportant for the Commssion today to begin a
really thorough study of tne basic praices in the United States, a
study without which the Price Control Comriission will not be able
to function regardless of 1ls legisloirve authority.

In the course of such study both the Contributory Division

and the Federal Trade Commission should give some ettention to the
effect of the State Fair Trade Laws during war time, The State
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Fair Trade lLaws today permit a menufacturer of any trade marked

or standard brand merchandise to fix any piice for his commocdltye
Once [ixed, no relaaler or distributor of that commodity mey sell
that article below the fixed price, That I'aar Trade structure in
interstate com erce 1s made possible by a law passed two years ago,
the Mller-Tydings Act, a Federal statute, which provides thab
any price fixaing agreement entered ainto under the State Faar Trade
laws does not violate the aati-trust laws of the Tederal Governe
ment, regardless of their state shipment, In the absence of price
control in tame of war this legislation glves the producer the
opportunity to establish profiteer price lewels which even normal
competition between the distributors camnot destroys. The Federal
Trade Commission 1s already violently opposed to the lawse, Per-
haps that opposition can be galvanized into action 1Lf the war-time
effect 15 considered,

One of the price evals which must be wabched closely, and
which I believe 1s being watbched closely, 1s one vhich caused
considerarle dislurbance during the last war, The United States
founl 1tss™f in the snomalous position of advancing loans Lo the
Allies ir cecdar Lo cover their purchases in the United Stales,
“ath thesc Lounsd funds the Allies successfully competed an the
American . ar 4, oudcing ogatast the Unated 3tates for material
of which vhece 108 1ol enour™ to supply the aneeds of both, Hot
only wer~ ¢. vacds ol she Covermment interfered with but the
wnter-gowecr r2at compeuvitior ioself increased the cost of living,
lowered real "izaeu, ard sras one of the most important of the con-
tributing e2leis Lo world uer labor trouble,.

Now to disctss the wecond contributory factor - labor, ILet
us try ¢s cowrle iy as possile to free ourselves from the ab-
mos phere o+ charse and ¢ ywtar—charge, emobion and critacism which
has ciot wu *fas prober wichin the lest Jhree yearse The Jaw now
on the Fedirar suavite boctn, 1. Wlolional Lebor Reletions det,
can 1n *1 - o1 w1 be pergauted to renarn wn subslaantial effect
withouco d 103 sei1ov. derage to the coatrol of labors As a matter
of Fart, by th. "2 of on adcitronal stvatvle zod by slight amend-
ment ol Lhe NoL,I' 1,, such 1w gavang an employer the razht to
request Lhe noar’:s interven.on, the law can serve one of the
functions previcusls vinlineds Leb us first .ecosnize that within
the last 50 wears itheie nave beea close to a dozmen oresidentaal
labor anvestigatim, corrassions anpointe] by boln Uomocratic and
Republic incumben®s in the While Douse and ir Congress, These
commissrons have reached one uniform counclusion - the economic and
National desirabilily o. colle~bi~e baizerninr, The cxaistence of
unconvested collective bargaining and almost e complete closedw-
shop in England today 1s not noticeably inpeding the rearmament
programe If the problem is analyzed, [ am certain that 1t wall
be found that the war difliculiy stems Trom the threat of strike
rather than from the exaistence of collective bargaining, The
National Labor Relations uct does little rmore than protect that
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right and prevent employers from using 2 number of standard
methods which have the effect of obstructing labor's exercise of
that privilege, ILet us see whether or not that right cannot con-
tinue and scrve a useful function while the country's proauction
from industry 1s assureds I believe that 1t 1s polatically im—
possible to enact a statute to end the ripght to strake during
war, Bubt I do believe that 1t 1s possible to enact a collateral
statute to the Netional Labor Relations dct vhiach wall, in effect,
insure that there will be no slrikes in essential industries
after M-Day.

Following the pattern of the present Raxlway Lebor Act I
believe a statube should be enacted, f ar emergency duration only,
providing a definite grievance proceduce 1n all essential indus-
tries before the risbhbt to straike can be exerciseds lo one, neither
the railroads, labor, nor the public, objects to this procedure in
the railroad industry today. The reason for this lack of objection
1s that the public mind cannot conceive of the nataon's transpor—
tation arbitrarily stopped as a result of the whim of exither partye.
That national consciencc, however, is not disturbed 1f the auto~
mobile industry were stopped todey, regardless of the cause, Bub
in tiame of var every essential industry will become as vatal to
the nations, 1ts beliefs, 1ts hopes, ats desire for vactory, as
1s the railroad industry today. Under the Railway Labor Act, and
under the proposed War Emergency Lebor Act for all essentaal in—
dustry, the employers subject to i1ts provisions would be placed
under a duty to make every recasonable effort to enter into and
maintain collective agrcements with their enployees and to settle
dasputes arising under those agreements as expeditiously as
possible, Uhen an employee or group of employees have pravately
attempted to a2djust a grievance waith lhe employer ond feel that
they have exhausted the possibilities of settling the daspute,
they may petition the proposed National Labor Adjustment Board to
adjust the differences involved, If thav Boara Jails to reach a
decision, 1t then has the pover to appoint a referee,

Any awards made by the Board or its referee would be fanal and
binding upon both parties and enforceable by the United States Dis-
trict Courts,

The Board would have the right to mediate in any labor dis-
pute where 1ts services are requested and the labor dispute con-
cerns changes in rates of pay, rules, or working conditions which
have not been adjusted by the parties to the dispute, If the
medratory efforts of the Board are unsuccessful, the Board is re-
quared to induce lhe parties to srbitrate, If erther party refuses
to arbitrate, the Board then notifies both parties that 1ts media-—
tory efforts have been unsuccessful and for 30 days thereafter no
change may be made by either party an the rates of pay, rules,
working condations or established practices in effect prror to the
time when the dispute arose,
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Once an arbrtration award is made, the award is absolutely
and finally conclusive, There 1s, however, an appeal from such
arbitrataion for the following three reasons

le That the award primarily does not conform to the re-
quirements laid down by the Act or the proceeding - required by
the nct;

2+ That the award does not conform to or confine 1tself to
the disputes

3« That a memoer of the Board of Arbitration wees guirlty of
fraud or corruption,

If a dispute fails of adjustment and medistion and arbitra-
tion, and, i1n the judgment of the lediation BDoard, i1s of such
importance as to threaten substantially to interlere sith inter-
fere with interstate com.erce, the l'ediation Board notifies the
President of the {acts, The President may then avpoint a Board to
investigate and report the facts of the dispute to him, After
the creation of the Presidential Board and for 30 deys following
the receipt by the President of the Board's report, neither party
to the dispute has the right to change btne condations out of whiach
the dispute aroses

No section of the Railway Labor Act outlaws lhe right of em—
ployees to strike. The Act provides that employees are free to
quit their work ard that no cowrt may issue any process to compel
the performance of sa indivadual employee of any labor or service
without tne emoloyee's consent., Dub in a very real sense the raght
to strike 1s abradged by the Act in the laght of the comolicated
and lengthy proceedings which are provided by ite Thus, suppose
a dispute arises over some question concerning the employees!
rates of pays The parties in private conferences fail to agrees
They may then appeal to the National Railroad Adjustment Board, or
the Natioaal l.ediation Board steps in. lhen the idational Iedia-
tion Board steps in and makes its award the matter 1s concluded,
If the Board fails to make an award the parties to the dispute are
prohibited from proceeding lurther for 30 days, Duraag that 30 days
the | ediation Doard, ii the dispute 1s sufficiently amportant, in-
forms the President who then apooints a board to investigate and
during the period when the Doard i1s investigating and for 30 days
thereafter the perties again are prevented from ueling any moves
such as striking, If, on the other hand, the I edization Board suc-
ceeds 1n inducing the parties to arbitrate the daspute which the
Medaation Board cannot settle, tne parties may not do anything
during the arbitration proceedings and are practically at a stand-
still if the arbitration award is appealed to the courts.

As a result of this complicated procedure, at least 120 days
mist elapse alter the comiencement of officzal intervention an a
labor daspute before employees who are parties to the dispute may
change the situation by going oubt on strike. 120 days 1s a period
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usually sufficiently long to cool hot heads and to make adjustment
of the daispute more feasible, 1f, however, heads are slall hot at
the exparation of that period the moral force of an adverse report
by a presidentially appointed investigating board would be so great
as to render any strike virtually impossible 1f undertaken by a
perty who 1s found by the President's Roard to have acted vrongly
in the daspute,

Here 1s where the National Labor Relations Board comes ine
This procedure previcusly outlined whuch, in effect, prevents sirike
in essential industries would not affect other industiries. OCther
industries would stall come under the Juraisdiction of the National
Labor Relataons Board as they do today. Employees an such indus-
tries would still be free to strike as they ere today. These are
normal impediments, perhaps doubly valuable an war time, when they
affect non-essential industries onlye. These are the controls which
will prevent prices in non-essential industraies from flying sky-
high without the existence of actual Government control or regula-
tion, In addation, in essential industries 1f labor has in effect
lost 1ts right to strike 1t must have some way of assuring itself
a Just portion of any of the war profits made by industrye. That
1s the function of collectaive bargaining, even if the right to
strike cannot enforce 1t, And in the absence of the raght to
gtrike, 1t will be the duby of the Govermment to assure labor in
essential industry thas just dasbribution.

These are the cratical problems as I see them in the control
of the Nation's resousces i1n time of war, critical not only be-
cause of their complexity but because they involve human emotions
and public opinione. These latter factors mean that no matter what
legislative authoraty is secured in the early days of the war, the
segments of public opinion invoelved must be prepared to expect the
adjustments before that time, ILabor must know i1ts responsibilities
and 1ts guarantees, Industry must know its profits and its ainhi-
bitions. And, above these, Government must know that 1t wall re-

ceive, with maxamum efficiency and minimum cost, the machinery of
WY ¢

One of the important problems in the makeshift andustrial
mobilization which was preced together during the Vorld War arose
from the fact that American industry, as a result of the anti-trust
laws, had not been able to participate in open and frank industrial
organization, The absence of such organization made 1t dafficult
for emergency agencies to view any industry as a whole. To a cer-
tain extent this has been remedied since the wWworld War by a lessen-
ing of infliuence of the anta-~trust laws and the increased aimportanc.
of trade associationse

An even more dramatic step i1n this direction, however, arose
from the industrial cooperation compelled by the NeR.As 4s a matte
of cold fact, 1t 1s one which has prepared industry for war parti-
cipation., Industrial mobrlization is planned economy - planned
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economy for a specific purpose, but planned nevertheless. That
experiment, the New Deal, even where 1t has failed, has resulied
in information, administrative organization, and statisties vhich
are invaluable to industrial moorlization, To mention but a 1ew -~
and here may I attempt a brief indication of how existing busi-
ness regulatvion can be converted into var-time usefulness, This,
unfortunately, 1s in ilself a subject for rore than one eatire
talke I recognize that the brief statements I will make will be
sketchy and being sketchy ray sound in some instances impractical.

The Notional Labor Relations Act has already been discussed
as a vehicle in the event of war,

The Wage and Hour Act provides a formula which, 1f necessary,
can apply the principle of maximum wages as well as at present 1t
applies the principle of minimum wagese In addition, under the
Wage and Hour Law employerc must already have built u) records
available to the Government which clearly demonstrate who are the
executive and administrative employees indispensable to the orderly
operation of the enterprise,

Under the Walsh-Healey Act, the law i1n peace time has injected
the principle that a manufacturer supplyins the Government must
comply with certain conditaions, Emergency amendments during war
tame can, through the medium of the present statute, impose any
necessary wage, working conditions, profit restrictions, operalion
regulations, etce., deemed advisable in the case of any manufac-
turer supplying the Coverrment,

The extension of the Federal Trade Commission het has also
been discussed as a vehicle for eliminaling any practice in time
of war in the course of seeling, advertising, distribution or
comoetition which 1s unfair or unwise either to the public or the
Govermment, ILittle publicity has been given the voluntary trade
practice agreement program of the Federal Trade Commission, Despite
the exastence of the anti-trust laws, within the last few years in-
dustry after industry has been encouraged to enter iato voluntary
trade practice agreements, blessed by the Federal Trade Cormission,
fixing the practices which are fair and unfair in each industry,
The "chiseler" in time of war 1s an even greater menace than he 1s
durinz peace time, Here 15 the vehicle for his control vithout
an additaonal legislative grant,

The Robinson-~Patman Act, preventing any manufacturer or seller
from giving discriminatory prices to favorite buyers i1s a vehicle
which, while not necessary in time of war, may be extremely useful
in maintaining the economic status quoe. War contracts and wriori-
ties available to a few wall only tend further to stimulate the
growth of trade monopoly and ampose upon a great bulk of our busi-
ness community competitive pressure which they will find difficuld
to withstand, The Robinson-Patman Act gives sone assurance that
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at least in normal competition the favored few will nob be able
further to lessen the distance between their competitors! backs
and the wall,

I was interested in the course of the commitlbee daiscussion
this morming to hear the question of taxation raised indairectly
several times, I was interested and disappointed that the ques-
tion was shunted off, thal the problem of war-time finance 1s con-~
sidered separately from war-time taxabtion., Perhaps it 1s because
so great a part of my tame is concerned with the problem of taxa—
tion that I am particularly conscious of what appears to be astig—
matism on the part of the Flanning Branch in one direction, war
taxation. It seoms almost inconceivable to me that in planning
for an adequate supply of labor, an adequate supply o. comrodities,
an adequate production of materials, that there asn't an equal
amount of pre-war energy devoted to plannming tor an adequate supply
of caprtal., War cannot be fought waithout men or munitions, but
neither can 1t be fought without moneys The Vorld Wwar taxght the
lesson that 1t 1s impossible scientifically and wathout waste to
secure men and munitions by the use of devaices created in the heat
of conflict and in an atmosphere of turmoil, But that same war
also taught the same lessons concerning taxation. Congress spent
s1x months wrangling over the 1917 war profits tax with no nore
1dea of how much that act would produce, or what the cflects would
be upon business, than we today have as to vhen the next war may
break,

An excellent statement of the problems involved in war taxa-
tion can be found 1n Professor Paxsonis volume "America At War®,
in which he analyzes the functioning of our democracy during the
last war., Professor Paxson says

"Wars can be fought only with goods or hand or wath
goods manufactured while the war is waged., The economre
strength that backs armes and produces the sinews of war
185 an wntangable existing at the wroment of any declaration,
and 1s certain to be depleted 1f war 1s prolonged toward
the moment of exhaustaion, The fiscal bookkeeping whereby
the ownership of this economic strength s trsnsferred from
the citizen to the nation becomes a matier of public policye
It may make the rich richer and the pbor poorer, or it may
wipe out the rich to the disadvantage of the poor, Ho
fiscal system 1s sound, in the long run, unless a1t leaves
the taxpayer who has paid his tax in a Hosition in which
he may hope to earn enough to may enother tax next year.
Single cropping, too long indulged in, bankrupls the fer-
mer, unsound taxation defeats its oun intent by destroying
the very base upon which 1t 1s levied, 'The power to tax!
1s 1ndeed Vthe power to destroy!,
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UIf perfect fiscal wisdom were procurable 1t might
conceivably spread the whole profit and loss of war upon
the whole population, in precise proportion to the suf-
ferang and advantage of every individual and every group.
But 1if there were perfect wasdom in control of govein-
ments, there would be no war, In an wmperfect world,
however, the imperative need to spend, driven by fear oz
defeat, compels a fiscal policy hased morc upon the im-
mediate productiveness of measures than upon their ulta-
mate wisdom. There 1s sone small chance of correcting
the injustices of war finance by subsequent taxation,
whereby unwarrantable profits are recaptured by the
nation, ut the chance 1s weakened by the slight politi-
cal mobilaty of the small citizens who pay the taxes and
the extreme agility of accumulated wealthe There cannot
be great accuracy in any laws passed under pressurees There
has been no war in which the suffering was ended at the
peaced”

Obviously, neither The Army Industrial College nor the C{fice
of The Assistant Secretary of war can formulate policies of taxa-
tion, but neither can they formulate price policiess In the latter
case, the assistance of the Federsl Trade Commission and olher
agencies will pe requested and in the former, the Treasury Depart—
ment is well equipped to tackle the jobe But the staimulus and the
elucidation of the needs must be originated herc, and the xe-war
need for these fiscal plans 1s as great as for the planoing for
any of the other factors involved in making the maximum use of the
nationt!s resources,

One need only recall two of the bills proposed at thas last
session of Congress, one particularly, the Bone wer profits tax,
That b1ll was thrown into the Congressional hopper with the pranted
support of fifty Senators, more than enough for automatic passage
in the Senate, That bill would in certain cases result in wore
Federal and state income tax, to say nothing oi other taxes, lhan
the total i1ncome of the indivaidual taxed, But thst doesn't inter-
est me as much as the fact that an enterprising newspaper the day
after the ball was introduced interviewed the fifty Senmators and
asked each one several elementary questions concerning the ball,
The 1nterview 1llustrated that approximately five ol the f1fty
had read the m1ll, The other forty-five admitted they hadn't read
the b1ll but approved its policies, I mention that for two reasons,
and in killing these two birds with my last stone, prepare for the
onslaught of your questronse Those two birds — one of then s
General Johnson and the other 1s the problem of war texation, Un-
fortunately I read General Johnson's column yesterday for the first
time, With the preparation of this book I haven't had an opportun-
1ty to read any collateral material for the last six weeks. With
the book finished and in the course of my preparing these remarks
yesterday, I got a copy of General Johnson's article, which you
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probably have reads I was interested to learn for the farst tame,
perhaps fortunately after I had accepted the invitation to address
this group, that this training course "consists in a few months!?
get-raich~quick course in the mechanies of industry given to sol-
diers in the War Deparibment,” I have never been one personally to
shy away from a get-rich-quick course. But, unfortunately, the
little research I have done and the lectures at The Army Industrial
College for the last three years that I have read and reread, and
my knowledge of the activaties of the Planning Branch lead me to
believe General Johnson's conclusion 1s not entairely correct.
General Johnson states thet Y“the most pathetic spectacle in busi-
ness life 1s an Amy officer resigning to go ainto industry, I
know just how sad 2t 1s because I did 1t and I have observed others
who did 1t, It took me seven buffeted years to begin to suspect
what 1t was all about," But apparently this naive belated con-
fession did not make ham hesitate to accept the post of head of
the NeReA. several years ago when, as an Army officer he directed
the economic activities of the entire nation in one agency, and
most frequently under one man, I don't justify his activaty then
any more than I would justify the facts Johnson outlines 1f they
were true. Bub my understanding of the activity here is that
these men are not going to direet industry, If General Johnson
had attended any lecture at The Army Industrial College for the
last ten years I am sure he could have found that out for himself,
The officers in the Planning Branch, 1t is my understanding, are
not going to direct industry. Bubt someone must formulate the plans
and place them and the darection in the hands of the industrial
executives competent to dairect industry, If this group is any
less competent to create those plans than fifty Senators, forty-
five of whom have not read the ball which would create an entire
system of taxation for war-time purposes, - 1f lhis group as less
careful than that body, all of my remarks have been misdirected,
and I am certsin they have not been, I take this opportumty to
comment on Genergl Jchnsonts column because I Teel that the acti-
vaty here rust, as I have stated several times an the course of

my remerks, go ahead with a completeness and a diiectness that
perhaps in some channels has not yet been attained, no punches
pulled, no problems shelveds The reason Imake that request is
because my contact with industry leads me to believe that any prob-
lems not solwved now, hcre, but solved elsewhere in time of war will
be at the expense of industry,

I appreciate two things, in closings I appreciate the oppor-
tunity which has been given me to meet many of the officers in the
Office of The Assistant Secretary of War, I appreciate even more
the cooperatron which has been extended to me without lamat, with-
out reserve, by everyone whom I have had the occasion to ask for
that cooperation in the course of preparing the volume, "Adjusting
Your Business to War," I hope, in closing, that 1t 1s of some
value to you,.

- L -
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Discussion following lecture by
Mr. Leo M Cherne
Executive Secretary, Tax Research Institute of America

May 17, 1939

Q Mr. Cherne, I have been fascinated by this address of yours,
and while I was reading Mr. Baruch's proposal for freezing vrices I was
fascinated by that also. So I expect I belong to the group of people
that don't understand all that I know, and I am going to ask you if you
would mind elsborating a little on the difficulties of applying a maximm
or o ceiling to prices as suggested by Mr Baruch I had in mind, in
reading that, that it was somewhat similar and its administration might
be somevhat similar to that of applying a maximum scale of wages, and I
would like, and I believe 1t would be very informative, fo all of us af
you can allay my fascination with Mr. Baruch's proposal.

A I will see whether I can clearly and briefly indicate the reason
for my lack of fascination I brought out in the course of my discussion lhat
the interrelation between labor, capital, prices, and Government needs is
so close and so complete that the control of any one of those must of
necessity involve an equal control of the other, which means that 1f we
are to control all prices we must coatrol or fix a ceiling over all wages.
If you fax a ceiling over prices and wages there i1s no logic which would
nrevent you from fixing a ceiling over tne amounl of a1l profits earned
by industry. Perhaps 1t 1s a question of both philosophy and economics.

It 1s possible to fix the ceiling levels of those three 1f all three are
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fixed they can work because you hove then completely stopped the workings

of the economic laws of demand and suwply You no longer permit them to
function siace you have stopped all three incentives, but the Industrial
Mobilization Plan, as I know 1t, does not contemplate absolute rigid control
over industry. It contemplates only those cmtrols which are absolutely
necessary for the conduct of war, Industry will still be free to earn
reasonable profits, and we don't even know what reasonable profits are.

We don't contemplate and perhaps would be afraid of contemplating a rigid
ceiling over wages. If you can't control those two, you can't fix prices be-
cause prices are only the economic 1dentafication of the value of things
based on the action of demand and supply according to the conditions at

the time. Any Government control will limit demand and supoly, but 1t is
absolutely impossible to decide that a period of one year, two years, three
years, or ten years before the war that an average of those can create a
national price level which economic conditions during the war years will
permit as the ceiling price level.

The clogsing of world trade, the absence of certein commodities, the
dafficulty in the manufacture of certain finished products becavse of those
two lacks, and must mmmediately result in an increase of prices that is
aot patternable or predictable on the basis of one to ten years of pre-war
experience.

My obgection essentially 1s that you are freezing more than can be
frozen, and even 1f 1t could be frogen, freezing more than 1t 1s possible
of control. ©Prace bootleg, price evasion, the willingness of the civiliaa

population to support your effort, will all fall with a frozen economy.
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A frozen economy, I may say, is totalitarian economy The totalitarian
economy has found 1t notably dafficult to get production Russia is
having the darnedest job getting consumers' goods, despite patriotism,
despite controlled press, because the incentives have been frozen.

I think you accomplish the same thing and a much more valuable thimg
for your war-time needs,we are talking here not about the wisdom of
planned economy but war-time needs - 1f you fix those few basic things
whach wall control all others, the raw mafterials in industrial magu-
facture and those few copponents, rent, clothing, food, which make up the
cost of living, then every civilian 1s automatically a policeman over the
price that he pays for those goods. Every mamufacturer is automatically
a policeman for the price he wall pay for those necessary commodities whach
2o to his construction., Your administrstive problem, your economic
problem, your enforcement problem are simple, and you accomplish the same
result, and evea there I wouldn't suggest a flat price fixed.

Q Mr Cherae, there appears not much diflerence between your basic
1deas and Mr, Baruchl's, He says the price of anything i1s the price of
everything, and he sets forth what he calls the essence of all power which
consists of three things, the power of commandeering, the power of price
control and the power of priority, and they are all, as I see 1t, i1n his
system integrated Now, you opreseant many of the arguments against his
theory of price ceiling which he presents for 1t We won't go into that,
but the question that I want to ask 1s this, whether you accept his theory
of universal control over everything or not Caa you tell me whether or

not there i1s aaything, in your opinion, which is impracticable about using
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the ceiling method wath reference to those things which you recommend the
cont1ol of%

Now, 1n that comnection I have in mind one thing that Mr Baruch says,
which is very important, and that is this: If you start out in a war
emergency to make a Judicial process, a study as to what the price is going
to be, before you arrive at that determination those prices w1l have gone
up so high that you will have a distortion, and furthermore when announced
they wall be obsolete or at least obsolescent.

Now, you propose, and the Industrial Mobiligzation Plan proposes, using
the ceiling with reference to rents. Of course 1t 1s clear that that
1s more stable and probably the application there 1s easier, but 1s there
anything from the economic standpoint that you see that 1s basically wrong
about the application of the price ceiling in some degree?

A I see nothing basically wrong wath the application of the price
ceirling even completely, when 1ts application i1s restricted to those
which absolutely need restriction. When I say that I see nothing basically
wrong, actually there is something basically wrong in every type of re-
straction which prohibits the normal function of our economic laws. When
I say wrong, 1t 1s wrong according to the particular economic point of
view which I espouse under this type of economy, anything which interferes
wath that 1s wrong but there are certain interferences that are necessary.
I feel that the trinity that Mr. Baruch outlines 1g an accurate one, but
I also feel that you would not recommend the use of priorities over all
industry 1f 1t were not necessary, you wouldn't commandeer every plant,

all equipment, unless 1t were necessary. Now, 1f you are going to restrain
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the use of those two of the trinity only to where 1t 1s necessary, why
fiddle around with prices that you arehot interested in.

Q Would you take just a couple of mimites and tell us something
about the Tax Research Institute?

A I would be very happy to It will take me very little more than
a few manutes to tell you about the Tax Research Institute because its
history 1s not a long one. The organization was formed approximately four
years ago by two men, Mr Hovgard and myself. Ii{ was formed at that tame
as a result of one conviction, the coaviction which ve still adhere to,
that modern legislation and modern Governmental problems have imposed
difficulties, restrictions and inhibitions and new demands upon business
which business has not been able to cope Frankly, as an attorney, I
an familiar with the fact that the attorney is in many instances less
capable of coping with lhose problems than the average business man. The
multitude of new laws, the thousands of new regulations, the comolexity
of the simplest of tax problems, and most important of all, the fact that
the adjustments must be made by the executive himself in the course of
the every-day operation of his business, 1t seemed to us, made 1t neces-
sary to find some formula which could quickly, accurately and simoly
present to business all of this information, with the recommendations as
to course of action. The National Labor Relations Act says a man may
not obstruct the right to collective bargaining, but can he do this ar
that? Can he post a notice on the bulletin board which informs his
enployees that he has nothing against unions but they had better nol join?
When and under what circumstances can discounts be given? Hov do you

handle a discount chiseler who when he pays his bill after 120 dsys deducts
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2 percent for cash These and a thousand anc one other problems arising
under the new laws are the reason for the fomation of the Institute. We
started at that time in one small room I mentioned to Colonel Miles thatl
the room didn't have quite the exposure and suniight that his room has
becavse our budget for rent at that time dxan't permart the most favorable
exposure

We started in the preparation of reports to business men, wmitn the
hope of selling several thousand btusiness men on the idea of cooperating
with us. In the course of the four years we have moved to a better exvosure,
we now have faive floors in one bualding and two in another., We hrve what
I believe to be the best equipped ana largest research orgamveation in the
country in aay private institution, and better, I believe, than in many
Governmental institutions, When the Woge and Hour law was passed, we had
three times as many atlorneys, accountants end industrialists on the
problems of the Wage and Hour law than the Waze and Hour Divasion had
in Washington to work for the entire country.

That, essentially, 1s the history of the Institute. Since thet time
our membership includes over 25,000 of the nation's business executives,
attorneys, accountants, social workers, labor unions, ana more than two
hundred members of Cong:ess themselveg., A number of those Congressman
have told us that 1t i1s through ocur activity thet they are =2ble to know
what the laws mean that they are passing.

Q Mr, Cherne, you have brought out that one gentleman who was very
apt at writing helps to misinform the public that the Iadustrial Mob.liration
Plan contemolates exercising control over industry through the meaium of
Army officers Would you have any suggestions as to means of disspelling

that misinformstion?
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A One of the reasons Mr. Johnson permitied the various divisions
in hig office to offer cooperation to me wasg the belief that our organiza-
tion could do much toward disspeiling much of the nonsense that has been
prevalent about industrial mobilization, about The Army Industrial College,
and other vital phases of the work here. OQur reperts every two weeks .0
to the most 1mportant segment in American public opinion, the vocal segment
Qur 1eports readaly clarify the educational orders, strategic materials
oortion of industrial mobilization, and our big effort i1s the volume
"Adgusting Your Business to War', vhich within sixty days we expect to be
in the hands of 20,000 business orgsnizations in the United States. To
agssure that, we have made provision to supnly at our own cost more than 8,000
of those copies to that number of our own members without any adoitional
charge from them In addition, and I think this may interest you, one
national publication has already secured from us the right to digest that
volume 1n 12ts June farst issue, YKen'", a publication vhich can do much to
controvert the nonsense that i1s disspelled, and perhaps more important, the
nature of the publication i1s such ihat {hey themselves maight be imopelled on
occasion to indulge i1n imaginative fantasies,,and the placing of that
accurate information in their possession will do some toward elirinating
that possibality, at least in that darection.

I think more important than aaything that we can co and the need I have
felt throughout the entire activity lere 1s that your informaiional seivice
1s almost non-existent Unfortunately a tremendous burden today re<ts on

the shoulders of one or two men whom I have found to be working day and
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centacting asgencies, contacting publications, givirg interviews, helping
people such as myself I came in blind, and I am fortnnate that I have
received the cooperation whach I wouldn'i 1f 1t hadn't been for those few
men, but you can't inform a country or disspell nonsense through the
efforts of one, two or three men, and even with the efforts of fifty men
I think you need a plan, a public relations program. I think 50,000
miles of air flight by Mr Johnson is valuable but doesn't scratch the
surface, because while he 1s covering 50,000 miles of air travel explaining
industrisl mobiliration, one column by Hugh Johnson hits three and a half
million people, and those three and a half million people don't atlend
industrial conferences on industrial mobiliration. Unfortunately, I have
given you an answer which doesn't lay a plan and doesn't solve the problem,
but that's the best answer which I am capable of today.
Colonel Miles Of course the one thing that would prevent our
undertaking any such cempaign of education would be the fact that, whether
disspelling certain uncertainties
1t 1s incorrectly feared or not, in &e&s&sgﬂwe might raise others of
grester size In other words, the country is very sensitive, as we see 1%,
to militaristic effort, and perhaps in the long run the truth of what we
are doing and the able assistance which gentlemen like yourself are giving,
and the fact that many thousands of influential men throughout the country
no differentiy i1s perhaps better for our purposes than any direct attack
which we might meke., I may be wrong about that, but looking at the thing
from the inside as an Army officer and realizing that 1f we loose public
opinion we loose everything, that the gemble which we might take by having

an icformational service which would raise umediately the cry of bias,
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mnight be worse than remaining cuiet sbout 1t

Mr, Cherne If I may make one comment, Coloael Miles, I agree with
you as to your interpretation of the Americsn attitude and I slso agree
as to the probable lack of wisdom of approaching that problem directly
through perhaps an informational service, but I disagree in the hope,
your expressed hope, that in thas era of high-power propaganda truth will
ultimately find 1ts way

I was i1nterested recently in seeing the March of Time of the Coast
Guard It impressed me as I knew lattle of the Coast Guard at that time
I think a similar March of Time of the activaity of this portion of our
military activity would not only dramatize the work you are doing but make
1t as amportant to the people in the country as 1t 1s and realize 1t n its
true perspectave I thank that a news reel, Just as my observations must
of necessity point out, that there are few places vhere you wall find more
latent pacifism, and I hope the term doesn't offend you, than I have found
here in the War Department As a civilian I normally assumed thet since
1% 1s the soldier's business to fight war he 1s licking his lips and rubbing
his hands together for M-day I think 1t important to bring to the public's
attention what I found, that there 1s little licking of lips and little
rubbing of hands about the imminence of M-oay.

Colonel Miles Well, far be 1t from me to argue with you  However,
I think we all want to thank Mr Cherne for this very fine talk and for
bi1g franknegs in dealing with these questions with which we deal with
from dzy to day, and how any man other than a genius could attain his

present position on this subject I don't undersiand.
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