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Mr.  K e n n e t h  R. M i l l e r ,  m a n a g i n g  d i r e c t o r  of the  Na t iona l  A s s o c i -  
a t ion  of M a n u f a c t u r e r s ,  was b o r n  in F a y e t t e  County,  P e n n s y l v a n i a .  
He a t t e n d e d  E m e r s o n  I n s t i t u t e ,  Wash ing ton ,  D. C . ,  and G e o r g e  W a s h -  
ing ton  U n i v e r s i t y ,  In 1926, he b e g a n  a f i f t e e n - y e a r  c a r e e r  in m a n a g e -  
m e n t  as  a s a l e s  e x e c u t i v e ,  and l a t e r  as  consu l t an t  in a d v e r t i s i n g ,  pub-  
l ic  r e l a t i o n s  and s a l e s  t r a i n i n g .  He was appo in ted  the  f i r s t  m a n a g i n g  
d i r e c t o r  of Na t iona l  Sa les  E x e c u t i v e s .  Dur ing  Wor ld  War  II, Mr .  
M i l l e r  s e r v e d  with the  War  P r o d u c t i o n  B o a r d  as  a s s i s t a n t  to the  WPB 
P r o g r a m  Vice  C h a i r m a n .  He was appo in ted  a s s i s t a n t  to the  e x e c u t i v e  
v ice  p r e s i d e n t  of t he  Na t iona l  A s s o c i a t i o n  of Manufacturei~s  in S e p t e m -  
b e r  of 1943. In 1945, he was e l e c t e d  t r e a s u r e r  and b u s i n e s s  m a n a g e r ,  
and in  1947 was m a d e  v ice  p r e s i d e n t  in c h a r g e  of m e m b e r  r e l a t i o n s .  
He b e c a m e  NAM's  s e n i o r  v ice  p r e s i d e n t  in F e b r u a r y  of 1953, and 
m a n a g i n g  d i r e c t o r  in  O c t o b e r  of 1955. This  is  h is  f i r s t  a p p e a r a n c e  at 
t he  I n d u s t r i a l  C o l l e g e .  

Mr .  M a r s h a l l  G. Munce ,  Vice  P r e s i d e n t ,  York  C o r p o r a t i o n  - P r o -  
d u c t i o n  A s p e c t s ,  was  b o r n  in R i c h m o n d ,  V i r g i n i a ,  12 S e p t e m b e r  1896. 
He a t t e n d e d  the  V i r g i n i a  M i l i t a r y  Ins t i tu te  g r a d u a t i n g  with an A . B .  in 
1917. A f t e r  s e r v i n g  in Wor ld  War  I as a Second L i e u t e n a n t  in the  F i e l d  
A r t i l l e r y ,  he  e n t e r e d  the  M a s s a c h u s e t t s  Ins t i tu t e  of T e c h n o l o g y  w h e r e  
he  ob t a ined  h i s  B . S .  in m e c h a n i c a l  e n g i n e e r i n g .  In the  fa l l  of 1921 he  
j o ined  the  York  M a n u f a c t u r i n g  C o m p a n y  s p e c i a l i z i n g  in Sa les  and Sa les  
E n g i n e e r i n g .  In 1937 Mr.  Munce  was t r a n s f e r r e d  to Y o r k ' s  B r i t i s h  
m a n u f a c t u r i n g  s u b s i d i a r y ,  Y o r k - S h i p l e y ,  L t d . ,  London,  as  M a n a g i n g  
D i r e c t o r ,  which  p o s i t i o n  he  he ld  un t i l  m i d - 1 9 4 0 .  Upon h i s  r e t u r n  to 
t h i s  c o u n t r y ,  he  b e c a m e  Spec ia l  A s s i s t a n t  to the  P r e s i d e n t  and o r g a n -  
i z e d  Y o r k ' s  p a r t i c i p a t i o n  in s p e c i a l  m u n i t i o n  and wa r  work .  D u r i n g  
Wor ld  War  II and aga in  du r ing  the  K o r e a n  War ,  Mr .  Munce  s e r v e d  on 
the  G o v e r n m e n t  I n d u s t r y  A d v i s o r y  C o m m i t t e e  for  the  a i r  c o n d i t i o n i n g  
and r e f r i g e r a t i o n  i n d u s t r y ,  as wel l  as  the  G o v e r n m e n t  R e l a t i o n s  C o m -  
m i t t e e  fo r  the  i n d u s t r y ' s  t r a d e  a s s o c i a t i o n .  In 1948 Mr.  Munce  b e c a m e  
Vice  P r e s i d e n t  of York  C o r p o r a t i o n  in c h a r g e  of Pub l i c  and T r a d e  r e -  
l a t i o n s .  In O c t o b e r  1954 he b e c a m e  in c h a r g e  of m a r k e t i n g  s e r v i c e s ,  
which includes public relations, trade relations, institutional adver- 
tising, market research, and policy relations with the Government. 
Mr. Munce is presently a Director of NAM and Chairman of NAM's 
Industrial Problems Committee. This is his first appearance at the 
Industrial College. 
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Mr.  E r n s t  W a t s o n  F a r l e 2 ,  J r . ,  P r e s i d e n t  and D i r e c t o r ,  R E C O  
T a n k s ,  I n c . ,  Vice  P r e s i d e n t  and D i r e c t o r ,  S tee l  S e r v i c e ,  Inc .  - Gov-  
e r n m e n t  C o n t r o l s ,  was  b o r n i n  R i c h m o n d ,  V i r g i n i a  in  1912. At tended  
V i r g i n i a  M i l i t a r y  I n s t i t u t e ,  g r a d u a t e d  with a B.  So in  E l e c t r i c a l  E n g i -  
n e e r i n g  in 1934. E m p l o y e d  by E.  !. DuPon t  de N e m o u r s  and C o m p a n y  
in the  C o n s t r u c t i o n  and P o w e r  D e p a r t m e n t  at S p r u a n c e  P l a n t  in R i c h -  
mond  f r o m  J u n e  1934 to N o v e m b e r  1935, when he  jo ined  R i c h m o n d  
E n g i n e e r i n g  C o m p a n y ,  I n c . ,  - Ch i e f  E n g i n e e r  and Vice  P r e s i d e n t .  
He e n t e r e d  the  O r d n a n c e  D e p a r t m e n t ,  U. S. A r m y  in  1942, s e r v i n g  
in the  E n g i n e e r i n g - M a n u f a c t u r i n g  B r a n c h ,  Off ice ,  Ch ie f  of O r d n a n c e ,  
D e t r o i t ,  M i c h i g a n .  R e jo ined  R i c h m o n d  E n g i n e e r i n g  C o m p a n y ,  I n c . ,  
in  June  1945, a s  V ice  P r e s i d e n t  and G e n e r a l  M a n a g e r ,  un t i l  A p r i l  
1953, when he was  e l e c t e d  P r e s i d e n t  and G e n e r a l  M a n a g e r  of the  c o m -  
p a n y .  He is  V ice  P r e s i d e n t  and D i r e c t o r  of S tee l  S e r v i c e ,  I n c . ,  and 
a f f i l i a t e d  c o m p a n i e s ,  P r e s i d e n t  and D i r e c t o r  of R E C O  T a n k s ,  I n c . ,  
of N o r t h  C a r o l i n a  and South C a r o l i n a .  Mr .  F a r l e y  i s  a p a s t  p r e s i d e n t  
of the  R i c h m o n d  Sec t ion ,  V i r g i n i a  M a n u f a c t u r e r s  A s s o c i a t i o n ;  Vice  
C h a i r m a n  of the  I n d u s t r i a l  P r o b l e m s  C o m m i t t e e  of the  N a t i o n a l  A s s o -  
c i a t i o n  of M a n u f a c t u r e r s ;  C h a i r m a n ,  S t a t i s t i c s  C o m m i t t e e  of S t ee l  
P l a t e  F a b r i c a t o r s  A s s o c i a t i o n .  T h i s  is  h i s  f i r s t  a p p e a r a n c e  at  t he  
I n d u s t r i a l  C o l l e g e .  

Mr .  C a r l  T.  Hof fman  is  a p a r t n e r  in M c K i n s e y  & C o m p a n y ,  
M a n a g e m e n t  c o n s u l t a n t s .  Mr .  Hof fman  jo ined  the  c o n s u l t i n g  f i r m  
in 1943 and m a k e s  h i s  h e a d q u a r t e r s  in  the  New Y o r k  of f ice .  B e f o r e  
h i s  a s s o c i a t i o n  with M c K i n s e y  & C o m p a n y ,  he was  with Bend ix  Av i -  
a t i on  C o r p o r a t i o n  ( M a r i n e  D i v i s i o n )  and,  p r e v i o u s l y ,  the  Seth T h o m a s  
C lock  D i v i s i o n  of G e n e r a l  T i m e  C o r p o r a t i o n .  B e f o r e  ob ta in ing  h i s  
M . B . A .  f r o m  the  H a r v a r d  B u s i n e s s  School  in 1932, he a t t ended  C o r -  
n e l l  U n i v e r s i t y ,  g r a d u a t i n g  with an  M . E .  in 1930. T h i s  i s  h i s  f i r s t  
a p p e a r a n c e  at the  I n d u s t r i a l  C o l l e g e .  
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G E N E R A L  HOLLIS:  We a r e  p r i v i l e g e d  th i s  m o r n i n g  to h a v e  the  
N a t i o n a l  A s s o c i a t i o n  of M a n u f a c t u r e r s  s p o n s o r  ou r  f i r s t  l e c t u r e  in 
the  P r o d u c t i o n  Uni t .  T h e r e  wi l l  be a p a n e l  d i s c u s s i o n  t h i s  m o r n i n g .  
The  NAM fel t  tha t  the  s u b j e c t  d e s e r v e d  ful l  t r e a t m e n t  in i ts  d i f f e r e n t  
s e g m e n t s  by t h e i r  s p e c i a l i s t s .  

As the  i n i t i a l  s p e a k e r  we wi l l  have  the  M a n a g i n g  D i r e c t o r  of t he  
N a t i o n a l  A s s o c i a t i o n  of M a n u f a c t u r e r s ,  Mr .  K e n n e t h  R. M i l l e r ,  who 
wi l l  i n t r o d u c e  to  you  the  o t h e r  p a n e l  m e m b e r s  as  t h e y  a r e  to s p e a k .  

The  NAM n e e d s  no i n t r o d u c t i o n  to th i s  a u d i e n c e .  It ha s  a m e m b e r -  
sh ip  of 2 0 , 0 0 0  m a n u f a c t u r i n g  c o m p a n i e s  in i ts  o r g a n i z a t i o n  and r e p r e -  
s e n t s  a t r e m e n d o u s  f o r c e  and i n f l u e n c e  in the  A m e r i c a n  s c e n e .  It i s  
a g r e a t  p l e a s u r e  to m e  to i n t r o d u c e  to  you Mr .  M i l l e r  and h is  g r o u p .  

MR.  M I L L E R :  G e n e r a l  Ho l l i s ,  G e n t l e m e n :  It is  a v e r y  r e a l  
p l e a s u r e  fo r  the  r e p r e s e n t a t i v e s  of the  Na t iona l  A s s o c i a t i o n  of M a n u -  
f a c t u r e r s  to be  with  you h e r e  t oday .  We a p p r e c i a t e  v e r y  m u c h  the  
i n v i t a t i o n  and the  o p p o r t u n i t y  to s h a r e  in th i s  p r o g r a m  with  you .  I 
hope  you  w e r e  not  o v e r w h e l m e d  by the  n u m b e r s  tha t  you  saw in o u r  
g roup  c o m i n g  in h e r e  th i s  m o r n i n g ,  but it s e e m e d  to us  tha t  t he  b r o a d  
s u b j e c t  tha t  you  had a s s i g n e d  to us  was  of s u c h  i m p o r t a n c e  tha t  it 
w a r r a n t e d  t h i s  a t t e n t i o n ,  not only  by the  s t a f f  of t h e  a s s o c i a t i o n  but 
by m e m b e r s  of the  a s s o c i a t i o n  who a r e  t h e m s e l v e s  on the  f i r i n g  l i n e .  

My p a r t  in the  open ing  p r e s e n t a t i o n s  t h i s  m o r n i n g  wi l l  be  to g ive  
you  a v e r y  b r i e f  p i c t u r e  of the  s t r u c t u r e  of A m e r i c a n  i n d u s t r y ,  to  
s e r v e  as  a b a c k d r o p  o r  s e t t i n g  of t he  s t a g e  fo r  the  s p e c i a l i z e d  t a l k s  
to be p r e s e n t e d  by the  o t h e r  s p e a k e r s  in t he  p a n e l .  It i s  ou r  h o n e s t  
i n t e n t i o n  to con f ine  the  l e c t u r e  p o r t i o n  of t h i s  s e s s i o n  to a t o t a l  of 
45 m i n u t e s ,  a f t e r  w h i c h  we hope  to h a v e  an  i n t e r e s t i n g  and c o n s t r u c -  
t i v e  d i s c u s s i o n .  

When  I f i r s t  c a m e  to  t he  NAM in l a t e  1943, two y e a r s  had p a s s e d  
s i n c e  P e a r l  H a r b o r .  I c an  r e m e m b e r  v e r y  w e l l - - a s  wi l l  e v e r y  m a n  
in th i s  r o o m  t o d a y - - t h e  H e r c u l e a n  t a s k  tha t  A m e r i c a n  i n d u s t r y  had  
a l r e a d y  p e r f o r m e d  in t h o s e  f i r s t  two y e a r s  of o u r  a c t i v e  p a r t i c i p a t i o n  



in  W o r l d  W a r  H. In t h o s e  fa te fu l  730 days  a f t e r  P e a r l  H a r b o r ,  t h e  
e a r l y  t r i c k l e  of Un i t ed  S ta tes  a r m s  output had  b e c o m e  a v e r i t a b l e  f lood 
to  o v e r w h e l m  our  e n e m i e s .  

The  to t a l  p h y s i c a l  output of A m e r i c a n  i n d u s t r y  at the  end  o f  1943 
was m o r e  t h a n  doub le  what  it had  a v e r a g e d  in  1939, and m o s t  of tha t  
i n c r e a s e  was  in h a r d  goods .  N e v e r  in our  h i s t o r y  had s u c h  a s p e c t a c -  
u l a r  i n c r e a s e  in  p r o d u c t i o n  b e e n  w i t n e s s e d .  

R e c o u n t i n g  s u c h  a c h i e v e m e n t s  of t he  pas t  is i m p r e s s i v e  and r e -  
a s s u r i n g ,  but t h e r e  is  s o m e t h i n g  m o r e  than  the  s o - c a l l e d  " m i r a c l e  
of p r o d u c t i o n "  in  t he  job tha t  was  done  in t h o s e  y e a r s  of w o r l d  conf l i c t .  
O n e h u n d r e d  f i f ty  y e a r s  of f r e e  e n t e r p r i s e  in t h i s  c o u n t r y  had  c r e a t e d  
t h e  g r e a t e s t  p r o d u c t i v e  m a c h i n e  tha t  the  w o r l d  had  e v e r  known.  

T h i s  m a c h i n e  tha t  gave  us our  g r e a t  n a t i o n a l  s t r e n g t h  in  t i m e  of 
w a r  a l s o  b rough t  us the  h i g h e s t  s t a n d a r d  of l i v i n g  in p e a c e t i m e  e v e r  
known to m a n .  And the  d e v e l o p i n g  of t h i s  m a c h i n e  o v e r  the  d e c a d e s  
gave  A m e r i c a n  m a n a g e m e n t  the  " k n o w - h d w " ,  the  s k i l l  and the  e x p e r -  
i e n c e  to  t u r n  i n d u s t r y  in to  an  i n v i n c i b l e  i n s t r u m e n t  of d e s t r u c t i o n - - t h e  
a r s e n a l  of d e m o c r a c y .  

F r e e  A m e r i c a n  m a n a g e r s  and f r e e  A m e r i c a n  w o r k m e n ,  with t he  
r l c e l e s s  i n g r e d i e n t  of " k n o w - h o w " ,  c o n v e r t e d  and  r e t o o l e d  old p l a n t s ,  
ui l t  new f a c t o r i e s  and even  new i n d u s t r i e s  to  o u t - p r o d u c e  a l l  t he  r e g -  

i m e n t e d  e c o n o m i e s  and s l a v e  l a b o r  of ou r  e n e m i e s .  

Of c o u r s e  A m e r i c a n  i n d u s t r y  today  is  a v a s t l y  g r e a t e r  m a c h i n e  
than  it was  in the  l a s t  w o r l d  conf l i c t .  We u s e d  to th ink  tha t  the  p lan t  
e x p a n s i o n  which  o c c u r r e d  d u r i n g  the  wa r  (much  of it t h r o u g h  G o v e r n -  
m e n t  f i nanc ing )  was a t r e m e n d o u s  th ing .  So it was ,  at t he  t i m e ,  But  
since the war, American industry has  duplicated that feat (with private 
funds) several times over. The manufacturing industry alone has 
spent on new plant and equipment since 1945 almost 100 billion dollars 
for improvements and expansion of all kinds. 

The  r a t e d  c a p a c i t y  of A m e r i c a n  In 'dust ry  as  a whole  is  e s t i m a t e d  
to  be n e a r l y  t w i c e  as  g r e a t  t oday  as  it was  when  Wor ld  War  II ended .  
And p lan t  c apac i t y ,  a s  you know, is  a c t u a l l y  a v e r y  f l ex ib l e  th ing ,  
e s p e c i a l l y  in t i m e s  of d i r e  e m e r g e n c y .  

Today  we h a v e  m o r e  t h a n  300 ,000  m a n u f a c t u r i n g  f i r m s  in  o p e r -  
a t ion  in the  Uni ted  S t a t e s .  A m e r i c a n  i n d u s t r y  now e m p l o y s  about  
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17 m i l l i o n  wage  and s a l a r y  w o r k e r s .  Th is  is  m o r e  than  25 p e r c e n t  of 
a l l  the  p e o p l e  tha t  w o r k  in A m e r i c a .  And m o r e  than  1 3 - 1 / 2  m i l l i o n  of 
t h e s e  w o r k e r s  in i n d u s t r y  a r e  d i r e c t l y  in the  p r o d u c t i o n  l i ne .  

How big a r e  t h e s e  300, 000 m a n u f a c t u r i n g  c o n c e r n s ?  S o m e  idea  
of t h e i r  s i z e  can  be ob ta ined  f r o m  the  fact  that  a l l  but a few t h o u s a n d  
of t h e m  have  l e s s  than  500 e m p l o y e e s  each .  At the  o t h e r  end of the  
s c a l e ,  only  about  600 e s t a b l i s h m e n t s  have  m o r e  than  2 ,500  e m p l o y e e s .  
Thus  we have  a vas t  n e t w o r k  that  r a n g e s  al l  the  way f r o m  the  top p r o -  
d u c e r ,  with about  12 b i l l i on  d o l l a r s  p e r  y e a r  of output,  down to  the  
f i v e - h u n d r e d t h  l a r g e s t  p r o d u c e r ,  with about  50 m i l l i o n  d o l l a r s  p e r  
y e a r  of output,  and t h e n  a n u m e r o u s  and w i d e s p r e a d  n e t w o r k  of s m a l l e r  
p r o d u c e r s .  

W h e r e  a r e  t h e s e  n u m e r o u s  m a n u f a c t u r e r s  l o c a t e d ?  They  a r e - -  
jus t  as  t h e y  have  b e e n  fo r  m a n y  y e a r s - - m o s t  d e n s e l y  d i s t r i b u t e d  in 
t h e  N o r t h e a s t e r n  and C e n t r a l  S t a t e s ,  the  wes t  coas t ,  and the  South-  
e a s t e r n  S ta tes ,  c l e a r  o v e r  to T e x a s .  Th i s  d o e s  not m e a n  tha t  o t h e r  
s t a t e s  a r e  not i m p o r t a n t ,  but only  tha t  i n d u s t r y  in the  o t h e r  s t a t e s  
is  m o r e  w ide ly  s c a t t e r e d .  

I n d u s t r y  is  a t r e m e n d o u s l y  i n t e r d e p e n d e n t  th ing .  Th i s  i n t e r d e -  
p e n d e n c e  e x i s t s  not  only  as b e t w e e n  p l an t s  of v a r i o u s  s i z e s  and t y p e s ,  
and as  b e t w e e n  whole  i n d u s t r y  g roups ,  but a l so  b e t w e e n  o t h e r  m a j o r  
i n d u s t r i a l  and e c o n o m i c  s e c t o r s  of the  e c o n o m y ,  such  as  the  g r e a t  
p o w e r  c o m p a n i e s ,  the  ,whole f ie ld  of t r a n s p o r t a t i o n  and c o m m u n i c a t i o n ,  
the  c o n s t r u c t i o n  i n d u s t r y ,  m in ing ,  the  s e r v i c e  i n d u s t r i e s ,  and t he  vas t  
f i e l d s  of w h o l e s a l e  and r e t a i l  t r a d e .  

The  N a t i o n ' s  e c o n o m i c  a c t i v i t i e s  m a y  be g r o u p e d  o r  c l a s s i f i e d  in 
many ways. Perhaps the most concise subdivision that I know of was 
stated by an outstanding group of economists as follows: 25 percent 
of our gainfully employed persons are engaged in producing raw ma- 
terials; 25 percent in fabricating these materials; 25 percent in dis- 
tributing them to consumers; and 25 percent in performing a variety 
of other services. 

Our  s y s t e m  is  p r i m a r i l y  c o m p e t i t i v e ,  on a p r i v a t e  p r o f i t - o r - l o s s  
b a s i s ,  and F R E E - - w i t h i n  l i m i t s  of l aws  ,enacted by r e p r e s e n t a t i v e  
g o v e r n m e n t .  

Now what I h a v e  sa id ,  G e n t l e m e n ,  m e r e l y  s k e t c h e s  out a f e w k e y  
h i g h l i g h t s  of the  p h y s i c a l  s t r u c t u r e  of A m e r i c a n  i n d u s t r y .  The  m o r e  
s p e c i a l i z e d  p a r t  of th i s  s e s s i o n  is  about to beg in .  



I t a k e  p l e a s u r e  in  p r e s e n t i n g  to you the  f i r s t  of ou r  t h r e e  p a r t i c i -  
p a n t s  t h i s  m o r n i n g ,  Mr .  M a r s h a l l  G. Munce ,  V ice  P r e s i d e n t  of the  
York  C o r p o r a t i o n ,  York ,  P e n n s y l v a n i a ,  which  m a n u f a c t u r e s  r e f r i g -  
e r a t i o n  m a c h i n e r y .  He i s  a l s o  c h a i r m a n  of N A M ' s  I n d u s t r i a l  P r o b -  
l e m s  C o m m i t t e e ,  a m e m b e r  of the  B o a r d  of D i r e c t o r s ,  and a m e m b e r  
of the  P u b l i c  R e l a t i o n s  A d v i s o r y  C o m m i t t e e .  M r .  Munce  wi l l  ou t l ine  
to  you t h i s  m o r n i n g  s o m e - o f  the  i m p l i c a t i o n s  of our  a d v a n c i n g  t e c h n o l -  
ogy,  wi th  e m p h a s i s  on a u t o m a t i o n  and i t s  i m p a c t  on the  e c o n o m y .  Mr .  
Munce .  

MR. MUNCE: G e n t l e m e n ,  I want  to a p o l o g i z e  fo r  s t i c k i n g  s t r i c t l y  
to  n o t e s  and to p r e p a r e d  r e m a r k s .  I don ' t  l i ke  it  and I know you don ' t  
l i ke  it ,  but  wi th  the  l i m i t s  on t i m e  h e r e  t h i s  m o r n i n g  I fe l t  i t  was  the  
on ly  th ing - to  do. 

O b v i o u s l y ,  in  a b r i e f  p e r i o d  it  i s  qu i t e  i m p o s s i b l e  to  c o v e r  a l l  
f a c e t s  of p r o d u c t i o n ,  i n c l u d i n g  r e s e a r c h  and d e v e l o p m e n t - p r i o r  to o r  
i n c i d e n t  to p r o d u c t i o n .  We wil l ,  t h e r e f o r e ,  conf ine  o u r s e l v e s  to a 
few h i g h l i g h t s  on t h i s  v e r y  i m p o r t a n t  f a c t o r  in  ou r  e c o n o m y .  

P r o d u c t i o n  of a p r o d u c t  i s  by  d e f i n i t i o n  the  m a n u f a c t u r i n g  of t ha t  
p r o d u c t .  A c t u a l l y ,  h o w e v e r ,  t h e r e  a r e  s e v e r a l  i m p o r t a n t  s t e p s  of 
p l a n n i n g  and p r e p a r a t i o n  b e f o r e  the  m a t e r i a l  o r  m a t e r i a l s  e v e r  r e a c h  
the  m a c h i n e r y  t h r o u g h  or  o v e r  which  t h e y  a r e  p r o c e s s e d .  

Upon r e c e i p t  of an  o r d e r  a c c o m p a n i e d  by  a c o m p l e t e  s e t  of d r a w -  
i ngs ,  s p e c i f i c a t i o n s  a n d / o r  b i l l s  of m a t e r i a l ,  the  m a n u f a c t u r e r  g e n -  
e r a l l y  h a s  to deve lop  p a r t s  d r a w i n g s  and d e t a i l e d  b i l l s  of m a t e r i a l  on 
which  a r e  p l a c e d  c o m p l e t e  i n f o r m a t i o n  fo r  the  m a n u f a c t u r i n g  p r o c e s -  
s e s .  T h e s e  d r a w i n g s  and b i l l s  of m a t e r i a l  m u s t  t h e n  be s t ud i ed  b y  
the  m a n u f a c t u r e r ' s  p r o d u c t i o n  or  i n d u s t r i a l  e n g i n e e r s  to  d e t e r m i n e  
t h o s e  m a c h i n e s  or  f a c i l i t i e s  to be u sed  in  m a n u f a c t u r i n g  the  i t e m ,  
and r e q u i r e d  s p e c i a l  too l ing ,  j i g s ,  d i e s ,  f i x t u r e s ,  and g a g e s .  F r e -  
q u e n t l y  t h i s  s t u d y  r e s u l t s  in  the  e s t a b l i s h m e n t  of a r e q u i r e m e n t  f o r  
a d d i t i o n a l  m a c h i n e  t o o l s  o r  f a c i l i t i e s  b e c a u s e  of the  r a t e  of p r o d u c t i o n ,  
b e c a u s e  of the  c o m p l e x i t y  of the  o p e r a t i o n s  to be p e r f o r m e d ,  o r  b e -  
c a u s e  of the  a l l o w a b l e  t o l e r a n c e s  in p r o d u c i n g  the  p a r t  o r  i t e m .  In 
s u c h  c a s e s  the  a d d i t i o n a l  m a c h i n e  t oo l s  a n d / o r  o t h e r  e q u i p m e n t  m u s t  
be s e c u r e d  and i n s t a l l e d  b e f o r e  p r o d u c t i o n  c a n  beg in ,  and in  a n y  even t  
the  n e c e s s a r y  s p e c i a l  t oo l ing ,  j i g s ,  d i e s ,  f i x t u r e s ,  and g a g e s  m u s t  
be  s e c u r e d .  

P a r a l l e l i n g  t h i s  s t u d y  m u s t  be a s t u d y  of a v a i l a b l e  s o u r c e s  of 
s u p p l y  fo r  the  m a t e r i a l  o r  m a t e r i a l s  and c o m p o n e n t s  f r o m  which  the  
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i t e m  is  to be m a n u f a c t u r e d .  If t he  i t e m  is  t o  be m a d e  f r o m  m a t e r i a l s  
o r  c o m p o n e n t s  n o r m a l l y  u sed  by the  m a n u f a c t u r e r ,  t h i s  is g e n e r a l l y  
a r e l a t i v e l y  s i m p l e  p r o b l e m .  But if t h e r e  a r e  i t e m s  of m a t e r i a l  not 
n o r m a l l y  u s e d  by the  m a n u f a c t u r e r ,  s o u r c e s  of supp ly  m u s t  be found 
and i n v e s t i g a t e d  for  r e l i a b i l i t y ,  qua l i ty  of p roduc t ,  a v a i l a b i l i t y ,  e tc .  

Th rough  c o o r d i n a t i o n ,  g e n e r a l l y  s p o k e n  of as  p r o d u c t i o n  p lanning ,  
the  da te  when f a c i l i t i e s  wil l  be ava i l ab l e ,  i nc lud ing  new and a d d i t i o n a l  
e q u i p m e n t ,  and the  da te  when m a t e r i a l  will  be a v a i l a b l e ,  a r e  d e t e r -  
mined , '  and the  da te  for  s t a r t i n g  p r o d u c t i o n  is  e s t a b l i s h e d .  It m a y  be 
n e c e s s a r y  to r e c r u i t  or  r e a s s i g n  and t r a i n  m a n p o w e r  to r o a n a n d  o p e r -  
a te  the  e q u i p m e n t  to be used ,  so  a v a i l a b i l i t y  of m a n p o w e r  m u s t  a l s o  
be s t u d i e d .  

What we have  a t t e m p t e d  to e m p h a s i z e  in the  b r i e f  r e c i t a l  we have  
g iven  you of the  s t e p s  p r e c e d i n g  p r o d u c t i o n  is  the  t i m e  r e q u i r e m e n t  
tha t  fo l lows  a d e c i s i o n  to p l a c e  an o r d e r  o r  g ive  a g o - a h e a d  to  a m a n -  
u f a c t u r e r ,  b e f o r e  ac tua l  m a n u f a c t u r e  of the  i t e m  can  be s t a r t e d .  

U n l e s s  the  i t e m  to be p r o d u c e d  is  i d e n t i c a l  with or  v a r i e s  v e r y  
l i t t l e  f r o m  i t e m s  n o r m a l l y  p r o d u c e d  by the  m a n u f a c t u r e r ,  i n i t i a l  p r o -  
d u c t i on  m u s t  of n e c e s s i t y  be at a s low pace  un t i l  qua l i t y  of p r o d u c t i o n  
and  a c c e p t a b i l i t y  of end p roduc t  has  b e e n  e s t a b l i s h e d .  T h i s  is  g e n e r -  
a l l y  a c c o m p l i s h e d  by a s m a l l  g roup  of h igh ly  s k i l l e d  w o r k e r s  who a r e  
s u b s e q u e n t l y  u sed  in t r a i n i n g  o t h e r s  to spec i f i c  t a s k s .  F r o m  i n t i m a t e  
e x p e r i e n c e  we can  t e l l  you that ,  u n l e s s  in i t i a l  p r o d u c t i o n  p r o c e e d s  in 
a c a r e f u l  and c l o s e l y  s u p e r v i s e d  m a n n e r ,  a lot of t i m e  and m a t e r i a l s  
a r e  apt  to be was t ed  b e f o r e  an a c c e p t a b l e  end p r o d u c t  is  a t t a i ned .  
P r e f e r a b l y ,  i n i t i a l  o r  p i lo t  p r o d u c t i o n  should  be fo l lowed  by a g r a d u a l  
i n c r e a s e  in p r o d u c t i o n ,  such  a p r o c e s s  be ing  the  bes t  i n s u r a n c e  fo r  
a m i n i m u m  of r e j e c t i o n s  and an e a r l i e s t  c o m p l e t i o n  of t he  q u a n t i t y  
r e q u i r e d .  

We have  t a lked  about the  a c c e p t a b i l i t y  of t he  end  p r o d u c t .  Th i s  
o b v i o u s l y  i n v o l v e s  qua l i t y  c o n t r o l  and i n s p e c t i o n .  It i s  e s s e n t i a l  tha t  
the  m e t h o d  of i n s p e c t i o n  and the  e s t a b l i s h m e n t  of c r i t e r i a  for  f ina l  
i n s p e c t i o n  be e s t a b l i s h e d  at the  t i m e  of p l a c i n g  the  o r d e r ,  so tha t  t he  
i n d u s t r i a l  e n g i n e e r s  in evo lv ing  the  p r o c e s s  of m a n u f a c t u r e  wi l l  have  
c l e a r l y  b e f o r e  t h e m  the  f ina l  o b j e c t i v e .  To t h i s  end it i s  e s s e n t i a l  
tha t  the  c u s t o m e r ' s  i n s p e c t o r s  work  with the  m a n u f a c t u r e r ' s  i n d u s -  
t r i a l  e n g i n e e r s  and tha t  t he  gages  which  wil l  be u s e d  by the  c u s t o m e r ' s  
i n s p e c t o r s  be known and a v a i l a b l e  to the  i n d u s t r i a l  e n g i n e e r s .  In our  
c o m p a n y  we a lways  f u r n i s h  our  own i n s p e c t o r s  with a d u p l i c a t e  se t  of 



O_tS G 

g a g e s  to t h o s e  u s e d  by the  c u s t o m e r ' s  i n s p e c t o r s .  I n c i d e n t a l l y ,  s u c h  
g a g e s  a r e  of ten  long  d e l i v e r y  i t e m s .  

All  of the  above  m a y  s e e m  qu i t e  e l e m e n t a r y  and it i s ,  but I p e r -  
s o n a l l y  b e l i e v e  tha t  n e a r l y  e v e r y  p r o b l e m  can  be b r o u g h t  in to  b e t t e r  
focus  by  r e d u c i n g  it to e l e m e n t a r y  i t e m s .  

In m y  g e n e r a l  r e m a r k s ,  I have  p a s s e d  o v e r  r a t h e r  l i g h t l y  t he  
s t u d y  by  the  m a n u f a c t u r e r ' s  p r o d u c t i o n  o r  i n d u s t r i a l  e n g i n e e r s  of the  
i t e m  to be  p r o d u c e d .  A l m o s t  wi thout  e x c e p t i o n ,  t h e r e  is  m o r e  t han  
one way  to  a c c o m p l i s h  the  end r e s u l t  of m a n u f a c t u r i n g  the  i t e m .  One 
p r o c e s s  o r  s e r i e s  of p r o c e s s e s  m a y  r e q u i r e  m o r e  l a b o r  and,  t h e r e -  
f o r e ,  be m o r e  c o s t l y  t han  a n o t h e r  p r o c e s s  or  s e r i e s  of p r o c e s s e s .  
And a l w a y s  t h e r e  is  the  p o s s i b l i t y  of u s i n g  s p e c i a l  m a c h i n e  t o o l s  and 
e q u i p m e n t ,  wh ich  m u s t  be j u s t i f i e d  on an e c o n o m i c  b a s i s  with the  l a b o r  
to  be s a v e d  a n d / o r  the  r e q u i r e d  r a t e  of p r o d u c t i o n .  

The  r a t e  of p r o d u c t i o n  is  g e n e r a l l y  the  d e t e r m i n i n g  f a c t o r  in a n y  
d e c i s i o n  a long  th i s  l ine ,  b e c a u s e ,  obv ious ly ,  if the  r a t e  of p r o d u c t i o n  
is  low,  a v e r y  e x p e n s i v e  s p e c i a l  m a c h i n e  too l  canno t  be  j u s t i f i e d .  The  
c o n v e r s e  is  a l s o  t r u e ,  and we h e a r  a lot  about  a u t o m a t e d  p l a n t s  a n d / o r  
p r o c e s s e s .  Th i s  is a p h a s e  of the  e c o n o m i c  a s p e c t  of p r o d u c t i o n  which  
I w i sh  to d w e l l  upon m o r e  at length ;  and so f r o m  th i s  poin t  on, I wi l l  
conf ine  m y  r e m a r k s  to the s u b j e c t  of a u t o m a t i o n .  I b e l i e v e  tha t  a b e t t e r  
u n d e r s t a n d i n g  of the  e c o n o m i c  a s p e c t s  of the  ~ e c h n o l o g i c a l  a d v a n c e m e n t s  
which  have  r e s u l t e d  in the  i n t roduc t ion  of th i s  word  " a u t o m a t i o n "  is  
i m p o r t a n t  to a b e t t e r  u n d e r s t a n d i n g  of the  e c o n o m i c  a s p e c t s  o f p r o d u c t l o n .  

The  Uni t ed  S t a t e s  h a s  g r o w n  to be the  m o s t  p r o d u c t i v e ,  a d v a n c e d  
and h i g h l y  d e v e l o p e d  of the  w o r l d ' s  i n d u s t r i a l  n a t i o n s ,  b e c a u s e  o u r  
i n v e n t o r s  and s c i e n t i s t s  have  w o r k e d  in a c l i m a t e  which  g i v e s  e n c o u r -  
a g e m e n t  and f r e e  r e i n  to the  i m a g i n a t i o n ;  b e c a u s e  ou r  b u s i n e s s m e n  
have  had both the  i n c l i n a t i o n  and the  i n c e n t i v e  to s u p p o r t  f i n a n c i a l l y  
the  d i s c o v e r i e s  of o u r  s c i e n t i s t s ;  and b e c a u s e  w o r k i n g  p e o p l e  in the  
Un i t ed  S ta t e s ,  u n l i k e  in o t h e r  c o u n t r i e s ,  have  b e e n  e n d o w e d ,  by and 
l a r g e ,  with the  v i s i o n  to  s e e  tha t  t e c h n o l o g i c a l  p r o g r e s s  a l w a y s  b e -  
s t o w s  i t s  m a j o r  b e n e f i t s  on the  w o r k i n g  m a n  and the  Na t ion  as  a whole .  

O u r  p r o g r e s s  in the  f u t u r e ,  the  a d v a n c e m e n t  of ou r  g e n e r a l  l i v i n g  
s t a n d a r d s ,  and o u r  p o s i t i o n  in  the  f a m i l y  of n a t i o n s  wi l l  be in d i r e c t  
p r o p o r t i o n  to the  ex ten t  to which  we e n c o u r a g e ,  a c c e p t ,  and adopt  
s c i e n t i f i c  d i s c o v e r y  and t e c h n o l o g i c a l  d e v e l o p m e n t  in ou r  e c o n o m i c  
l i f e .  

x. 
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A m e r i c a n  i n d u s t r i a l  m a n a g e m e n t ,  u n d e r  the  s p u r  of c o m p e -  
t i t ion ,  l e a r n e d  long ago that  it is  good b u s i n e s s  to s t i m u l a t e  a n d  en-  
c o u r a g e  a con t i nuous  a s s a u l t  on new s c i e n t i f i c  f r o n t i e r s  and tha t  it i s  
good h u m a n  r e l a t i o n s ,  as  wel l  as  good e c o n o m i c s ,  to e n h a n c e  t he  
p r o d u c t i v e  p o w e r  of h u m a n  m u s c l e  and b r a i n s  as m u c h  as  p o s s i b l e  
t h r o u g h  the  u s e  of m e c h a n i c a l  d e v i c e s .  

A u t o m a t i o n  i s  one of the  l a t e s t  w o r d s  for  th i s  k ind of th ing .  It 
would be id le  to  c o n t e n d  that  a u t o m a t i o n  wil l  not b r i n g  about  m a j o r  
c h a n g e s  in  the  e c o n o m y .  If it did not,  t h e r e  would be no p u r p o s e  in 
al l  the  work  of t he  s c i e n t i s t s  who a r e  d e v e l o p i n g  th i s  t e c h n o l o g i c a l  
concep t  and the  p r o d u c t i o n  of i n d u s t r i a l  e n g i n e e r s  who a r e  c o n c e i v i n g  
ways  to put it to w o r k  in the  s e r v i c e  of the  A m e r i c a n  p e o p l e .  

What i s  c o n s i d e r e d  by s o m e  to be new in m e c h a n i z a t i o n  today  i s  
the  d e v e l o p m e n t  of i n g e n i o u s  c o n t r o l  m e c h a n i s m s ,  such  as  the  e l e c t r i c  
eye ,  m e c h a n i c a l  b r a i n s ,  and o t h e r  i n t r i c a t e  e l e c t r o n i c  and r a d i a t i o n  
d e v i c e s ,  which  c a n d i r e c t  and c o n t r o l  the  o p e r a t i o n  of m a c h i n e s .  The  
m a n u f a c t u r e r ' s  i n d u s t r i a l  or  p r o d u c t i o n  e n g i n e e r  has  today  at h i s  d i s -  
p o s a l  a v a r i e t y  of m a c h i n e s  and d e v i c e s  fo r  c o n t r o l l i n g  which,  when  
put t o g e t h e r  in p r o p e r  s e q u e n c e ,  can  t u r n  out a con t inuous  f low of 
m a s s - p r o d u c e d  p r o d u c t s  or  m a t e r i a l s  without  h u m a n  hands  t ouch ing  
t h e m  d u r i n g  the  m a n u f a c t u r i n g  p r o c e s s .  Such a p lant  or  p r o c e s s  is  
s a id  to be " a u t o m a t e d " ,  and the  e s t a b l i s h m e n t  of such  p l an t s  o r  p r o c -  
e s s e s  is  what  has  b e e n  t e r m e d  a u t o m a t i o n .  

A u t o m a t i o n  wi l l  b r i n g  about t r e m e n d o u s  c h a n g e s  in ou r  m a n u f a c -  
t u r i n g  p r a c t i c e s ,  jus t  as  the  d e v e l o p m e n t  of i n g e n i o u s  m e c h a n i c a l  d e -  
v i ce s  t o  do t h e  f a r m e r ' s  work  b rough t  about,  and is  s t i l l  b r i n g i n g  about ,  
e n o r m o u s  c h a n g e s  in m a n y  a s p e c t s  Of a g r i c u l t u r e .  

Oil  r e f i n i n g  and t e l e p h o n e  c o m m u n i c a t i o n s  a r e  e x a m p l e s  of i n -  
d u s t r i e s  in  which  a u t o m a t i o n  ha s  a l r e a d y  b e e n  app l i ed  e x t e n s i v e l y  fo r  
s o m e  t h i r t y  y e a r s .  The  i n c r e a s e d  a v a i l a b i l i t y  of m o t o r  fue l s  and of 
t e l e p h o n e  s e r v i c e - - r e s u l t i n g  f r o m  b e t t e r  and c h e a p e r  ways  of p r o -  
duc ing  t h e m - - h a s  l ed  to an e n o r m o u s  e x p a n s i o n  in  t h e i r  use .  The  
N a t i o n ' s  c o n s u m p t i o n  of m o t o r  fue l s  is now about  13 t i m e s  as  g r e a t  
as  in 1920. The  n u m b e r  of t e l e p h o n e s  in use  is  four  t i m e s  as  g r e a t .  

C o m p r e h e n s i v e  s t a t i s t i c s  i n d i c a t e  tha t ,  on the  a v e r a g e ,  we a r e  
ab l e  to  p r o d u c e  goods  and s e r v i c e s  with about  t w o - f i f t h s  as  m u c h  l a b o r  

\ p e r  uni t  as  in 1910. O v e r - a l l  p r o d u c t i v i t y  has  a l m o s t  t r i p l e d  s i n c e  
*.hat y e a r .  

\ 
\ 
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F o r t u n a t e l y ,  we have  a h igh ly  f l ex ib l e  l a b o r  f o r c e  due to  the  fact  
tha t  peop l e  a r e  f r e e  to apply  t h e i r  s e r v i c e s  w h e r e ,  when  and in what 
m a n n e r  t h e i r  i nd iv idua l  r e q u i r e m e n t s  m a y  d i c t a t e .  P e o p l e  h a v e  b e e n  
ab le  to  ad jus t  to  t h e s e  vas t  b a s i c  c h a n g e s .  The  f e w e r  o b s t a c l e s  we 
put in the  way of i n d i v i d u a l  f r e e d o m  of cho ice ,  the  m o r e  of t h i s  d e s i r a b l e  

f l ex ib i l i t y  we wi l l  r e t a i n .  

D e s p i t e  the  a l m o s t  con t inuous  d e c l i n e  for  d e c a d e s  in  the  n u m b e r  
of m a n - h o u r s  r e q u i r e d  to t u r n  out s p e c i f i c  p r o d u c t s ,  the  t o t a l  n u m b e r  
of jobs  has  g r o w n  e n o r m o u s l y - - a l o n g  with the  g rowth  in popu la t ion .  
In fact ,  in  r e c e n t  m o n t h s  to t a l  c i v i l i a n  e m p l o y m e n t  has  b r d k e n  a l l  

p r e v i o u s  r e c o r d s .  

The e r r o r  in s o m e  c u r r e n t  t h i n k i n g  l l e s  in t he  a s s u m p t i o n  tha t  
t h e  ab i l i t y  of p e o p l e  to  u se  goods  and s e r v i c e s  i s  n e c e s s a r i l y  l i m i t e d  
to s o m e  s p e c i f i c  l e v e l  o r  to the  v a r i e t y  at p r e s e n t  o f f e r e d  in  the  m a r k e t .  
T h i s  has  not b e e n  so in the  pas t  and it n e v e r  wi l l  be  so,  u n l e s s ,  t h r o u g h  
u n w i s e  e c o n o m i c  p o l i c i e s ,  which  d e s t r o y  i n c e n t i v e  and p e n a l i z e  p r o f i t  
s e e k i n g ,  we h a m p e r  i n v e n t i o n  and the  d e v e l o p m e n t  of new p r o d u c t s  and 
p r o c e s s e s  and s tunt  ou r  f u tu r e  e c o n o m i c  g rowth .  • 

By 1975, it i s  a n t i c i p a t e d  the  popu la t i on  of A m e r i c a  m a y  r i s e  t o  
as  m u c h  as  220 m i l l i o n  p e o p l e .  To p r o v i d e  fo r  t h i s  a d d i t i o n a l  50 m i l l i o n ,  
and to  con t inue  to i m p r o v e  our  l i v ing  s t a n d a r d s  as  t h e y  have  i m p r o v e d  .. 
in  the  pas t ,  we shou ld  a i m  at p r o d u c i n g  t w i c e  the  v o l u m e  of goods  and 
s e r v i c e s  by tha t  t i m e  tha t  we en joy  today .  H o w e v e r ,  our  l a b o r  f o r c e  
wil l  have  i n c r e a s e d  only  by  o n e - t h i r d ,  even  a s s u m i n g  t h e r e  wi l l  be  a s  
m a n y  p e o p l e  want ing  to work  in p r o p o r t i o n  to  t o t a l  popu l a t i on  as  we 
h a v e  now. Obvious ly ;  u n l e s s  we can  b r i n g  about  a 50 p e r c e n t  i n c r e a s e  
in  the  a v e r a g e  output  of goods  or  s e r v i c e s  by the  i nd iv idua l  w o r k e r ,  we  

wi l l  not  r e a c h  our  goal .  

We a r e  s o m e w h e r e  n e a r  the  l i m i t  of both  p r o d u c t i v i t y  and p r e c i s i o n  
o b t a i n a b l e  with m a n u a L l y - o p e r a t e d  m a c h i n e s .  To p r o v i d e  the  i n c r e a s e  
in  output  which  wi l l  be  n e c e s s a r y  and the  c l o s e r  t o l e r a n c e s  w h i c h  m a n y  
a r t i c l e s  of the  fu tu re  wi l l  d e m a n d ,  we m u s t  m a k e  the  b r e a k t h r o u g h  in to  
a u t o m a t i c  o p e r a t i o n  as  soon  as  p o s s i b l e .  The  f a s t e r  we can  do s o ,  d e -  
sp i t e  the  o b s t a c l e s ,  the  m o r e  r a p i d l y  we wi l l  r e a c h  our  o b j e c t i v e s .  

As a u t o m a t i o n  c o n t i n u e s ,  we can  expec t  to s e e  f u r t h e r  e v i d e n c e  
of a p r o c e s s  which  is  c h a r a c t e r i s t i c  of a l l  h igh ly  p r o d u c t i v e  e c o n o -  
m i e s - - a  g r e a t  i n c r e a s e  in the  d e m a n d  fo r  s e r v i c e s  and in  the  n u m b e r  
of peop l e  engaged  in the  s e r v i c e  i n d u s t r i e s .  As an e c o n o m y  b e c o m e s  
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m o r e  p r o d u c t i v e ,  t h e r e  i s  a l w a y s  a m o v e m e n t  of peop le  f r o m  the  a r -  
duous  t a s k s  of w r e s t i n g  the  p r o d u c t s  of n a t u r e  f r o m  the  so i l ,  the  m i n e s ,  
and  the  f o r e s t s  t o w a r d  the  p r o c e s s i n g ,  d i s t r i b u t i v e  and s e r v i c e  i n d u s -  
t r i e s .  

In the  A m e r i c a  of the  fu tu re ,  we wi l l  have  m o r e  peop le  in  the  
s c i e n c e s  and p r o f e s s i o n s .  T h e r e  wi l l  be m o r e  t e a c h e r s  and p r e a c h e r s ;  
m o r e  a r t i s t s ,  w r i t e r s  and c r a f t s m e n  to h a n d - f a s h i o n  t h i n g s  of beau ty .  
We wi l l  have  f e w e r  peop le  p r o v i d i n g  fo r  our  e l e m e n t a r y  n e e d s  of food 
c lo th ing ,  and s h e l t e r ,  and m o r e  peop le  p r o v i d i n g  for  our  s p i r i t u a l  and 
c u l t u r a l  r e q u i r e m e n t s .  

It i s  g e n e r a l l y  r e c o g n i z e d  t ha t  f u r t h e r  i n d u s t r i a l  d e v e l o p m e n t  in  
the  d i r e c t i o n  of a u t o m a t i o n  wi l l  c a l l  fo r  a g e n e r a l l y  h i g h e r  o r d e r  of 
s k i l l ,  t r a i n i n g ,  and  knowledge  t han  e x i s t i n g  i n d u s t r i a l  m e t h o d s .  M a n y  
of the  jobs  which  wi l l  be  e l i m i n a t e d  a r e  t h o s e  which  r e q u i r e  on ly  t he  
a b i l i t y  to fo l low r o u t i n e  i n s t r u c t i o n s .  New jobs  which  wi l l  c o m e  into  
b e i n g  in  d e s i g n i n g ,  bu i ld ing ,  p r o g r a m m i n g ,  and m a i n t a i n i n g  the  new 
e q u i p m e n t  wi l l  r e q u i r e  a b r o a d e r  b a c k g r o u n d  of u n d e r s t a n d i n g .  

New equipment cannot be designed or built until there are suffi- 
cient trained people to design and build it. It wLll not be installed 
until there is sufficient trained manpower to operate it and service 
it. No business concern is going to make an expensive change in its 
equipment or methods without first making sure that the necessary 
manpower is available. Automation can occur only as rapidly as the 
necessary upgrading of skills occurs. Therefore, the real danger in 
failing to have enough trained manpower is not unemployment, but a 
slowing down of technological progress. The availability of scientific 
and technical personnel is a matter of grave concern to all of us. 

New equipment costs money. It can be installed only if someone 
invests the funds necessary to buy it. Automatlon's new potentialities 
for human betteraxent may be forfeited if industry~cannot obtain the 
capital needed to put them into effect. 

Labor, industry and the Government all should shape their policies 
and their public pronouncements toward welcoming automation and 
fostering its growth. Factors which hinder its widespread introduction 
should be examined carefully. Concern for the long-range over-all 
good of the Nation and its people should take precedence over selfish 
jockeying for special advantage or throwing roadblocks in the path of 

a u t o m a t i o n .  
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Thank  you v e r y  m u c h .  

MR. MILLER:  Thank  you, Mr .  Munce .  

Our  next  s p e a k e r ,  G e n t l e m e n ,  is  Mr .  C a r l  T. H o f f m a n ,  a 
p a r t n e r  in M c K i n s e y  & C o m p a n y ,  m a n a g e m e n t  c o n s u l t a n t s .  M,r. 
Hof fman  has  b e e n  a m e m b e r  of NAM's  D i s t r i b u t i o n  C o m m i t t e e  fo r  
a n u m b e r  of y e a r s  and h e  is  go ing  to ou t l ine  to you th i s  m o r n i n g  s o m e  
of the  f u n d a m e n t a l s  of d i s t r i b u t i o n  and m a r k e t i n g  and t h e i r  r e l a t i o n  to  
p r o d u c t i o n .  Mr .  Hof fman .  

MR. HOFFMAN:  G e n e r a l  Hol l i s ,  G e n t l e m e n :  I a m  going  to  
a t t e m p t  to d e a l  with the  s u b j e c t ,  " T h e  P l a c e  of M a r k e t i n g  and D i s t r i -  
bu t ion  in  the  S t r u c t u r e  of our  A m e r i c a n  E c o n o m y .  " Now on t he  way 
o v e r  h e r e ,  G e n e r a l  Ca lhoun  to ld  m e  tha t  t h i s  was  only  a t e n - m o n t h  
c o u r s e ,  and I a s s u r e  you we could  s p e n d  the  whole  t en  m o n t h s  t a l k i n g  
about  t h i s  sub j ec t  and s t i l l  h a v e  d i f f i cu l ty  in c o v e r i n g  i t  a d e q u a t e l y .  
So, if  I t ake  a deep  b r e a t h ,  you wil l  know why,  b e c a u s e  I have  b e e n  
a l l o t t e d  about  15 m i n u t e s .  

Mr .  Munce  has  to ld  you s o m e  o f  the  t h ings  t~at  h a v e  l ed  up to  
the  d e v e l o p m e n t s  in ou r  g r e a t  p r o d u c t i o n  now, and s o m e  of the  t h i n g s  
we h a v e  to look  f o r w a r d  to.  B e i n g  a m a r k e t e r  m y s e l f ,  I f e e l  a l i t t l e  
bit  a g a i n  in that  unhappy  p o s i t i o n  we s o m e t i m e s  get  in to  w h e r e  p r o -  
d u c t i o n - m i n d e d  p e o p l e  want  to t ake  a l l  the  c r e d i t  fo r  t h i s .  I m a i n t a i n  
tha t ,  if  it  had not b e e n  fo r  the  s t r u c t u r e  of our  m a r k e t i n g  s y s t e m ,  s o m e  
of t h e s e  o u t s t a n d i n g  d e v e l o p m e n t s  in  the  f i e ld  of p r o d u c t i o n  would not 
have  b e e n  p o s s i b l e .  

In the  f inal  a n a l y s i s ,  the  th ing  that  r e a l l y  s u p p o r t s  ou r  A m e r i c a n  
e c o n o m y  and one s k i l l  tha t  d i s t i n g u i s h e s  A m e r i c a  f r o m  a l l  the  o t h e r  
c o u n t r i e s  in the  wor ld  is  not  tha t  we a r e  b e t t e r  p r o d u c e r s ,  is  not  that  
we have  b e t t e r  and m o r e  i n v o l v e d  sk i l l s ;  it  i s  the  sk i l l  in m a r k e t i n g .  
We h a v e  l e a r n e d  how to  s e l l  and how to d i s p o s e  of su f f i c i en t  goods  to 
p r o v i d e  the  o p p o r t u n i t y  for  ou r  p r o d u c t i o n  p e o p l e  to c r e a t e  t h e s e  g r e a t  
d e v e l o p m e n t s .  

What  a r e  we t a l k i n g  a b o u t  when  we t a lk  about  m a r k e t i n g  and  d i s -  
t r i b u t i o n ?  We a r e  m e r e l y  t a l k ing  about  a s e r i e s  of a c t i v i t i e s  w h i c h  
a r e  p e r f o r m e d  by p e o p l e  and which  u t i l i z e  f a c i l i t i e s .  T h e s e  a c t i v i t i e s  
a r e  c o n c e r n e d  with a l l  of t he  t h ings  that  it is  n e c e s s a r y  to d o  in  o r d e r  
to  c a u s e  goods  which  a r e  p r o d u c e d  at a f a c t o r y ,  on a f a r m ,  o r  any  
o t h e r  point  of p r o d u c t i o n  to  t r a v e l  t h r o u g h  the  c h a n n e l s  of d i s t r i b u t i o n ,  
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t h r o u g h  the  h a n d s  of t he  m a n y  p e o p l e  who a r e  i n v o l v e d  in the  p r o c e s s ,  
un t i l  u l t i m a t e l y  t h e y  f ind t h e i r  way, and o w n e r s h i p  is  t r a n s f e r r e d ,  to  
t h e  p e r s o n  at t he  end of t he  l ine  who b e c o m e s  the  u l t i m a t e  c o n s u m e r  
o r  u s e r .  

I th ink  it is  i m p o r t a n t  that  we u n d e r s t a n d  that  in  our  s c h e m e  of 
t h ings  fo r  m o s t  of t he  c o n s u m e r  p r o d u c t s  tha t  we buy,  s o m e t h i n g  c l o s e  
to o n e - h a l f  of t he  c o n s u m e r  d o l l a r  i s  paid  for  t h e s e  m a r k e t i n g  and d i s -  
t r i b u t i o n  a c t i v i t i e s .  The m a n u f a c t u r e r ,  when the  goods  l e a v e  h i s  f a c -  
t o r y - ' s h i p p i n g p l a t f o r m ,  ge t s  s o m e w h e r e  in the  v i c i n i t y  of 50 p e r c e n t  
of the  c o n s u m e r  d o l l a r .  The  r e s t  of it goes  to p e r f o r m  t h e s e  v a r i o u s  
a c t i v i t i e s .  

Mr .  M i l l e r  gave  us  s o m e  p e r c e n t a g e  f i g u r e s  on the  e m p l o y m e n t  
in  m a n u f a c t u r i n g ,  in  s e r v i c e  a c t i v i t i e s ,  in  m a r k e t i n g ,  and so  fo r th .  
It i s  p r e t t y  h a r d  to d r a w  a c l e a r  l i ne  of de f in i t i on  b e t w e e n  s e r v i c e  
a c t i v i t i e s  and p e o p l e  who a r e  engaged  in m a r k e t i n g  and d i s t r i b u t i o n ,  
but  I don ' t  t h ink  we would be  v e r y  f a r  f r o m  the  t r u t h  if we sa id  tha t  
p r e t t y  c l o s e  to  a s  m a n y  p e o p l e  a r e  e n g a g e d  in t h e s e  v a r i o u s  m a r k e t i n g  
and  d i s t r i b u t i o n  a c t i v i t i e s  as  we would f ind in s t r a i g h t  p r o d u c t i o n .  

Thus ,  in  the  s c h e m e  of our  A m e r i c a n  e c o n o m y ,  t h i s  whole  a r e a  
of  m a r k e t i n g  and d i s t r i b u t i o n  is  a p r e t t y  i m p o r t a n t  one,  and  f r o m  the  
s t a n d p o i n t  of you g e n t l e m e n  who h a v e  in  y o u r  h a n d s  the  p o w e r  to d i s r u p t  
t h i s  t h ing  d u r i n g  t i m e s  of e m e r g e n c y ,  w a r t i m e s ,  and so  fo r th ,  I t h i n k  
it  i s  qu i t e  i m p o r t a n t  to r e a l i z e  tha t  you a r e  d e a l i n g  with a t r e m e n d o u s  
n u m b e r  of peop l e  who a r e  d e p e n d e n t  fo r  t h e i r  l i v e l i h o o d  on the  a c t i v i t i e s  
tha t  t h e y  p e r f o r m ,  and when t he  s y s t e m  is  d i s r u p t e d ,  it can  h a v e  a 
r a t h e r  s e r i o u s  i m p a c t  on ou r  e c o n o m y .  

Now,  I would l i ke ,  if  I could,  to  d e s c r i b e  fo r  you in  o v e r l y  s i m -  
p l i f i e d  t e r m s  how s o m e  of t h i s  p r o c e s s  w o r k s ,  and I t r u s t  that  you 
wi l l  e x c u s e  the  o v e r s i m p l i f i c a t i o n ,  but I wan ted  to  be  ab le  to get  
t h r o u g h  i t  qu i ck ly  and to  t r y  to  m a k e  it c l e a r .  

L e t  us  t ake  a s~mple  p r o d u c t  l ike. chewing  gum.  Chewing  g u m  
p r o b a b l y  i s  not v e r y  v i t a l  to ou r  n a t i o n a l  d e f e n s e ,  o r  it m i g h t  be;  I 
don ' t  k n o w .  I u n d e r s t a n d  the  boys  chew it once  in  a whi le .  I went  
t h r o u g h  a chewing  gum p lan t  l a s t  week .  I was qui te  i n t e r e s t e d  in  
what  I s a w .  It is  a r a t h e r  s m a l l  p lan t  in  t e r m s  of s i z e .  T h e r e  w e r e  
f ive  f l o o r s ,  and each  one of t he  f l o o r s  was  p r o b a b l y  no b i g g e r  than  
th i s  r o o m .  The p r o c e s s  s t a r t e d  at the  top f l oo r  with s o m e  m a c h i n e s  
that  b e a t  up the  v a r i o u s  g u m s  and the  i n g r e d i e n t s  that  went  into the  
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p r o d u c t .  The  m a t e r i a l  t h e n  f lowed t h r o u g h  o t h e r  p a r t s  of the  m a c h i n -  
e r y  tha t  e x t r a c t e d  the  gum,  m i x e d  s u g a r  with it ,  coa t ed  it ,  and f ina l ly  
p a c k a g e d  it fo r  s a l e .  Al l  t o l d - - I  d idn ' t  t ake  an a c c u r a t e  c o u n t - - b u t  I 
would judge  t h e r e  w e r e  p r o b a b l y  not m o r e  than  100-odd  p e o p l e  in that  
whole  m a n u f a c t u r i n g  o p e r a t i o n .  

What k e e p s  that  p lan t  r unn ing  at c a p a c i t y - - a n d  is  it r u n n i n g  at 
c a p a c i t y ?  Well ,  you can  say ,  " C o n s u m e r s . "  Sure ,  t he  p e o p l e  who 
chew gum a l l  o v e r  t he  coun t ry .  But m o r e  i m p o r t a n t ,  the  t h ing  tha t  
k e e p s  tha t  f a c t o r y  r u n n i n g  at c a p a c i t y  is  the  m a r k e t i n g  and d i s t r i b u t i o n  
se tup  that  has  e v o l v e d  o v e r  the  y e a r s  and tha t  m a k e s  it p o s s i b l e  fo r  
p e o p l e  to  chew gum,  the  a c t i v i t i e s  that  m a k e  t h e m  want to  c h e w  gum,  
and  the  a c t i v i t i e s  tha t  m a k e  it p o s s i b l e  fo r  t h e m  to a c t u a l l y  t u r n  a r o u n d  
and r e a c h  fo r  a p a c k a g e  of gum at any  c o r n e r  s t o r e  w h e r e  t h e y  want  
to  buy it .  

Le t  us r e l a t e  tha t  to  m a r k e t i n g  and d i s t r i b u t i o n  a c t i v i t i e s .  F i r s t ,  
the  d e s i r e  to chew g u m  is  s t i m u l a t e d  by a d v e r t i s i n g .  You s e e  a l l  t h e s e  
c o m m e r c i a l s  on t e l e v i s i o n ,  " C h e w i n g  gum is  good fo r  y o u r  b r e a t h . "  
It has  s o c i a l  p r e s t i g e ,  and a l l  t he  o t h e r  t h ings .  You wi l l  s e e  it on c a r  
c a r d s ,  you wi l l  s e e  it on p o s t e r s ,  you wi l l  s e e  it in n e w s p a p e r  a d v e r -  
t i s i n g ,  and so  fo r th .  A d v e r t i s i n g  i s  a m a r k e t i n g  ac t iv i ty .  It has  a 
s p e c i f i c  p u r p o s e - - t o  m a k e  you want to chew gum.  

The  nex t  f a c t o r  is  t he  a v a i l a b i l i t y  
any  ho te l ,  any  r e s t a u r a n t ,  any  c o r n e r  
any  food s t o r e ,  n a m e  y o u r  own type  of 
look  v e r y - f a r  b e f o r e  you f ind an a r r a y  
s o m e ,  you r e a c h  out, pay  y o u r  n i c k e l ,  

of t h i s  gum.  You can  go in to  
candy  s t o r e ,  any  d r u g  s t o r e ,  
ou t le t ,  and you don ' t  have  t o  
of chewing  gum.  If you want 
and you h a v e  got it. That  

a v a i l a b i l i t y  is  t he  r e s u l t  of m a r k e t i n g  a c t i v i t i e s .  It i s  s o m e t h i n g  tha t  
we t end  to t a k e  fo r  g r a n t e d .  It cannot  be  t a k e n  fo r  g r a n t e d ,  It d o e s n ' t  
j u s t  happen .  That  gum is  t h e r e  b e c a u s e  a n u m b e r  of p e o p l e  a r e  p e r -  
f o r m i n g  a n u m b e r  of i m p o r t a n t  m a r k e t i n g  and d i s t r i b u t i o n  a c t i v i t i e s .  

Now le t  us c o n s i d e r  the  cha in  of e v e n t s .  F i r s t  we have  t he  r e -  
t a i l e r  who is  s e l l i n g  the  g u m .  He is  p e r f o r m i n g  m a r k e t i n g  a c t i v i t i e s .  
He buys  the  gum f i r s t  and pu t s  it in h i s  s tock .  He p r o v i d e s  s p a c e  o n  
h i s  c o u n t e r  to d i s p l a y  it.  He has  to r e n t  the  s t o r e .  It c o s t s  h i m  m o n e y  
to  m a k e  tha t  gum a v a i l a b l e  to you.  He has  to pay  fo r  l ight ,  hea t ,  and 
so  on. Al l  t h e s e  t h i n g s  a r e  m a r k e t i n g  a c t i v i t i e s  that  have  to be p e r -  
f o r m e d  by the  r e t a i l e r .  

Why d o e s  he  go to that  t r o u b l e ?  Th i s  aga in  is  p a r t  of our  A m e r i -  
can  e c o n o m y .  We a r e  t a l k ing  about the  l i t t l e  i n d e p e n d e n t  b u s i n e s s m a n  
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who depends on these things for his livelihood. He does it because he 
gets paid for it, not by the manufacturer going out and paying him to do 
it. He goes out and buys it and sells it to you at a little more than he 
paid. The difference between the two is his gross. He pays his labor 
o u t  of tha t .  He m a k e s  a few p e n n i e s  p ro f i t  a f t e r  he  t a k e s  h i s  expense , ,  
out.  

How does it come from this little factory and get to the hundreds 
of thousands of retailers scattered all over the country? This is where 
we come to the wholesaler. These things are not new to you, but I 
think it might be helpful if we try to put them in perspective. 

The wholesaler is a much maligned entry in our American econ- 
omy. I am sure all of you have heard him referred to as the middle- 
man, the profiteer. We constantly hear people say we ought to get rid 
of this guy; we ought to get rid of the mlddle-man. He is not needed in 
the chain of events and takes an enormous share of the profits. 

Don ' t  be  m i s l e d  by  the  v iews  of t he  u n i n f o r m e d .  The w h o l e s a l e r  
i s  t h e r e  b e c a u s e  t h e r e  i s  an e c o n o m i c  n e e d  for  h i m  to  be  t h e r e .  He 
i s  p e r f o r m i n g  a r e a l  and use fu l  s e r v i c e .  H e r e  a r e  the  k inds  of t h i n g s  

he  d o e s :  

T h e  w h o l e s a l e r  f i r s t  buys  f r o m  the  f a c t o r y  in bulk  q u a n t i t i e s .  He 
has  to  i n v e s t  h i s  m o n e y  in what he  buys .  G e n e r a l l y  he  pu ts  tha t  in h i s  
own w a r e h o u s e  w h e r e  he  s t o r e s  in bulk .  His  func t ion  t h e n  is  to b r e a k  
tha t  bulk  q u a n t i t y  up in to  s m a l l e r  q u a n t i t i e s  for  d e l i v e r y  to t h e s e  s m a l l  
r e t a i l  ou t l e t s  tha t  he  s e r v e s .  In o r d e r  to m a k e  tha t  p o s s i b l e ,  he  has  to 
m a i n t a i n  a c r e w  of s a l e s m e n  who go a r o u n d  and ca l l  on r e t a i l  o u t l e t s  to  
t a k e  o r d e r s  f r o m  any  s m a l l  c i g a r  s t o r e  o r  candy  s t o r e  which  m i g h t  

o r d e r  gum in r e l a t i v e l y  s m a l l  q u a n t i t i e s .  The  w h o l e s a l e r  m u s t  s e e  tha t  
t h o s e  o r d e r s  a r e  f i l l ed  and t h e  gum d e l i v e r e d ,  

T r a d i t i o n a l l y ,  w h o l e s a l e r s  t r y  to  he lp  t he  r e t a i l e r  to  do a b e t t e r  
job of m e r c h a n d i s i n g .  T h e y  m a y  he lp  by  showing  how to  d i s p l a y  t he  
gum so it will sell better. Traditionally, they extend credit to the 
retailer. Sometimes they advertise the product in order to stimulate 
the sale. They do all these marketing and distribution activities that 
have to be performed. These are things that cost money, and things 
that the wholesaler pays. He buys from the factory at one price, sells 
to the  r e t a i l e r  at  a s l i g h t l y  h i g h e r  p r i c e ,  and m a k e s  a l iv in~ out of tha t .  

Why d o e s  the  w h o l e s a l e r  buy gum f r o m  th i s  l i t t l e  f a c t o r y  i n s t e a d  
of W r i g l e y ' s  o r  s o m e  o t h e r  c o m p e t i t i v e  p l a n t ?  H e r e  i s  a n o t h e r  g roup  
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of m a r k e t i n g  a c t i v i t i e s .  Our  m a n u f a c t u r e r s  h a v e  a s a l e s  f o r c e  of 
s e v e r a l  h u n d r e d  s a l e s m e n  s c a t t e r e d  a r o u n d  the  coun t ry ,  c a r e f u l l y  
s u p e r v i s e d ,  ca l l i ng  on w h o l e s a l e r s ,  c a l l i ng  on cha in  s t o r e s ,  and o t h e r  
c h a n n e l s  in o r d e r  to induce  t h e m  to c a r r y  t h i s  p a r t i c u l a r  b r a n d  of g u m  
r a t h e r  than  s o m e  c o m p e t i n g  b rand  of gum.  They  have  got to s e e  to  it 
tha t  wi th in  each  g e o g r a p h i c  m a r k e t  a r e a  t h e r e  a r e  a d e q u a t e  r e p r e s e n -  
t a t i o n s  to  w h o l e s a l e r s  for  the  c o m p a n y ' s  p r o d u c t s .  

To i n s u r e  that  t he  w h o l e s a l e r s  a r e  do ing  an  e f f e c t i v e  job,  . these  
s a l e s m e n  wi l l  ho ld  t r a i n i n g  m e e t i n g s  with the  w h o l e s a l e  s a l e s m e n  to  
t e a c h  t h e m  how to do a b e t t e r  job on th i s  p a r t i c u l a r  gum.  T h e s e  a r e  
a l l  m a r k e t i n g  a c t i v i t i e s ,  ~!1 th ings  that  cos t  m o n e y .  

Now tha t  b r i n g s  us back  to the  h e a d q u a r t e r s  l e v e l ,  b a c k  in  the  
s a m e  f a c t o r y  aga in  w h e r e  the  m a i n  o f f i ces  a r e  and w h e r e  o t h e r  m a r -  
k e t i n g  a c t i v i t i e s  h a v e  to be done .  T h e s e  a r e  to a h igh  d e g r e e  of a 
p l ann ing  n a t u r e .  S o m e b o d y  has  to d e c i d e ,  if t h e y  a r e  go ing  to be in  
the  g u m b u s i n e s s ,  what  f l a v o r s  t hey  a r e  going  to m a k e ;  what t he  stancl- 
a r d  shou ld  be; how to sh ip  and p a c k a g e  it; in what a m o u n t s  to  p a c k a g e  
to  h a v e  an a d e q u a t e  supp ly  to m e e t  the  d e m a n d  but not  have  it p i l e  up; 
how m u c h  m o n e y  to  spend ;  what a d v e r t i s i n g  to  do; h o w  m u c h  m o n e y  to  
s p e n d  on m a n p o w e r  in the  f ie ld ;  how the  gum is  going  to be  sh ipped ;  
what  is  t he  m o s t  e c o n o m i c a l  t r a n s p o r t a t i o n  m e t h o d  fo r  d i s p e n s i n g  the  
g u m  t h r o u g h o u t  the  c o u n t r y - - r a i ~ r o a d ,  t r u c k s ,  a i r p l a n e ,  o r  pony  e x p r e s s .  
Al l  t h e s e  a r e  p a r t  of the  m a r k e t i n g  p r o c e s s .  

Th i s ,  as  I s a id  e a r l i e r ,  i s  an o v e r s i m p l i f i c a t i o n  of a v e r y  c o m p l e x  
s t r u c t u r e .  T h e s e  e l e m e n t s ,  t h e s e  l inks  in  t h e  cha in  a r e  found i n  e v e r y  
c o n s u m e r  p r o d u c t  tha t  we d e a l  with, but t h e r e  a r e  a m u l t i t u d e  of v a r i a -  
t i o n s .  You wi l l  find p a r a l l e l s  fo r  t h e m  in i n d u s t r i a l  goods  that  a r e  so ld ,  
not  to  c o n s u m e r s ,  but  to f a c t o r i e s  and c o m m e r c i a l  i n s t i t u t i o n s .  T h e r e  
a r e  a l m o s t  as  m a n y  v a r i a t i o n s  t h e r e  as  t h e r e  a r e  p e o p l e  with h u m a n  
ingenu i ty ,  but the  u n d e r l y i n g  p r i n c i p l e s ,  t he  b a s i c  type  of a c t i v i t i e s  tha t  
have  to  be p e r f o r m e d  r e m a i n  the  s a m e .  

You wi l l  find c o m p a n i e s  l ike  G e n e r a l  E l e c t r i c  which  own t h e i r  own 
w h o l e s a l e  d i s t r i b u t i o n  ou t le t ,  such  as  the  G e n e r a l  E l e c t r i c  Supply C o m -  
pany,  and which  p e r f o r m  t h e i r  own w h o l e s a l e  func t ion .  You wi l l  f ind 
cha in  s t o r e s  l ike  A & P and Woo lwor th  which c o m b i n e  the  w h o l e s a l e  
func t ion  and the  r e t a i l  func t ion ,  but w h a t e v e r  t he  se tup ,  r e t a i l  m a r -  
k e t i n g  a c t i v i t i e s  m u s t  be p e r f o r m e d  p h y s i c a l l y .  Goods  m u s t  b e  m o v e d  
in  bulk,  s t o r e d ,  d i v i d e d  up, d i s p e n s e d ,  un t i l  u l t i m a t e l y  t h e y  get  out 
i n t o  the  r e t a i l  ou t l e t s  and in to  c o n s u m e r  h a n d s .  
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T h e r e  a r e  a l s o  r e t a i l  s e l l i n g ,  p r o m o t i o n a l ,  and o t h e r  a c t i v i t i e s  
that  c a u s e  goods  to flow t h r o u g h  c h a n n e l s  of d i s t r i b u t i o n .  T h e s e  are. 
a l l  t h ings  tha t  a r e  i n v o l v e d  in m a r k e t i n g  a n d  d i s t r i b u t i o n .  Sure ,  t oday  
t h e y  a r e  not  b e i n g  p e r f o r m e d  v e r y  e f f i c i en t ly ,  not as  e f f i c i e n t l y  as  we 
would l ike  to s e e  t h e m .  The  t r e m e n d o u s  s c i e n t i f i c  a d v a n c e s  m a d e  in  
m a n u f a c t u r i n g  p r o c e s s e s  have  not b e e n  p a r a l l e l e d  in the  d e v e l o p m e n t s  
in the  f ie ld  of m a r k e t i n g  and d i s t r i b u t i o n ,  but t h i n g s  a r e  s t a r t i n g  to 
m o v e .  T h e r e  a r e  t r e n d s  in that  d i r e c t i o n  now. 

S o m e  of the  e v i d e n c e s  that  you wil l  s e e  a r e :  The  evo lu t i on  of t he  
d i s c o u n t  house ;  m o r e  and m o r e  big  cha in  s t o r e s  l ike  the  b ig  food cha in s ,  
the  s u p e r - m a r k e t s ,  and such  t h ings .  T h e s e  a r e  a l l  s y m p t o m a t i c  of 
c h a n g e s  ye t  to  c o m e  u n d e r  our  f r e e  c o m p e t i t i v e  e c o n o m y .  T h e r e  is  
no q u e s t i o n  in the  m i n d s  of t h o s e  of us who a r e  c o n c e r n e d  with m a r -  
k e t i n g  tha t  we wi l l  s e e  o u t s t a n d i n g  d e v e l o p m e n t s  in  the  p r o c e s s  of d i s -  
t r i b u t i o n  and we h a v e  that  to look f o r w a r d  to. 

G e n t l e m e n ,  t hank  you v e r y  m u c h .  

MR. M I L L E R :  Thank  you, Mr .  Hof fman.  

It i s  m y  p l e a s u r e  now, g e n t l e m e n ,  to p r e s e n t  as  our  next  p a r t i c -  
ipant  in  t h i s  p r o g r a m  Mr .  E r n s t  W. F a r l e y ,  J r . ,  p r e s i d e n t  and g e n e r a l  
m a n a g e r  of the  R i c h m o n d  E n g i n e e r i n g  C o m p a n y ,  R i c h m o n d ,  V i r g i n i a ,  
m a n u f a c t u r e r s  of c o n s t r u c t i o n  e q u i p m e n t .  Mr .  F a r l e y  is  a l s o  v ice  
c h a i r m a n  of NAM's  I n d u s t r i a l  P r o b l e m s  C o m m i t t e e .  His  e m p h a s i s  wi l l  
be  on the  p r o b l e m s  of G o v e r n m e n t  c o n t r o l s ,  such  as  p r i c e  and wage 
c o n t r o l s .  Mr .  F a r l e y .  

MR~ FARLEY: G e n e r a l  Ho l l i s ,  G e n t l e m e n :  You had  a r a t h e r  
b r i g h t  p i c t u r e  p a i n t e d  about  what we a r e  do ing  in p r o d u c t i o n  and d i s -  
t r i b u t i o n .  I a m  i n c l i n e d  to be a p r o d u c t i o n  m a n  m y s e l f .  I f e e l  if you 
bui ld  a b e t t e r  m o u s e t r a p ,  p e o p l e  a r e  go ing  to u se  t h e m .  

In t h i s  c o u n t r y  aft e l e m e n t  has  b e e n  b r o u g h t  in to  the  p i c t u r e  that  
takes s o m e  of the  b r i g h t n e s s  off of tha t  pa in t ed  by m y  two p r e d e c e s s o r s ,  
and tha t  i s  t he  m a t t e r  of G o v e r n m e n t  c o n t r o l s .  

D u r i n g  p e r i o d s  of e m e r g e n c y  in the  pas t  15 y e a r s  d i r e c t  c o n t r o l s  
of w a g e s  and p r i c e s  h a v e  b e e n  d e m a n d e d  b y  the  A d m i n i s t r a t i o n  and it 
h a s  r e c e i v e d  f r o m  C o n g r e s s  such  c o n t r o l s .  Such c o n t r o l s  a r e  v i ewed  
by m a n y  as  p a r t  of e c o n o m i c  m o b i l i z a t i o n .  
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What  a r e  the  e f f e c t s  of such  c o n t r o l s  on p r o d u c t i o n ?  A c t u a l l y  a 
t i m e  o f  r e a l  e m e r g e n c y  i s  e x a c t l y  the  t i m e  when  we m u s t  c a l l  upon 
o u r  vas t  and c o m p l e x  e c o n o m i c  m a c h i n e  f o r  i t s  g r e a t e s t  b u r s t  of p r o -  
duc t i ve  e f fo r t .  To f r e e z e  p r i c e s  and w a g e s  at  s u c h  a t i m e  i s  to  p a r a -  
l y z e  i n c e n t i v e s  fo r  qu ick  and e f f e c t i v e  e c o n o m i c  a c t i o n .  

The  a g g r e s s i o n  in  K o r e a  in  June  1950 c a m e  on s h o r t  n o t i c e ,  but  
by  J u l y  19 P r e s i d e n t  T r u m a n  a s k e d  C o n g r e s s  fo r  new l e g i s l a t i o n  e m -  
b o d y i n g  a n u m b e r  of d e f e n s e  m e a s u r e s .  He did not r e q u e s t  a u t h o r i t y  
to  i m p o s e  p r i c e  c o n t r o l s ,  n o r  wage  c o n t r o l s .  

The  C o n g r e s s "  e x p r e s s e d  i t s e l f  in  t h i s  c o n n e c t i o n  b y  s e t t i n g  up 
l e g i s l a t i o n  a s  T i t l e  IV of the  D e f e n s e  P r o d u c t i o n  Act  of 1950 wh ich  
p r o v i d e d  P r e s i d e n t  T r u m a n  wi th  s t a n d b y  a u t h o r i t y  to c o n t r o l  p r i c e s  
and  w a g e s ,  and to  r a t i o n  at  the  c o n s u m e r  l e v e l .  

The  D e f e n s e  P r o d u c t i o n  Act  b e c a m e  l aw on 8 S e p t e m b e r  1950, 
abou t  t e n  w e e k s  a f t e r  the  K o r e a n  o u t b r e a k .  Tha t  was  in s h a r p  c o n -  
t r a s t  wi th  the  l a p s e  of about  t en  m o n t h s  which  had  o c c u r r e d  a f t e r  
P e a r l  H a r b o r  b e f o r e  the  S t a b i l i z a t i o n  Act  of 1942 was  p a s s e d .  

Some  had though t  t ha t  the  p r o m p t  p a s s a g e  of s t a n d b y  p r i c e  c o n t r o l  
l e g i s l a t i o n  would h a v e  a c a l m i n g  e f f e c t  on the  pub l i c ,  but  of c o u r s e  i t  
had  j u s t  t he  r e v e r s e  e f fec t .  The  l e g i s l a t i o n  c a r r i e d  the  t h r e a t  of c o n -  
t r o l s  and p o s s i b l e  r a t i o n i n g .  Tha t  f e a r  was  a m a j o r  f a c t o r  in  s t i m u -  
l a t i n g  both  b u s i n e s s  and the  pub l i c  to r u s h  f o r  goods  and  d r i v e  p r i c e s  
up. 

Up went  p r i c e s  of i n d u s t r i a l  r a w  m a t e r i a l s - - c h e m i c a l s ,  l u m b e r ,  
h i d e s ,  t e x t i l e s ,  m e t a l s ,  e tc .  In a m a t t e r  of m o n t h s ,  the  g e n e r a l  
w h o l e s a l e  p r i c e  index  was  about  12 p e r c e n t  above  the  m i d - 1 9 5 0  l e v e l .  
M a n y  c o n s u m e r s  r u s h e d  in to  the  s t o r e s  in  s u c c e s s i v e  waves  of b u y i n g  
and s t o c k e d  up on goods ;  R e t a i l  p r i c e s  of c o s t - o f - l i v i n g  i t e m s  m o v e d  
up an  a v e r a g e  of about  5 p e r c e n t  in  f ive  m o n t h s .  

T h i s  was  good news  fo r  the  a d v o c a t e s  of c o n t r o l s ,  who l o s t  no 
t i m e  in  c a p i t a l i z i n g  on t h e s e  d e v e l o p m e n t s  by  s e t t i n g  up a c l a m o r  f o r  
g o v e r n m e n t a l  a c t i o n .  B y  J a n u a r y  1951, t h e y  w e r e  s u c c e s s f u l  and the  
Off ice  of P r i c e  S t a b i l i z a t i o n  i s s u e d  the  f a m o u s  g e n e r a l  f r e e z e  o r d e r .  

The  G e n e r a l  C e i l i n g  P r i c e  R e g u l a t i o n  was  da t ed  26 J a n u a r y  1951, 
a n d  t h i s  o r d e r  d e c l a r e d  p r i c e s  f r o z e n  at  the  h i g h e s t  po in t  ob t a ined  
b e t w e e n  19 D e c e m b e r  1950, and 25 J a n u a r y  1951. 
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T h e r e  fo l lowed  g r a d u a l l y  s u c h  a m a s s  of d e t a i l e d  p r i c e  r e g u l a t i o n s  
tha t  one i n d u s t r y  a f t e r  a n o t h e r  was  c o n f r o n t e d  with t ons  of p a p e r  work ,  
e l a b o r a t e  r u l e s  and f o r m u l a s ,  and d r a s t i c  u p s e t s  in  i t s  p l a n s  and o p e r -  
a t i ons .  F o r  m a n u f a c t u r e r s  a lone ,  t he  fo l lowing  c e i l i n g  p r i c e  r e g u l a -  
t i ons  w e r e  a m o n g  t he  m o s t  i m p o r t a n t  ones :  

C P R  2 2 - - M a n u f a c t u r e r s ,  g e n e r a l  
C P R  3 0 - - M a c h i n e r y  
C P R  3 7 - - C o t t o n  T e x t i l e s  
C P R  4 1 - - S h o e s  
C P R  4 5 ' - A p p a r e l  
C P R  1 8 - - W o o l  f ab r i c  y a r n s  

It t ook  a long  t i m e  to  get  an  i n d u s t r y  r egu l a t i on ;  it t ook  a l o n g e r  t i m e  
to  f i g u r e  it out. T h e n  m a n y  s u p p l e m e n t a r y  o r d e r s  b e g a n  to  p o u r  out 
of OPS, and  s o m e  c o u n t e r m a n d i n g  r e g u l a t i o n s ,  and  s o m e  o v e r r i d i n g  
r e g u l a t i o n s .  C P R  22 r a n  in to  35 ,000  words  and i t s  s u p p l e m e n t a l  R e g -  
u l a t i o n  17 was about  25 ,000  w o r d s  in f ine  p r in t .  The  a d m i n i s t r a t i v e  
d i f f i c u l t i e s  of h a n d l i n g  t h e s e  r e g u l a t i o n s  w e r e  f e a r f u l  fo r  OPS, but 
t h e y  w e r e  i m m e a s u r a b l y  w o r s e  fo r  b u s i n e s s m e n .  

The  g e n e r a l  pub l ic  m a y  have  b e e n  lu l l ed  by the  adven t  of p r i c e  
c o n t r o l s  e a r l y  in 1951. They  m a y  not have  b e e n  m u c h  c o n c e r n e d  with 
the  h a r a s s m e n t  of i n d u s t r y  s i n c e  no o r d i n a r y  p e r s o n  could  u n d e r s t a n d  
t h e  r e g u l a t i o n s  anyway .  M o r e o v e r ,  no r a t i o n i n g  of c o n s u m e r  goods  
was i n t r o d u c e d ,  and h e n c e  the  publ ic  did not f ee l  s h a c k l e d  on tha t  s c o r e .  
What t he  pub l ic  d id  not know v e r y  m u c h  about  was  t he  fact  tha t  the  bu-  
r e a u c r a t s  w e r e  b a c k  in the  s a d d l e  aga in  and w e r e  s e e k i n g  t r e m e n d o u s  
and s h o c k i n g  a d d i t i o n a l  p o w e r s  go ing  f a r  beyond  p r i c e  and wage  con -  
t r o l s .  

In the  s p r i n g  of 1951, the  b u r e a u c r a t s  in W a s h i n g t o n  l i ned  up an  
a s t o u n d i n g  s e r i e s  of p r o p o s e d  a m e n d m e n t s  to t he  D e f e n s e  P r o d u c t i o n  
Act .  H e r e  i s  a l i s t  of s o m e  of the  p r o p o s e d  a d d i t i o n a l  p o w e r s  tha t  
t h e y  d e m a n d e d  f r o m  the  C o n g r e s s :  U n l i m i t e d  a u t h o r i t y  fo r  t he  E x -  
e c u t i v e  B r a n c h  of t he  G o v e r n m e n t .  

1. To c o n d e m n  and p e r m a n e n t l y  t ake  o v e r  any  p r o p e r t y  it m a y  
d e s i r e .  

2. To  o p e r a t e  p l an t s  and to s e l l  and buy in  any  way tha t  it m a y  
p l e a s e .  

17 



3. To set up any and as many corporations as it may desire. 

4. To finance and operate any and as many corporations as it 
may desire in the name of defense. 

5. To buy any  c o m m o d i t i e s ,  e i t h e r  f o r e i g n  or  d o m e s t i c ,  and 
dump t h e m  on our  d o m e s t i c  m a r k e t  at any  p r i c e  it m a y  d e s i r e .  

6. To s u b s i d i z e  any  ind iv idua l  p r o d u c e r  or  i n d u s t r y  to w h a t e v e r  
d e g r e e  it m a y  d e c i d e .  

7. To d e m a n d  and p u b l i s h  any i n f o r m a t i o n  it m a y  d e s i r e  f r o m  
any  i n d i v i d u a l  o r  c o r p o r a t i o n  r e g a r d l e s s  of the  e f f ec t s  of such  pub-  
l i c a t i o n  upon s u c h  i n d i v i d u a l  o r  c o m p a n y .  

8. U n l i m i t e d  a u t h o r i t y  fo r  the  E x e c u t i v e  B r a n c h  of the  G o v e r n -  
m e n t  to  c e n s o r  o r  s u p p r e s s  any g o v e r n m e n t a l  s t a t i s t i c s  of b u s i n e s s  
o r  G o v e r n m e n t  o p e r a t i o n s .  

T a k e n  t o g e t h e r ,  t h e s e  p r o p o s e d  a m e n d m e n t s  to the  law would 
h a v e  b e e n  a long s t ep  t o w a r d  c o m p l e t e  G o v e r n m e n t  c o n t r o l ,  t h r o u g h  
p o w e r s  c o m p a r a b l e  to  t h o s e  e x e r c i s e d  by f o r e i g n  d i c t a t o r s .  Such 
s o c i a l i z a t i o n  of ou r  e c o n o m i c  s y s t e m  and n a t i o n a l i z a t i o n  of i n d u s t r y  
could  not be t o l e r a t e d  by the  A m e r i c a n  peop l e .  It was  c l e a r  tha t  such  
u n n e c e s s a r y  c u r t a i l m e n t  of f r e e d o m  of ac t i on  could  be the  f o r e - r u n n e r  
of t he  l o s s  of a l l  o t h e r  f r e e d o m s - - t h e  v e r y  th ing  tha t  the  d e f e n s e  p r o -  
g r a m  was  d e s i g n e d  to p r o t e c t .  Only  the  a l e r t  and e n e r g e t i c  p r o t e s t s  
of l e a d i n g  b u s i n e s s  o r g a n i z a t i o n s  and o t h e r  i m p o r t a n t  g r o u p s ,  and t he  
w a t c h f u l n e s s  of l e a d i n g  C o n g r e s s m e n ,  p r e v e n t e d  th i s  o u t r a g e o u s  r e a c h -  
ing  fo r  p o w e r  f r o m  m a t e r i a l i z i n g .  

The  D e f e n s e  P r o d u c t i o n  Act of 1950 was s c h e d u l e d  to  e x p i r e  on 
30 J u n e  1951, and in the  p r o c e s s  of p l a n n i n g  to ex t end  it the  B a n k i n g  
and C u r r e n c y  C o m m i t t e e s  of the  C o n g r e s s  and c e r t a i n  o t h e r  c o m m i t -  
t e e s  he ld  pub l ic  h e a r i n g s  on it and on m a n y  p r o p o s e d  a m e n d m e n t s .  
Th i s  was  the  f i r s t  pub l ic  h e a r i n g  on it .  T h e r e  had  b e e n  no pub l ic  

h e a r i n g s  when the  ac t  was  f i r s t  se t  up. The  p r o p o n e n t s  o f  the  e x t e n -  
s i o n  of c o n t r o l s  w e r e  the  o p e r a t o r s  of the  c o n t r o l s  t h e m s e l v e s .  

The  m a t t e r  which  m a n y  d e e m e d  to  be of f i r s t  i m p o r t a n c e  w a s  to  
k i l l  t h e  p r o p o s e d  a m e n d m e n t s  r e a c h i n g  fo r  d r a s t i c  a d d i t i o n a l  p o w e r s ,  
and t h i s  was  done ,  as  p r e v i o u s l y  d e s c r i b e d .  
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T h e r e  was  a g r e a t  d e a l  of a r g u m e n t  about p r i c e  and wage  c o n t r o l s ,  
and the  b u r e a u c r a t s  in p o w e r  w e r e  the  p r i n c i p a l  a d v o c a t e s  of con t inu ing  
t h e m .  T h e y  sa id  tha t  t h e y  did  not l ike  c o n t r o l s ,  but t h e y  fought  fo r  
t h e m - - a n d  to  ex tend  t h e m - - w i t h  a l l  the  a m m u n i t i o n  t h e y  cou ld  f ind.  
T h e y  s e e m e d  to  t h ink  tha t  the  a n s w e r  to  the  i n h e r e n t  w e a k n e s s e s  and 
f a i l u r e s  of c o n t r o l s  was  to  g ive  t h e m  m o r e  p o w e r ,  m o r e  c o n t r o l s ,  
m o r e  p e n a l t i e s  and e n f o r c e m e n t  p o w e r s ,  and b i g g e r  s t a f f s .  

T h o s e  who opposed  p r i c e  and wage  c o n t r o l s  po in t ed  out tha t  p r i c e  
c o n t r o l s  a r e  f r a u d u l e n t  and h a r m f u l  b e c a u s e  t h e y  lu l l  t he  publ ic  into 
a f a l s e  s e n s e  of s e c u r i t y  and c o n c e a l  f r o m  the  p e o p l e  the  fact  tha t  t h e y  
a r e  not c u r i n g  the  roo t  c a u s e s  of in f la t ion .  They  d e a l  on ly  with the  
s y m p t o m s - - t h e  s u p p r e s s i o n  of p r i c e s - - r a t h e r  than  with the  f u n d a m e n t a l  
c a u s e s  of in f l a t ion .  The f u n d a m e n t a l  c a u s e s  a r e  in unsound  f i s c a l  p o l -  
i c i e s  of the  G o v e r n m e n t ,  o r  to put it in s i m p l e  words ,  too m u c h  m o n e y  
c h a s i n g  too few goods .  

The  pub l ic  n a t u r a l l y  wants  the  va lue  of i t s  m o n e y  p r o t e c t e d .  Con-  
s e q u e n t l y  the  i dea  of p r i c e  c o n t r o l s  sounds  good.  But when  t h e y  f a v o r  
p r i c e  c o n t r o l s ,  what  t h e y  a r e  a c t u a l l y  s t r i v i n g  for  is  e c o n o m i c  s t a b i l -  
i ty.  T h e y  s i m p l y  want  to p r e v e n t  h igh  p r i c e s  and to keep  the  va lue  of 
t h e i r  e a r n i n g s  and s a v i n g s  on a sound b a s i s .  

In  an e f for t  to get  at b a s i c  c a u s e s  of inf la t ion ,  it h a s  b e e n  p r o p o s e d  
tha t  s u c h  a p r o g r a m  as t h i s  would be f a r  b e t t e r :  

I. Keep the Government constantly on a pay-as-you-go tax basis, 
i n c l u d i n g  the  m i l i t a r y  p r o g r a m .  

2. Press hard for Government economy, holding both its mili- 
tary and its civilian expenditures to the minimum necessary to do the 
job. 

3. Make  e f f e c t i v e  u s e  of t he  p o w e r s  of the  F e d e r a l  R e s e r v e  
S y s t e m  to p r e v e n t  the  p r i v a t e  c r e d i t  s y s t e m  f r o m  c o n t r i b u t i n g  to 
in f l a t ion .  

4. W o r k  fo r  b e t t e r  ba l ance  b e t w e e n  i n c o m e  t a x e s  and e x c i s e  
t a x e s .  

5. P r o t e c t  t he  i n c e n t i v e s  fo r  m c r e a s e c l  p r o d u c t i v e  e f f i c i e n c y  
and e x p a n s i o n  by r e l y i n g  on the  f r e e  m a r k e t  fo r  the  80 p e r c e n t  to 
85 p e r c e n t  of ou r  e c o n o m y  not d i r e c t l y  r e l a t e d  to the  d e f e n s e  e f fo r t .  
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M a n y  o t h e r  c o n s t r u c t i v e  s u g g e s t i o n s  w e r e  m a d e  to c o n g r e s s i o n a l  
c o m m i t t e e s ,  but the  " c o n t r o l i s t s "  wanted  to go r i g h t  ahead  wi th  t h e i r  
s h a d o w b o x i n g  t e c h n i q u e s .  

In the  s p r i n g  of 1952, it was p o s s i b l e  to look back  a t  t he  r e c o r d  of 
p r i c e s  in  1951 and p l a i n l y  s ee  the  f u t i l i t y  of p r i c e  c o n t r o l s .  F o r  ex -  
a m p l e ,  out of 41 g r o u p s  of c o m m o d i t y  p r i c e s  at  the  w h o l e s a l e  l e v e l ,  
19 g r o u p s  of p r i c e s  had gone up d u r i n g  1951 and 19 o t h e r  g r o u p s  of 
p r i c e s h a d  gone down, whi le  t h r e e  g r o u p s  r e m a i n e d  u n c h a n g e d .  F o r  
t h o s e  t ha t  went  up, p r i c e  c o n t r o l s  had  been  i n e f f e c t i v e .  F o r  t h o s e  
t ha t  went  down, p r i c e  c o n t r o l s  w e r e  u n n e c e s s a r y .  F o r  the  g r o u p s  of 
p r i c e s  t ha t  went  down by  20 p e r c e n t  to 40 p e r c e n t  or  m o r e ,  p r i c e  con-  
t r o l s  w e r e  p o s i t i v e l y  r i d i c u l o u s .  

I n d u s t r i a l  c a p a c i t y  had con t inued  to g row in a l l  m a j o r  i n d u s t r i e s .  
B u s i n e s s  i n v e n t o r i e s  w e r e  h igh .  C o n s u m e r  s u p p l i e s  w e r e  g e n e r a l l y  
a m p l e  and c o n s u m e r s  w e r e  wel l  s t o c k e d  wi th  goods ,  i n c l u d i n g  r e f r i g -  
e r a t o r s ,  vacuum c l e a n e r s ,  w a s h i n g  m a c h i n e s ,  and a u t o m o b i l e s .  

T h e r e  was  no e c o n o m i c  e m e r g e n c y  in  t h i s  p i c t u r e ,  but s o m e  s a i d  
t ha t  t h e r e  m i g h t  be a f u tu r e  e m e r g e n c y  r e q u i r i n g  p r i c e  c o n t r o l s .  Once  
a g a i n  the  D e f e n s e  P r o d u c t i o n  Act  w a s  ex t ended ,  and wi th  i t  T i t l e  IV, 
c a r r y i n g  p r i c e  and wage c o n t r o l s ,  M e a n w h i l e ,  the  b a s i c  i n f l a t i o n a r y  
hea t  was  kept  go ing  with  a p r e d i c t e d  F e d e r a l  de f i c i t  of 14 b i l l i o n  d o l l a r s  
fo r  the  e n s u i n g  f i s c a l  y e a r .  

D u r i n g  the  K o r e a n  con f l i c t  in  J a n u a r y  1953, the  P r e s i d e m  a s k e d  
f o r  an  e a r l y  end to p r i c e  and wage c o n t r o l s .  He did not a s k  fo r  l e g -  
i s l a t i o n  to ex tend  t h e s e  c o n t r o l s  in  a n y  way.  

N e v e r t h e l e s s ,  in F e b r u a r y  of 1953, a b i l l  was  i n t r o d u c e d  in  the  
Sena te  to p r o v i d e  s t a n d b y  e c o n o m i c  c o n t r o l s .  T h i s  i n c l u d e d  a p r o -  
p o s a l  to  keep  the  Off ice  of P r i c e  A d m i n i s t r a t i o n  and the  Wage  S ta -  
b i l i z a t i o n  B o a r d  a l i v e ,  on a s t a n d b y  b a s i s ,  with c e r t a i n  c h a n g e s  and 
l i m i t a t i o n s .  Then  a s e c o n d  b i l l  was  i n t r o d u c e d  in  the  Sena te  in  the  
s a m e  m o n t h  b y  the  s a m e  a u t h o r  e m b o d y i n g  the  idea  of a u t h o r i z i n g  a 
9 0 - d a y  f r e e z e  of p r i c e s  and wages  by the  P r e s i d e n t  in c a s e  of e m e r -  
g e n c y .  Thus ,  even  as  p r i c e  and wage c o n t r o l s  w e r e  fad ing  out of t he  
p i c t u r e ,  a c e r t a i n  t e n a c i t y  m a d e  i t s e l f  f e l t - - a  p e r s i s t e n t  no t ion  t ha t  
such  c o n t r o l s  m i g h t  be bo th  p o l i t i c a l l y  and e c o n o m i c a l l y  d e s i r a b l e .  

Opponen t s  of the  s t a n d b y  p l an  e m p h a s i z e d ,  a m o n g  o t h e r  t h i n g s ,  
s u c h  p o i n t s  a s t h e  fo l lowing :  
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1. L e g i s l a t i v e  w e a p o n s  which  a r e  i n h e r e n t l y  unsound  in  p r i n c i p l e  
and  d e m o n s t r a b l y  u n w o r k a b l e  in p r a c t i c e  shou ld  not  be  he ld  in r e s e r v e .  

2. Such  e x t e n s i v e  l e g i s l a t i o n  as  t ha t  p r o p o s e d  shou ld  not r e s t  
upon a b a s i s  of p u r e  s p e c u l a t i o n  as  to p o s s i b l e  f u t u r e  n e e d  fo r  it,  and 
a s  to what  t he  n a t u r e  of tha t  n e e d ,  if any ,  m i g h t  be .  

3. It would keep  a l i v e  the  p h i l o s o p h y  of a p l a n n e d  e c o n o m y  t h r o u g h  
d i r e c t  G o v e r n m e n t  i n t e r f e r e n c e .  

4. And it i n d i c a t e d  a c o n t i n u a t i o n  and e x t e n s i o n  of the  u n f o r t u n a t e  
t e n d e n c y  of the  pa s t  f ive  y e a r s  to s u r r e n d e r  c o n g r e s s i o n a l  p o w e r  to 
t he  E x e c u t i v e .  

5. The  d a n g e r o u s  u n c e r t a i n t i e s  i n v o l v e d  in t h i s  l e g i s l a t i v e  " s w o r d  
• of D a m o c l e s "  shou ld  not be  he ld  o v e r  the  h e a d s  of the  pub l i c ,  t he  c o n -  
s u m e r s ,  and b u s i n e s s  in g e n e r a l .  

6. A s t a n d b y  o r g a n i z a t i o n  would be  s u r e  to c o n t i n u a l l y  p r o p a g a n -  
d i z e  at  t a x p a y e r s '  e x p e n s e  f o r  t he  r e s t o r a t i o n  of a r b i t r a r y  c o n t r o l s ,  
as  a j u s t i f i c a t i o n  f o r  i t s  e x i s t e n c e  and as  a bid fo r  p o w e r .  

7. The  way  would  be  p a v e d  fo r  d i s c r i m i n a t i o n  a g a i n s t  c e r t a i n  
g r o u p s  by  e s t a b l i s h i n g  the  t h r e a t  of s e l e c t i v e  r e c o n t r o l ,  a s  p r o v i d e d  
in t he  b i l l .  F o r  e x a m p l e ,  a p r o d u c e r  m i g h t  be s u b j e c t e d  to  a p r i c e  
f r e e z e  whi l e  a c o m p e t i t o r  r e m a i n e d  u n r e s t r i c t e d .  Or  a un ion  m i g h t  
ge t  a c r a c k d o w n  on w a g e s  wh i l e  a n o t h e r  un ion  r e m a i n e d  f r e e .  

A l though  t h e  s t a n d b y  c o n t r o l s  b i l l  and the  9 0 - d a y  f r e e z e  b i l l  d id  
not b e c o m e  law,  t he  Off ice  of D e f e n s e  M o b i l i z a t i o n  went  a h e a d  wi th  a 
p l a n n i n g  uni t ,  i n c l u d i n g  f o r m e r  OPS p e o p l e ,  m a p p i n g  out in g r e a t  
d e t a i l  v a r i o u s  p l a n s  fo r  p o s s i b l e  f u t u r e  c o n t r o l s .  

In O c t o b e r  1953, D i r e c t o r  F l e m m i n g  s a id  in  h i s  p u b l i s h e d  ODM 
r e p o r t  to  t he  P r e s i d e n t ,  ~n the  s e c t i o n  on Wage  and P r i c e  C o n t r o l s :  

" In  a c c o r d a n c e  with  the  p r o m i s e s  tha t  we m a d e  to  C o n g r e s s  
and the  p u b l i c ,  we a r e  d e v e l o p i n g  d e t a i l e d  p l a n s  f o r  s t a b i l i z a t i o n  
c o n t r o l s  w h i c h  c a n  be  s u b m i t t e d  to C o n g r e s s  w h e n e v e r  it i s  d e -  
c i d e d  tha t  c o n d i t i o n s  w a r r a n t  s u c h  a m o v e .  The  o b j e c t i v e  of t h i s  
w o r k  is  to  p r e p a r e  a s e r i e s  of s t a b i l i z a t i o n  p o l i c i e s  and a c t i o n s  
b a s e d  on a l t e r n a t i v e  a s s u m p t i o n s  of the  k ind of e m e r g e n c i e s  tha t  
m a y  f a c e  us  in the  f u t u r e .  " 
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In c o n c l u s i o n ,  it ts  s u g g e s t e d  tha t  the  i n d i r e c t  c o n t r o l s ,  as  m e n -  
t i o n e d  e a r l i e r ,  can  s e r v e  a d e q u a t e l y  to  enab l e  b u s i n e s s  and i n d u s t r y  
to  m o r e  e f f e c t i v e l y  ad jus t  to m o b i l i z a t i o n  p r o d u c t i o n  to a ~ c o m p l i s h  
m a x i m u m  output wi th  t h e  m i n i m u m  of m a n p o w e r ,  m a t e r i a l  and t i m e ,  
and,  at  the  s a m e  t i m e ,  r e s t r a i n  the  t h r e a t  of g e n e r a l  i n f l a t i o n  t h r o u g h  
m a i n t e n a n c e  of c o m p e t i t i v e  p r a c t i c e  in  i n d u s t r y .  

QUESTION: Mr .  M i l l e r ,  I w o n d e r  if you would be in a p o s i t i o n  
to  t e l l  w h e t h e r  the  j o in ing  of the  A F L  and CIO wil l  c r e a t e  b e t t e r  l a b o r  
r e l a t i o n s  o r  p o o r e r  ones  ? 

MR.  M I L L E R :  That  i s n ' t  t he  64  d o l l a r  q u e s t i o n  but t he  64, 000 
d o l l a r  q u e s t i o n .  I a m  f r a n k  to s ay  at th i s  po in t ,  I don ' t  t h ink  anybody  
knows .  T h e r e  is  i n h e r e n t  in the  m e r g e r  an o p p o r t u n i t y  to i m p r o v e  
l a b o r  r e l a t i o n s  but a lot  wi l l  depend  on the  a t t i t u d e s  and p o l i c i e s  of 
t he  l e a d e r s  of t h e  i n d i v i d u a l  un ions .  We thirtk, of c o u r s e ,  tha t  t he  
p l a c e  w h e r e  you i m p r o v e  l a b o r  r e l a t i o n s  and the  p l a c e  w h e r e  c o l l e c t i v e  
b a r g a i n i n g  shou ld  t a k e  p l a c e  is  at the  c o m p a n y  l e v e l .  On t he  o t h e r  
hand,  I t h ink  we have  to  b e a r  in m i n d  tha t  in a m e r g e r  s u c h  as  ha s  
t a k e n  p l a c e  t h e r e  is  a we ld ing  of a c o n s i d e r a b l e  d e g r e e  of p o w e r  a n d  
it i s  going  to depend  in  a l a r g e  m e a s u r e  on the  way tha t  p o w e r  i s  u s e d .  

T h e r e  a r e  a l r e a d y ,  as  you know, a b u s e s  in  the  l a b o r  f i e ld  a s  a 
r e s u l t  o f ' t h e  m o n o p o l y  tha t  e x i s t s ,  and you a r e  f a m i l i a r  wi th  it in  the  
r e s i s t a n c e  to the  r i gh t  to  work ,  the  e l e m e n t  of c o m P u l s o r y  u n i o n i s m ,  
in  c o e r c i o n ,  v i o l e n c e  on t h e  p i c k e t  l i ne ,  and o t h e r  a s p e c t s  of  i t .  So  
I t h ink  it i s  too  e a r l y ,  qu i t e  f r ank ly ,  to  e v a l u a t e  what  t he  p o s s i b i l i t i e s  
m i g h t  be  in the  d i r e c t i o n  which  you a s k e d  about .  

MR. F A R L E Y :  I would l i ke  to c o m m e n t  a l i t t l e  f u r t h e r  on tha t .  
In R i c h m o n d  we have  had  an e x p e r i e n c e  which  l e a d s  m e  to b e l i e v e  we 
wi l l  h a v e  m o r e  t r o u b l e  by  the  e l i m i n a t i o n  of c o m p e t i t i o n  b e t w e e n  the  
A F L  and t he  CIO in the  l a b o r  f ie ld .  

We have  b e e n  s u b j e c t e d  to a j u r i s d i c t i o n a l  d i s p u t e .  O u r  w o r k e r s  
a r e  c o v e r e d  by c o n t r a c t  with L o c a l  526 of t he  B o i l e r m a k e r s .  It c o v e r e d  
ou r  p lan t  and e r e c t i o n  w o r k e r s .  H o w e v e r ,  on a job jus t  o u t s i d e  of 
R i c h m o n d  w h e r e  m e n  w e r e  c o m m u t i n g  to the  job,  103 out of B a l t i m o r e  
m o v e d  in to  t he  job and p i c k e t e d  it .  We c l o s e d  down the  o p e r a t i o n  which  
e m p l o y e d  140 p e o p l e ,  so  tha t  in  o r d e r  t o  open aga in ,  we would h a v e  
b e e n  f o r c e d - - i f  t h e y  had s tuck  to  t h e i r  g u n s - - t o  b r e a c h  ou r  c o n t r a c t  
and  s i g n  with t h e m .  Wel l ,  t h e y  had  to withdraw,° We s e t  t he  w h e e l s  
in  m o t i o n  to go to the  NLRB.  The  i n t e r n a t i o n a l  boys  had sa id  tha t  t he  
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p i c k e t s  w o u l d  s t a y  on  u n t i l  we w o u l d  g i v e  in ,  b u t  t h e  b u s i n e s s  a g e n t  
of  o u r  u n i o n  c o n v i n c e d  t h e m  t h a t  t h e y  h a d n ' t  a l e g  to  s t a n d  on ,  a n d  
a f t e r  t e n  d a y s  t h e y  w e n t  b a c k  to  w o r k .  

M R .  M U N C E :  M y  c o m p a n y ,  a s  i t  s o  h a p p e n s ,  h a s ,  m a y  I s a y ,  
e n j o y e d  a n  i n d e p e n d e n t  u n i o n ,  n e i t h e r  a f f i l i a t e d  w i t h  t h e  A F L  o r  t h e  
CIO ,  a l t h o u g h  b o t h  o f  t h e m  h a v e  t r i e d  to  g e t  i n t o  t h e  p l a n t ,  o r  t o  
o r g a n i z e  o u r  w o r k e r s  i n t o  a b r a n c h  of  t h e i r  i n t e r n a t i o n a l .  N o w  j u s t  
t h e  o t h e r  d a y  t h e y  c a m e  ou t  in  t h e  p a p e r  w i t h  a n e w  w a r n i n g  t o  u s  t h a t  
t h e y  w e r e  g o i n g  to  m a k e  a n o t h e r  a t t e m p t .  We d o n ' t  k n o w  w h e t h e r  t h a t  
i s  s i g n i f i c a n t  of t h e  a t t i t u d e  on  t h e  p a r t  of  t h e  c o m b i n e d  o r g a n i z a t i o n s  
o r  n o t .  I a g r e e  w i t h  M r .  M i l l e r  t h a t  i t  i s  t o o  e a r l y  t o  t e l l .  T h e r e  i s  
a t r e m e n d o u s  a m o u n t  of  p o w e r ,  a s  h e  s a i d .  

It m i g h t  b e  i n t e r e s t i n g  f o r  t h i s  g r o u p  to  g e t  a c o p y  of  t h e  c o n -  
s t i t u t i o n  of  t h i s  c o m b i n a t i o n  a n d  s e e  t h e  i n h e r e n t  p o w e r  c o n t a i n e d  i n  
t h a t  c o n s t i t u t i o n ,  in  t h e  t o p  o f f i c e r  of  t h e  c o m b i n e d  o r g a n i z a t i o n .  So 
l o n g  a s  t h a t  t o p  o f f i c e r  a n d  h i s  i m m e d i a t e  j u n i o r s  a r e  s e n s i b l e ,  r e a -  
s o n a b l e  p e o p l e ,  I t h i n k  i t  m i g h t  b e  f o r  t h $  b e t t e r ,  bu t  i f  we  go t  a n  
a b u s i v e  t y p e  i n  t h e r e - - w h e n  I s a y  a b u s i v e ,  I m e a n  o n e  w h o  i s  p r o n e  
t o  t a k e  a d v a n t a g e  of  i t - - i t  c o u l d  b e  t e r r i f i c .  I d o n ' t  t h i n k  we  k n o w  y e t .  

Q U E S T I O N :  I a d d r e s s  t h i s  q u e s t i o n  t o  t h e  p a n e l  a s  a w h o l e  a l t h o u g h  
Cir. F a r l e y  m a y  w a n t  t o  g i v e  h i s  v i e w s ,  d e a l i n g  w i t h  G o v e r n m e n t  c o n -  

~rol  o f  t h e  e c o n o m y  in  p e a c e t i m e .  S i n c e  1951 a n d  t h e  a c c o r d  b e t w e e n  
t h e  T r e a s u r y  a n d  t h e  F e d e r a l  R e s e r v e ,  t h e  c o n t r o l  on  c r e d i t  h a s  b e e n  
f a i r l y  s u c c e s s f u l  i n  s t a b i l i z i n g  t h e  e c o n o m y .  C o u l d  y o u  g i v e  u s y o u r  
v i e w s  a s  t o  t h e  e f f e c t i v e n e s s  o f  G o v e r n m e n t  c o n t r o l  in  s t a b i l i z i n g  o r  
l e v e l i n g  ou t  a p e a c e t i m e  e c o n o m y ?  

M R .  F A R L E Y :  I t h i n k  I i n t e n d e d  to  c o n v e y  t h e  i d e a  in  t h e  r e m a r k s  
t h a t  I m a d e  t h a t  t h e  i n d i r e c t  c o n t r o l s ,  s u c h  a s  t h e  F e d e r a l  R e s e r v e  a n d  
t a x  c o n t r o l s ,  a r e  p o s s i b l y  t h e  p r o p e r  w a y  to  h a n d l e  c r e d i t s  a n d  o t h e r  
f o r m s  of  i n f l a t i o n .  It w o r k s  i n t o  a n d  f i t s  i n  w i t h  t h e  b u s i n e s s  s y s t e m  
a n d  t h e  c o m p e t i t i v e  s y s t e m  t h a t  we  k n o w  a n d  k n o w  h o w  t o  o p e r a t e  u n d e r .  

T h e  p o i n t  t h a t  I a t t e m p t e d  to  m a k e  h~d  s p e c i f i c  r e f e r e n c e  t o  t h e  
d i r e c t  c o n t r o l s  t h a t  t e n d e d  to  d i s r u p t  c h a n n e l s  o f  c o m m u n i c a t i o n ,  d i s -  
t r i b u t i o n ,  a n d  t h e  f r e e  m a r k e t s .  I t h i n k  e f f e c t i v e  c o n t r o l s  i n  p e a c e -  
t i m e  of  t h e  F e d e r a l  R e s e r v e  S y s t e m  h a v e  b e e n  s h o w n  t o  b e  e x c e l l e n t .  

M R .  M I L L E R :  G e n t l e m e n ,  w i t h  y o u r  p e r m i s s i o n ,  I a m  g o i n g  to  
c a l l  on  a n o t h e r  m e m b e r  o f  o u r  s t a f f  t o  s u p p l e m e n t  t h a t ,  R u s s  T a y l o r ,  

d i r e c t o r  of  o u r  r e s e a r c h .  R u s s ,  w i l l  y o u  a d d  to  t h a t ?  
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MR. TAYLOR: Well ,  in a n u t s h e l l ,  the  i m p o r t a n t  t h ing  tha t  we 
f e e l  m u s t  be  p r e s e r v e d  is  that  i n h e r e n t  f l e x i b i l i t y  in the  c o m p e t i t i v e  
s y s t e m  that  we n o r m a l l y  o p e r a t e  u n d e r .  I th ink  Mr .  F a r l e y  e m p h a -  
s i z e d  p a r t i c u l a r l y  in  h i s  e x p o s i t i o n  of s o m e  of the  a r t i f i c i a l  c o n t r o l s  
tha t  have  b e e n  u n d e r t a k e n  d u r i n g  p e r i o d s  of e m e r g e n c y  o r  p a r t i a l  
e m e r g e n c y  tha t  you a r e  a t t e m p t i n g  to do a v i r t u a l l y  i m p o s s i b l e  t a s k - -  
I m i g h t  s u g g e s t  p r i m a r i l y  fo r  p o l i t i c a l  r e a s o n s  p e r h a p s - - a n d  t h i n g s  
l i ke  OPA or  OPS a r e  a t t e m p t i n g  to c o n t r o l  p r i c e s  on p e r h a p s  e i g h t  
m i l l i o n  o r  m o r e  d i f f e r e n t  p r o d u c t s .  You can ' t  do m u c h  about  c o n -  
t r o l l i n g  p r i c e s  if you c a n ' t  c o n t r o l  wages  b e c a u s e  t h e y  a r e  s=ch  an  
i m p o r t a n t  f a c t o r  in  c o s t s .  You can ' t  do m u c h  about  e i t h e r  of t h o s e  
u n l e s s  you ge t  into t h e  f ie ld  of m a t e r i a l s  a l l o c a t i o n s  and p r i o r i t i e s ,  
t h ings  of that  k ind.  

The  .Defense  P r o d u c t i o n  Act was p e r h a p s  the  ch i e f  i n s t r u m e n t a l i t y  
fo r  t r y i n g  to i m p o s e  t h e s e  r a t h e r  a r b i t r a r y  and a r t i f i c i a l  c o n t r o l s  
d u r i n g  the  e m e r g e n c y  p e r i o d ,  and it was a m a r v e l o u s l y  r e v e a l i n g  ex -  
p e r i e n c e ,  I b e l i e v e .  But I doubt that  it e v e r  could  be a n y w h e r e  n e a r  
a s  s u c c e s s f u l  as  jus t  p e r m i t t i n g  tha t  u l t r a - s e n s i t i v e  s y s t e m  of c o m -  
p e t i t i v e  p r e s s u r e s  and a d j u s t m e n t s  to o p e r a t e  and d e m o n s t r a t e  i t s  
r e s p o n s i v e n e s s  to the  n e e d s  of the  s i t ua t i on .  

I b e l i e v e ,  to put it b r i e f l y ,  that  the  v e r y  t i m e  when  you m o s t  n e e d  
tha t  f l ex ib i l i t y ,  that  i m m e d i a t e  r e s p o n s e ,  fs in a n a t i o n a l  e m e r g e n c y ,  
and tha t  is  the  v e r y  t i m e  when the  e f fo r t  i s  m a d e  to  i m p o s e  t h e s e  a r t i -  
f i c i a l  c o n t r o l s .  

MR. MILLER:  I jus t  want to add one word  to what has  b e e n  sa id  
b e c a u s e  c e r t a i n l y  in our  j u d g m e n t  the  way the  F e d e r a l  R e s e r v e  B o a r d  
has  b e e n  func t ion ing  d u r i n g  the  p e r i o d  of the  c u r r e n t  A d m i n i s t r a t i o n  
c e r t a i n l y  has  b e e n  e x c e l l e n t .  

QUESTION: R e c e n t l y  t h e r e  has  b e e n  qui te  a lot  of c r i t i c i s m  and 
c o n g r e s s i o n a l  i n v e s t i g a t i o n  of big b u s i n e s s - - G e n e r a l  M o t o r s ,  and so  
on. Would you g e n t l e m e n  give  us y o u r  c o m m e n t s  on the  e f f e c t i v e n e s s  
of i n d u s t r i a l  m o b i l i z a t i o n  as b e t w e e n  the  m o b i l i z a t i o n  of b ig  b u s i n e s s  
v e r s u s  s m a l l  b u s i n e s s  ? 

MR. MILLER:  T h a t ' s  a good q u e s t i o n .  Who on the  p a n e l  would 
l i ke  to t a k e  that  one f i r s t  ? 

MR. MUNCE: Our  C o m m i t t e e  in NAM m a d e  a s tudy  a v e r y  few 
y e a r s  ago, not th i s  pas t  y e a r ,  which  i n d i c a t e d  v e r y  d e f i n i t e l y  that  
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t h e r e  was  no d i f f e r e n c e  b e t w e e n  big b u s i n e s s  and s m a l l  b u s i n e s s .  We 
r e a c h e d  in to  s e v e r a l  s e c t o r s  and m a d e  s e v e r a l  a p p r o a c h e s .  We have  
r e v i e w e d  one of t h e m ,  did it a l l  a g a i n  th i s  pa s t  y e a r ,  and tha t  was  in 
r e g a r d  to G o v e r n m e n t  aid in f i n a n c i n g  s m a l l  b u s i n e s s .  

I a m  g iv ing  you  s o m e t h i n g  that  h a s n ' t  been  r e l e a s e d ,  but I c an  t e l l  
you  the  r e s u l t s  of t ha t  s tudy ,  b a c k e d  up by c o n t a c t  wi th  m a n y  t h o u s a n d s  
of m a n u f a c t u r e r s  of a l l  t y p e s ,  was  tha t  the  s m a l l  m a n u f a c t u r e r  t h inks  
he  i s  ge t t i ng  a long  a l l  r i gh t  and he d o e s n ' t  need  the  f i n a n c i a l  a id  tha t  
h a s  b e e n  h a w k e d  a r o u n d  W a s h i n g t o n  m o r e  r e c e n t l y .  

MR.  F A R L E Y :  I can  add v e r y  l i t t l e  to what  M r .  Munce  has  sa id ,  
but I do want  to po in t  out tha t  in t i m e  of e m e r g e n c y  a s m a l l  b u s i n e s s  
i s  apt  to be m u c h  m o r e  f l ex ib l e  and can  m o v e  f a s t e r  in a d i f f e r e n t  
d i r e c t i o n  than  c a n  b ig  b u s i n e s s .  I t h ink  D e f e n s e  D e p a r t m e n t  e x p e r i -  
e n c e  a l r e a d y  r e c o g n i z e s  tha t ,  tha t  a s m a l l  p lan t  c a n  s top  i t s  p r o d u c t i o n  
l i ne  and r e c o n v e r t  to  w a r  p r o d u c t i o n  m u c h  q u i c k e r  t han  l a r g e  b u s i n e s s .  
On c o n t i n u e d  p r o d u c t i o n ,  a big c o m p a n y ,  whi le  it wi l l  t a k e  l o n g e r  to 
get  in to  p r o d u c t i o n ,  can  p r o d u c e  f a s t e r  once  it ge t s  go ing .  

MR.  H O F F M A N :  I th ink  tha t  t h e r e  a r e  i n e v i t a b l y  f o r c e s  at w o r k ,  
h o w e v e r ,  m o v i n g  us in the  d i r e c t i o n  of g r e a t e r  and g r e a t e r  c o n c e n t r a -  
t i on  of o u r  p r o d u c t i o n  c a p a c i t y  in the  l a r g e r  un i t s .  As  Mr .  M u n c e  was  
t e l l i n g  about  a u t o m a t i o n  and s p e c i a l i z e d  m a c h i n e r y ,  a l l  of wh ich  is  
a i m e d  at r e d u c i n g  l a b o r  con ten t ,  if you  wil l ,  and l o w e r  p r o d u c t i o n  c o s t s ,  
we r u n  in to  c e r t a i n  i n e v i t a b l e  e c o n o m i c s  tha t  m e a n  a c e r t a i n  s i z e  is  
n e c e s s a r y  in o r d e r  to be  ab le  to a f fo rd  c a p i t a l  i n v e s t m e n t  in t h e  way 
of s p e c i a l i z e d  m a c h i n e r y ,  c o n t r o l  d e v i c e s ,  and so fo r th ,  tha t  a r e  r e -  
q u i r e d .  T h e r e  a r e  a n u m b e r  of i n d u s t r i e s  t oday  tha t  a r e  r e f l e c t i n g  the  
e c o n o m i c s  tha t  a r e  w r a p p e d  up in t h i s  th ing .  In the  food i n d u s t r y ,  fo r  
e x a m p l e ,  i t  is  b e c o m i n g  h a r d e r  and h a r d e r  fo r  t he  s m a l l  food p r o d u c e r  
to s u r v i v e .  Tha t  is  why you s e e  so m a n y  m e r g e r s  going on, l a r g e  c o m -  
p a n i e s  l i ke  M i n u t e  Maid  and Snow C r o p ,  t he  b ig  G e n e r a l  F o o d s  c o m -  
b i n e s ,  in o r d e r  to be ab le  to p r o d u c e  t h e s e  v a r i o u s  i t e m s  at  c o s t s  tha t  
a r e  c o m p e t i t i v e .  You j u s t  h a v e  to h a v e  a c e r t a i n  m i n i m u m  s i z e  in 
o r d e r  to be  ab le  to  a c h i e v e  t he  cos t  r e s u l t s  n e c e s s a r y .  

I t h ink  c e r t a i n l y  i n  s p e c i a l i z e d  i n d u s t r i e s  l i ke  the  a u t o m o t i v e  i n -  
d u s t r y ,  one  of the  b ig  q u e s t i o n s  b e f o r e  us t oday  is :  Can  s m a l l  i n d u s -  
t r i e s  l i ke  S t u d e b a k e r - P a c k a r d  s u r v i v e  a g a i n s t  t he  t r e m e n d o u s  a d v a n -  
t a g e  of G e n e r a l  M o t o r s  and F o r d  f r o m  the  s t a n d p o i n t  of p r o d u c t i o n  
e c o n o m y ?  So, w h e t h e r  we l i ke  it o r  not ,  I t h ink  i n e v i t a b l y  we a r e  go ing  
to s e e  m o r e  and m o r e  c o n c e n t r a t i o n  of i n d u s t r y  in g r e a t e r  a s s o c i a t i o n  

of c o m p a n i e s .  
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MR. M I L L E R :  One poin t  I would  l i ke  to e m p h a s i z e  in t ha t  c o n -  
n e c t i o n  is  the  i n t e r d e p e n d e n c e  of big b u s i n e s s  and s m a l l  b u s i n e s s  in 
t h i s  c o u n t r y .  I h e a r d  H a r l o w  C u t ,  i c e  of G e n e r a l  M o t o r s  s t a t e  at a 
l u n c h e o n  in New York  t h e  o t h e r  d a y  tha t  t h e y  had 21, 000 s u p p l i e r s .  
So you can  s e e  t h e r e  is  a v e r y  b r o a d  e f fec t ,  a v e r y  s t r o n g  r e l a t i o n -  
sh ip  b e t w e e n  a c o m p a n y  of the  s i z e  of G e n e r a l  M o t o r s  and 2 1 , 0 0 0  
o t h e r  c o m p a n i e s  tha t  m i g h t  be,  in m a n y  r e s p e c t s ,  v e r y  s m a l l  un i t s  
of p r o d u c t i o n .  

MR.  MUNCE:  I c a n ' t  p a s s  up the  o p p o r t u n i t y  to  c a l l  a t t 4 n t i o n  to  
the  fac t  tha t  the  m a r k e t i n g  m e n  f i na l l y  r e f e r r e d  to cos t  of m a n u f a c t u r e ,  
so  p r o b a b l y  m a n u f a c t u r i n g  has  s o m e t h i n g  to  do wi th  it a f t e r  a l l .  

QUESTION:  M r .  F a r l e y ,  go ing  back  to d i r e c t  c o n t r o l s  aga in ,  what  
g u a r a n t e e  h a s  any  a d m i n i s t r a t i o n  got that  i n d u s t r y  w i l l  p o l i c e  i t s e l f  in 
an  e m e r g e n c y ?  F o r  i n s t a n c e ,  what  g u a r a n t e e  has  the  G o v e r n m e n t  got 
tha t  G e n e r a l  M o t o r s  wi l l  s top  m a k i n g  a u t o m o b i l e s  and sh i f t  to  m a k i n g  
t a n k s ,  c o m b a t  t r u c k s ,  and so  fo r th ,  o r  wi l l  not  o v e r c h a r g e  us  fo r  t h e m  
if we don ' t  h a v e  s o m e  kind of d i r e c t  c o n t r o l s  ? 

MR.  F A R L E Y :  I t h ink  tha t  tha t  is  a v e r y  good q u e s t i o n ,  and I don ' t  
f o r  a m i n u t e  want  you  to b e l i e v e  tha t  we th ink ,  o r  tha t  I th ink ,  we can  
do wi thout  s o m e  c o n t r o l s  o r  l i m i t a t i o n s .  I was  a t t e m p t i n g  to  po in t  out 
the  e f fec t  of c o n t r o l s  on p r o d u c t i o n  and b e i n g  ab le  to r a p i d l y  d e v e l o p  
in a d i f f e r e n t  d i r e c t i o n .  I th ink  you h a v e  got to go back  of tha t  a l i t t l e  
bi t  and e x a m i n e  what  k ind  of e m e r g e n c y  you  a r e  t a l k i n g  about .  A r e  
you  t a l k i n g  about  w a r  ? 

QUESTION: War, yes. 

MR. F A R L E Y :  W a r  f o r  what  pu rpose . ?  To d e f e n d  f r e e  p e o p l e  in  
a f r e e  e c o n o m y ?  If so,  if t h e y  u n d e r s t a n d  tha t ,  I don ' t  t h ink  you  wi l l  
h a v e  any  t r o u b l e  with  c o o p e r a t i o n  to p r o d u c e  the  t h i n g s  tha t  a r e  n e e d e d .  

E a r l y  in 1942, I lef t  b u s i n e s s  and went  in to  t he  m i l i t a r y .  T h e r e  
w e r e  v e r y  few p e o p l e  tha t  I r a n  in to  in the  p r o c u r e m e n t  f u n c t i o n  tha t  
I was  a s s o c i a t e d  wi th  who s h o w e d  any  i n c l i n a t i o n  to c o n t i n u e  in t he  
s a m e  old d i r e c t i o n .  I m m e d i a t e l y  tha t  w a r  was  d e c l a r e d ,  o u r  c o m p a n y  
t h r e w  e v e r y t h i n g  a w a y  and went  d i r e c t l y  in to  w a r  p r o d u c t i o n .  (We had 
m o b i l i z a t i o n  p l a n s  but t h e y  w e r e  q u i c k l y  t h r o w n  a w a y  and we s t a r t e d  
on o t h e r s .  ) I don ' t  th ink  big  b u s i n e s s  i s  any  l e s s  p a t r i o t i c  t h a n  s m a l l  
b u s i n e s s  if  t h e r e  is a n e e d .  

\ 
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QUESTION: I a m  w o n d e r i n g  if  the  pane l  would d i r e c t  t h e m s e l v e s  
to t h e  q u e s t i o n  of w h e t h e r  t h i s  p h i l o s o p h y  of i n c r e a s e d  p u r c h a s i n g  
p o w e r  as  a b a s i s  f o r  p r o s p e r i t y ,  o r  t he  p h i l o s o p h y  of s p e n d i n g  fo r  in -  
v e s t m e n t ,  t hus  c r e a t i n g  m o r e  jobs ,  i s  a b e t t e r  b a s i s  fo r  p r o s p e r i t y ?  

MR. MILLER:  Tha~ is  a v e r y  good q u e s t i o n .  Wil l  you t ake  tha t  
one,  Mr .  M u n c e ?  

MR. MUNCE:  I th ink  you had b e t t e r  a sk  w h o e v e r  is  s c h e d u l i n g  
y o u r  l e c t u r e s  to  g ive  us a whole  o t h e r  day  to d i s c u s s  it at l eng th .  
That  s e e m s  to be one of t he  q u e s t i o n s  l ike  "Which  c a m e  f i r s t ,  the  
c h i c k e n  o r  the  e g g ? "  I th ink  it i s  too  d i f f icu l t  a q u e s t i o n ,  at l e a s t  I 
a m  not m a s t e r  enough  of words ,  to c o n v i n c e  you in  a few s h o r t  s t a t e -  
m e n t s .  I wi l l  g ive  you th i s :  

I t h ink  u n q u e s t i o n a b l y  the  op in ion  of m e m b e r s  of NAM is  that  t he  
c a p i t a l  i n v e s t m e n t  m u s t  c o m e  b e f o r e  the  i n d i v i d u a l  s p e n d i n g  and not 
beh ind  t he  i nd iv idua l  spend ing ,  as  t he  l e a d e r s  of o r g a n i z e d  l a b o r  have  
c o n t e n d e d  fo r  s o m e  t i m e .  I m i g h t  add t h a t  that  v e r y  q u e s t i o n  was 
a r g u e d  on a p a n e l  at  the  NAM C o n g r e s s .  U n f o r t u n a t e l y ,  the  d i s c u s -  
s ion  was cut off e a r l y  and we d idn ' t  get  as  m u c h  f i r e  as  we should .  

The  op in ion  of NAM and of i n d u s t r y  is  tha t  you m a y  have  a l l  the  
i n d i v i d u a l  s p e n d i n g  you want, but without  i n v e s t m e n t  s p e n d i n g ,  you 
wi l l  on ly  b r i n g  about  in f l a t ion  and h i g h e r  p r i c e s .  We h a v e  to have  
i n v e s t m e n t  s p e n d i n g  in o r d e r  to c r e a t e  the  job,  b e c a u s e  b e f o r e  you 
can  h a v e  the  m o n e y  in the  p o c k e t s  of the  m e n ,  you h a v e  got to have  
i n c r e a s e d  i n v e s t m e n t  in the  i n d i v i d u a l ' s  job which  has  g r o w n  t r e m e n -  
d o u s l y  o v e r  the  y e a r s .  T h e r e  was a t i m e  when  you gave  a m a n  a p i c k  
and s h o v e l  and tha t  was  a l l  t he  i n v e s t m e n t  we had i n  t o o l s  fo r  h i m .  
Now we have  a s t e a m  s h o v e l  fo r  tha t  s a m e  w o r k m a n .  

MR. F A R L E Y :  I th ink  if  you look back  and th ink  of the  funda-  
m e n t a l s  of ou r  e c o n o m y ,  which  is  supp ly  and d e m a n d ,  tha t  you t end  to  
u p s e t  tha t  a p p l e c a r t ,  tha t  e f fo r t  to  p u m p  up our  f r e e  c o m p e t i t i v e  s y s -  
t e m b y  t r y i n g  to g e n e r a t e  a m a r k e t  to buy s o m e t h i n g .  To g e n e r a t e  
p u r c h a s i n g  p o w e r  b e f o r e  you have  g e n e r a t e d  a p r o d u c t  and c r e a t e d  a 
d e m a n d  g e t s  t he  c a r t  b e f o r e  the  h o r s e .  

MR. H O F F M A N :  T h i s  ge t s  back  a l i t t l e  bit  to  the  point  of v iew I 
took  e a r l i e r .  When  you get  m i x e d  up with t h e s e  d a m n  p r o d u c t i o n  guys ,  
t h e y  want  to  t a k e  a l l  t h e  c r e d i t .  I don ' t  t h ink  t h e r e  i s  a b l ack  o r  whi te  
a n s w e r  to  tha t  q u e s t i o n .  I t h ink  it i s  the  i n t e r p l a y  of f o r c e s  on both 
s i d e s .  
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I a m  not an e c o n o m i s t  but I have  had a n u m b e r  of d i s c u s s i o n s  with 
e c o n o m i s t s  that  have  had a b e a r i n g  on th i s  sub j ec t  and have  fo l lowed  
t h e i r  p r o g n o s t i c a t i o n s  and p r e d i c t i o n s  for  y e a r s .  Going back  a n u m b e r  
of y e a r s  p r i o r  to the  y e a r  1954, t hey  w e r e  p r e d i c t i n g  s o m e  k ind  of r e -  
c e s s i o n .  They  d i d n ' t  know how s e v e r e  it was going  to  be ,  but t h e y  
w e r e  s u r e  t h e r e  was  going  to be one.  Look ing  ahead  to the  p e r i o d  of 
the  e a r l y  s i x t i e s ,  t h e y  f o r e s e e  e c o n o m i c  f o r c e s  at work  tha t  a r e  go ing  
to f u r n i s h  a good d e a l  of s t i m u l a t i o n  for  our  e c o n o m y .  

Al l  of t h o s e  t h i n g s  r e v o l v e  a round  r e a l l y  the  m a r k e t  fo r  p r o d u c t s ,  
the  a v a i l a b i l i t y  of peop l e ,  and t h e i r  n e e d s  which  wil l  h a v e  to be  s a t i s -  
f ied .  They  go into such  c o m p l e x i t i e s  as  the  chang ing  age  l e v e l s  and 
the  m a r r i a g e s  in our  to ta l  popu la t ion .  They  poin t  out tha t  d u r i n g  the  
p e r i o d ,  1954 and t h r o u g h  t h e r e ,  we w e r e  e x p e r i e n c i n g  a r e l a t i v e l y  low 
l e v e l  of p e o p l e  of t he  age  w h e r e  t hey  n o r m a l l y  get  m a r r i e d ,  r e f l e c t i n g  
the  low b i r t h r a t e  d u r i n g  the  d e p r e s s i o n  y e a r s .  

B e c a u s e  of the  a n t i c i p a t e d  low l e v e l  of m a r r i a g e s - - l o w  l e v e l  of 
f a m i l y  f o r m a t i o n ,  t h e y  ca l l  i t - - t h e y  a n t i c i p a t e d  a d e c l i n e  in the  d e m a n d  
fo r  such  i t e m s  as  one n o r m a l l y  p u r c h a s e s  to put t o g e t h e r  a h o m e  when  
t h e y  get  m a r r i e d - - f u r n i t u r e  and such .  In the  s i x t i e s ,  t h e r e  wil l  be  a 
h i g h e r  b i r t h r a t e ,  p l en ty  of c h i l d r e n  born ,  then  r e a c h i n g  m a r r i a g e  age,  
h igh  f a m i l y  f o r m a t i o n  with al l  the  d e m a n d  fo r  m a t e r i a l  that  g o e s  with it .  

Sure ,  t h e r e  has  to be p u r c h a s i n g  p o w e r  t h e r e .  And p u r c h a s i n g  
p o w e r  c o m e s  about  by peop le ,  by app ly ing  a h igh d e g r e e  of c u s h i o n i n g  
in t h i s  t h ing  of c r e d i t  buying .  P e o p l e  c r e a t e  f a m i l i e s  who buy when 
t h e y  h a v e n ' t  p u r c h a s i n g  p o w e r ;  if the  n e e d  is  t h e r e ,  t h e y  a r e  go ing  to  
buy. I don ' t  t h ink  you can  a t t r i b u t e  c r e d i t  to e i t h e r  s i de .  

It i s  not a q u e s t i o n  of Luvesting m o n e y  in cap i t a l  e q u i p m e n t .  F i r s t ,  
you c r e a t e  p u r c h a s i n g  power ;  you c r e a t e  a d e m a n d ,  a m a r k e t  fo r  it ,  
which  is  the  a v a i l a b i l i t y  of peop l e  with n e e d s  to be s a t i s f i e d .  It i s  a 
c o m b i n a t i o n  of both,  which  is  one of the  t h ings  tha t  m a k e s  our  e c o n o m y  
a c o m p l e x  th ing  to t r y  to dea l  with.  T h a t ' s  why we get  t h e s e  c o n t r o l s .  

MR. M I L L E R :  I do want to e m p h a s i z e  two po in t s :  One is  we a r e  
go ing  to  have  o v e r  the  p e r i o d  of the  next  20 y e a r s  a s u b s t a n t i a l  i n c r e a s e  
in  popu la t ion  in t h i s  coun t ry .  The o r i g i n a l  e s t i m a t e s  of a few y e a r s  ago  
w e r e  that  it m i g h t  be  as  h igh  as  221 m i l l i o n .  I u n d e r s t a n d  now tha t  s o m e  
of the  m o s t  r e c e n t  e s t i m a t e s  a r e  that  it wi l l  be as  high as  227 or  228 
m i l l i o n .  Dur ing  tha t  s a m e  p e r i o d ,  what is  going  to be happen ing  to the  
l a b o r  f o r c e ?  It i s  e s t i m a t e d  that  it wi l l  r i s e  f r o m  64, 65 o r  66 m i l l i o n s  
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now to about  88 m i l l i o n s ,  i n c r e a s i n g  by about  a t h i r d  d u r i n g  the  s a m e  
2 0 - y e a r  p e r i o d .  Tha t  m e a n s  we have  to find c a p i t a l  to p r o v i d e  jobs  
fo r  a p p r o x i m a t e l y  a t h i r d  m o r e  peop l e  in o u r  l a b o r  f o r c e  in the  next  
20 y e a r s  t han  we h a v e  now.  

It is  e s t i m a t e d  tha t  it t a k e s  12 ,000  d o l l a r s  to p r o v i d e  a job fo r  one 
p r o d u c t i o n  w o r k e r  in t h i s  c o u n t r y .  That  m e a n s  s o m e h o w ,  s o m e w a y ,  
o v e r  and above  the  cos t  of p lan t  and e q u i p m e n t  for  p u r e l y  r e p l a c e m e n t  
p u r p o s e s ,  we have  to find s o m e w h e r e  in the  n e i g h b o r h o o d  of 240 o r  
260 b i l l i on  d o l l a r s  of new c a p i t a l  d u r i n g  th~ next  2 0 - y e a r  p e r i o d .  

We b e l i e v e ,  f r o m  the  s t andpo in t  of the  e c o n o m y ,  tha t  c a p i t a l  in -  
v e s t m e n t  i s  the  s o u n d e r  a p p r o a c h  to our  job p r o b l e m  b e c a u s e  o b v i o u s l y  
in p r o v i d i n g  c a p i t a l  i n v e s t m e n t  fo r  c o n s t r u c t i o n  and p lan t  p u r p o s e s ,  
you not on ly  p r o v i d e  jobs  in that  r e g a r d  but you p r o v i d e  p lan t  and equ ip -  
m e n t  wh ich  is  going  to be t u r n i n g  out goods  and s e r v i c e s .  Th i s  m e a n s  
m o r e  p e o p l e  wi l l  be e m p l o y e d ,  wh ich  i n c r e a s e s  not on ly  the  a m o u n t  of 
m o n e y  be ing  pa id  in m a k i n g  jobs  a v a i l a b l e  but c r e a t e s  p u r c h a s e s  of 
goods  and s e r v i c e s  fo r  which  tha t  m o n e y  can pay,  so you d o n ' t  have  the  
in f l a t ion  a s p e c t  wh ich  you  o t h e r w i s e  would have  when  you  p o u r  goods  
into  t he  m a r k e t .  

MR.  MUNCE:  Your  f i g u r e s  a r e  b a s e d  on no i m p r o v e m e n t  in the  
s t a n d a r d  of l iv ing ,  which  none  of us wi l l  a c c e p t ,  and which  adds  to 

t h o s e  f i g u r e s  o r  a c c e l e r a t e s  t h e m .  

MR.  M I L L E R :  T h a t ' s  r i g h t .  Tha t  is  an  u n i n t e n d e d  and s i g n i f i c a n t  
o m i s s i o n  b e c a u s e  t he  f ac t s  a r e ,  o r  at l e a s t  op in ions  a r e ,  tha t  if  we do 
the  job I have  ou t l i ned  wi th in  the  next  20 y e a r s ,  the  s t a n d a r d  of l i v i n g  
wi l l  i n c r e a s e  by  s o m e w h e r e  in the  n e i g h b o r h o o d  of 70 p e r c e n t .  T h a t ' s  
a s i g n i f i c a n t  i n c r e a s e  in a 2 0 - y e a r  p e r i o d .  

MR.  F A R L E Y :  I th ink  it i s  on ly  f a i r  to add tha t  c a p i t a l  f u n d a -  
m e n t a l l y  is  the  i n v e s t m e n t  of s a v i n g s  r e g a r d l e s s  of whose  s a v i n g s  
t h e y  a r e ,  and you  c a n ' t  spend  100 p e r c e n t  of y o u r  pay  c h e c k  and h a v e  
any  s a v i n g s  l e f t .  I t h ink  it t o u c h e s  on the  po in t  of v iew of s o c i a l i s m ,  
the  i dea  tha t  you  can  spend  y o u r  way  in to  p r o s p e r i t y .  U n l e s s  a c e r t a i n  
p o r t i o n  of our  N a t i o n ' s  m o n e y  is  put a s i d e  fo r  s a v i n g s  with wh ich  to 
expand  the  e c o n o m y ,  we a r e  in the  soup .  

C O L O N E L  W A L K E R :  U n f o r t u n a t e l y ,  o u r  t i m e  is  up. I would 
l i ke  to t h a n k  you,  M r .  M i l l e r ,  M r .  M u n c e ,  M r .  F a r l e y ,  M r .  Hof fman ,  
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and y o u r  a s s o c i a t e s  f r o m  the  NAM, on beha l f  of t he  I n d u s t r i a l  C o l l e g e ,  
fo r  a v e r y  w o r t h w h i l e  and s p l e n d i d  p r e s e n t a t i o n  t h i s  m o r n i n g .  

MR.  M I L L E R :  T h a n k  you .  We w e r e  g lad  to be  h e r e .  

(23 F e b  1 9 5 6 - - 4 5 0 ) K / f e b  
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