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TAKING THE PROFITS 0UT OF WAR

TUESDAY, JANUARY 26, 1987

House oF REPRESENTATIVES,
CoMMrTTEE 0N MILrTaRY AFFarms,
Washington, D. C.

The committee met at 10: 30 a. m., Hon, Lister Hill {chairman}
presiding.

The CramMax. The committee will kindly come to order.

We have before us this morning H. R. 1954, a bill to prevent profit-
eering in time of war and to equalize the burdens of war and thus
provide for the national defense, and promote peace.

{H. R 1954, 75th Cong., Ist Sess.}

A BILL To prevent profiteering iIn time of war snd to equalize the burdens of war 3nd
thus provide for the national def and pr te peace

Be it enacted by the Senate and House of Representatives of the United States
ef Awmerica in Congress assembled, That whenever Congress shall deelare war
or the existence of an emergency due to the imminence of war, the President
is hershy anthorized to determine and publicly procizim it to be unlawful to
buy, sell, or otherwise contract for any article or thing enumerated in such
proclametion, or proclamations, at a higher rate, rent, price, commission, com-
peisation, or rewsrd than was in effect at & date determined snd set forth
in such proclamation, or proclamations.

SEc. 2. Whenever in the sole diseretion of the President he shall determine
that any maximum price, rent, rate, commission, eswpensation, or reward
previously proclaimed shall be adjusted either upward or dowonward he is
hereby authorized to meke and publicly proclaim sueh adjustment, aud such
gdjustnient shall have the full feree and effect under this statute of such
price, rent, rate, commission, compensation, or reward before such adjustment

Sec. 3. That in the event of war, or of a national emerzency declared by
{Congress to exist, which in the judgment of the President demands the immediate
increase of the miiitary establishment the President be, #nd he is hereby,
nuthorized to draft into the military service of the United States soeh members
sf the unorganized milifia between the ages of {wentr-one gand thirty-one as he
mny deen necessary, sublect to such condiHons, exemptions, riles, and reguls-
tions as the President may prescribe and publiely prociaim.  Likewise, during
sach time of war or petional emergency declared by UCongress, the President
ahall have power lo determine and publicly proclaim from time to time the
rnaaterial resources, industrial organizations, and public services over which
Government eontrol, inchuding requisitioning materials fer use or resale by
the Government, shall then be necessary and such control shall be exercised
br him through agencies then existing or which he may then create for guch
purposes.

Sec. 4. During the period of any war or emergency deelared by Congress the
President is hereby authorized, when in his opinion the sueccessful presecution
of war renders it advisable, to requize, under such rules snd regulatious as he
pminy establish, the registration of sl or any cluss of persons eugaged in the
management or conirol of any industrial or manufacturing establishment desig-
pated by him. Thereupon, at his option, such persons registered pursuant to
the provisions of this section may be brought into the service of the Govern-
ment as civilians for the duration of the war under such rules and regulations
as the President may prescribe. 1
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waste, and loss, and that it would reduce the cost of war by 5¢ percent
and fpossibly a greater figure.

Of course, no group is so vitally inferested in this or has such
knowledge of it as the 5 millons of men who served during the war,
and throu%h the Legion they have been voicing their sentiments
sbout this legislation.

As you know, finally the Nye-Vandenberg resolution was passed
in the Senate and the Nye committee created to investigate the profits
made during the last war. At the same time, 2 years ago, Congress-
man Me¢Swain introduced his bill {H. R. 5528), and you gentlemen
reported it favorably the session before last. When that bill came
up on the floor of the House it suffered—and I say that advisedly—
25 amendments, the principal of which was the striking out of the
manpower provision of the bill; that section which ealls for the
drafting of the manpower in case of an emergency. And that is one
of the things, of course, in which the Legion is most vitally inter-
ested. We want to see everybedy do their fuil share during the next
war. We hope no war will come; but, if it does, we want all of the
manpower of the country called into the service.

That bill provided for the calling of the men between the ages of
21 and 31. I think some 12 million or 14 million were registered,
and finally about 5 million were actually drafted, but a tremendons
number of them seeped through the sieve. That is what we want to
stop. We want everybody to do their full share during the next war.

In addition to that, we want to see to it that inordinate nrofits,
excess profits, are not made as a result of the men doing the fighting,
During the last war the soldier got $30 a month. If he was married
{and & great many of them were) or had dependent parents, §15 was
taken from his salary, called an allotment, and the Government con-
tributed $15 called an sllowance, and that was $30 & month that the
soldier’s family received during the war. That income was fixed and
stabilized and with the vicious increase, the vicious cycle in the rise
of the cost of living, together with the cost of wages, one followin
the other—I do not know which started first—the family of the sol-
dier was the family that found itself in want, They were the people
who had a stabilized income of $30 2 month while the boy was wear-
ing the uniform doing the fighting, and they were the ones who
sz;ﬁl'gargd most from the extraordinary and inordinate rise of the cost
of living,

That vicious thing should never happen again in the United States.
If we are dragged Into another war, the cost of living should be sta-
bilized so that that particular group and that particular family
should not suffer. And that was the intent and purpose of the so-
called McSwain bill,

Now, then, we have come before you again this session of Congress
and we are presenting to you the bill that you reported favorably
to the House two sessions of Congress ago—not the bill as it passed
the House, but the bill which you gentlemen, in your wisdom, saw
fit to report to the House, with certain very few amendments. We
have stricken out some language and inserted some language, with
the hope that the legislation might be clarified so far as those amend-
ments offered on the floor of the House are concerned. And I will
refer to just & few of them.
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For instance, one amendment—and it was offered by Mr. Connery,
of Massachusetts—called for the striking cut of the word “thing.”
In the bill you passed and the bill which is now before you, it
reads:

The President is herehy authorized fo determine and publicly proclaim it to
be unlawful te buy, sell, or otherwise contract for any article or thing * * *,

Mr. Connery believed the word “thing” would refer to labor, and
. considerable debate was had upon that on the floor of the Hou
and finally, by & vote of 30 aves to 57 nays, and on a teller vote o
57 ayes to 78 nays, it was rejected.

Then, later on, Mr. Faddis, who is a member of this committes,
put in an amendment to clarify the situation, and Mr. Faddis® amend-
ment read:

That nothing in this section shall De construed as 2 conscription of those
employved iu industry.

Well, of course, the Legion does not want the conscription of those
employed in industry, and, of course, we are in thorough accord
with the thought expressed in Mr. Faddis’ amendment. There is no

intention in this legislation to take the men in industry and put them
in uniform and have them work at $30 & month; but we are con-
vinced that wages, like the cost of every other “thing”, as it was
 included irr this bill, should be fixed and sfabilized. At leasta cailing
should be created over which they cannot rise.

Mr, May. Would the witness pardon me for a question?

{eclonel TavLor. Yes, sir.

Mr. May. Under every wage scale we have in this country, in every
andustry, the average of the cost of wages that goes into the cost
of production ranges from 65 to 75 percent.

Mr. Fappis. Oh, no; 23 percent,

Mr. May. And if you did not regulate the price of wages, the
price of the product, whatever it might be, whether wheat, corn, or
any other product, would go up proportionately.

olonel TayrLor. That is what we hope shall be done—that it shall
be fixed and definitely regulated. I do not mean it shall be fixed
insofar as the price is concerned, but that a ceiling shall be created.

Mr. May. That is what I mean.

So, in this bill which is before you now (H. R. 1954), I am going
‘to suggest that on line 7, after the word “article”, there shall be
inclnded the word “service.”

The CaamManN. What page?

Colonel Tayror. On page 1.

The Cramrman. It is line 6 in this bill.

. Cosionel Tavior. I have the Senate bill before me. On page 1,
ine 6:

The President is hereby authorized to determine and publiely proclaim it to
he uniawlul to buy, seli, or otherwise contract for any article, serrice, or thing.

_We are requesting that the word “service” be placed in there spe-
cifically to be applicable to this question of wages.

Then another amendment came up during the debate on the floor,
and that was one offered by Mr. Goldsborough, who suggested strik-
ing out entirely that section dealing with man power. Tn fact, that
amendment that Mr. Goldsborough finally used to have the biil
recommitled to the House, if you will recal{ eliminated entirely—

The Caamman, Section 8, page 21
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Colonel Tayron. Yes. Mr, Goldshorcugh moved to recommit the
bill with instructions to report same back to the House with the fui-
lowing amendment:

Strike out ail of the firat sentence of section 8 [ns he designated it] which
provides for human conscription,

And the motion to recommit was carried by a vote of 205 to 183,
Then Congressman McSwain, your chairman, brought the bill back
with that eliminated, and in that manner it was passed.

Of course, you all will recall the debate on the floor of the House
and how the argument was constantly raised that this bill did not
take care of the question of profits—excess profits—and how Con.
gressman MceSwain in the very closing of the debate offered his
amendment to take 100 percent of the excess profits.  And I cun see
the chairman now [Mr. K?cSwain] when he offered that amendmnent,
He turned around and looked to see whether the chairman or any
member of the Ways and Means Committee would object to it, be.
cause certainly no proposal of that sort could come froin the House
Military Affairs Committee. And he waited for 2 or 3 minutes,
and there was a dead silence over in the well of the House. Nobady
objected to it, and that particular amendment was carried.

Now we are asking in this particular bill, that instead of the lan-

age that was offered by Chairman McSwain, and which was .
adopted by the House, the following language be used:

That upon the declaration of war and during the pertod of mich emergeney
there shail be Imposed a tax of 85 per centnm of all income above the previcus
three-year average, with proper adjnstmepts for capifal expenditures for war
purposes by existing or new industries.

I am reading section 9 of the bill before you, and that I have taken
directly from the report of the War Policies Commission. That
language was used in the recommendations the War Policies Com-
mission sent to the President and by the President approved and
sent to the Congress,

The Caarman. Have you before you there the names of the mem-
bers of the War Policies Commission §

Colonel Tavror. Yes; I have them right here.

The CrammmaN. Would you mind reading those names into the
record at this place? '

Colonel Tayvior. The members of the War Policies Commission
were Secretary of War, Patrick J. Hurley; Secretary of Navy,
Charles F. Adams; Secretary of Agriculture, Arthur M. Hyde; See-
retary of Commerce, Robert P. Lamont{ Secretary of Labor, Wil.
liam N. Doak; the Attorney General, William lge“"itt Mitchell;
Senator David A. Reed; Senator Arthur H. Vandenburg; Senator
Joseph T. Robinson; Senator Clande A. Swanson; Con an
Lindley H. Hadley; Congressman William T. Holaday; Congress-
man Ross A. Collins; and Congressman John J. McSwain,

Patrick J. Hurley was chairman and, if you recall, Senator Swan-
son was abroad attending the Geneva Conference and in the final
report his name, of course, was not included. And the only dissent-
ing opinion was filed by Ross Colling, a Member of the House.

ith that short statement, gentlemen, we have two other amend-
ments that I want to suggest to the committee, but they are the
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regular amendments, which we failed to put in the bill at the time
we submitted it. One is that we are adding a section 10:
That all Aets or parts of Acts conflicting or inconsistent with the provisions

of this Act shall, te the extent of such confliet or inconsistency, be suspended
during the effectivepess of this Act.

And section 11:

If any provision of this Act in the application thereof to any person or cir-
comstance is held invalid, the remainder of the Act and the application of
such provision to other persons or circumstances shall not be affected thereby.

We are suggesting those amendments ss sections 10 and 11

Now, with that short introduction of the subject, Mr. Chairman
and gentlemen of the committee, and with the request that T be held
over until after our national commander speaks, if there are any
questions you wish to ask me, I desire at this time to present to you
the national commander of the American Legion, Harry W. Colmery,
who will speak at length on this legislative proposal.

1 thank you very much. :

The Casammaxn. Mr. Colmery, we will be delighted to hear from
you, sir.

STATEMENT OF HARRY W. COLMERY, NATIONAL COMMANDER,
ANERICAN LEGION

Mr. Cousery. Mr. Chairman and gentlemen of the House Milita
Affairs Committee, there would have to be a reason in my min
satisfactory to myself to ask your indulgence for any time upon this
bill, in the light of the fact that this committee, as such, and a ma-
jority of its personnel have apparently, over a long period of time,
given great study and thought and investigation and research to the
problems which surround t%xis type and character of legislation.

At the outset, I want to recognize, on behalf of the Legion, &
debt of gratitude to those of you who have been interested in it and
to state Eabliciy what I believe to be a fact, that as Representa-
tives in the Congress and as citizens in the Republic you are just as
sincers and just as interested and just as devoted and just as de-
sirous to accomplish something which might effect a basis for per-
manent peace and equsalize, if possible, the burdens of war, as those
of us who, for the time being, might be more active than vou in the
field of a voluntary organization, such as the American Legion or
any other veterans’ organization. Were it not for the fact, in the
light of that background, that this is something that the Legion has
been so sincerely Interested in over a long period of time, 1 would
not oceupy any fime before your committee. But I am not so sure
but what the men of the Legion had been thinking of this bill before
it was conceived in this type of legislation; that even as they saw
service, equipped and fit for fighting, mobilized to serve the country,
vet without modern weapons such as machine guns, rifles, tanks, air-
planes, and so forth, facing a situation where a drive was being made
upon Paris, the necessity for immediate action, a force determined
to make a drive before America could be ready many in our ranks
saw that the American Army had to be equipped with the supplies
furnished by the French and the British Governments and we knew:
something was wrong, but we did not know just what it was. And
that has one of the things in the background as we sought to
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enact something, or get some plan which might be a deterrent for
war. In that respect, of course, in the first 1nstance they provided
for the instantaneous mobilization of the resources of the Nation
which, in our judgment. does present the first purpose of the bill, that
is, an active deterrent for future wars,

Then, of course, when the men came home, they found the Nation
in the throes of a period of deflation following an orgy of inflation
and profiteering, with the falling of prices as an aftermath of the
skyrocketing of the prices incident, of course, to the profiteering eta
of the World War. ‘

I do not think we knew just what that was abeut right then; but
it was not long until, in 1921—and we have been with this, as I say,
before then—the Legion appointed a commitiee of able men, who
studied all of the wartime fegisiation of this Governnent and the
experiences of the French, British, German, and Italian Goveru-
ments throughout the World War and brought in, in 1922, a sug-
gested bill which is now, in substance, what you have before you and
what you have been considering, with some modifications as increased
knowledge has given rise to them,

I am interested probably more in some things I have picked up in
the hearings. As ?get this bill and the objections “’]li('{l apparently
were made, there are things in here which znswer most of t{se queries
which were made at the prior hearings.

This bill does certain specific things. When war is declared, or the
existence of an emergency due to the imminence of war is declared,
by -the Congress, exercising, of course, its constitutional powers in
ihat regard, the President, first, is given the aunthority to determine
and publicly proclaim what we call 8 ceiling of prices and make it
unlawful to buy, sell, or otherwise contract for any article, service,
or thing at a higher rate, rent, price, commission, compensation, or
reward than was in effect at a date determined and set forth in such
proclamation.

Secondly, the further power as to those things as to which a procla-
mation is made, to adjust those prices either upward or downward
as in his discretion the situation requires.

Thirdly, in section 8, a double-barreled provision, to draft into the
military service—the word “military” has been written in, I take it
to answer the queries as to whether or not the power to draft would
constitute 8 conseription of labor—te draft into the military service
of the United States such members of the unorganized militia be-
tween the ages of 21 and 31 as he may deem necessary.

Then this power, which seems not to have been in the bill—at leaus,
as I gather from some of the hearings which I have gone through—
the power to determine and publicly proclaim from tinie to time the
material resources, indusirial organization, and public services over
which Government control, including requisitioning materials for use
or resale by the Government, shall then be necessary, and to ereate
the agencies for the purpose. That, of course, is the necessary power
to carry out the slogan which the Legion adopted in this connection
of “Equal service for sll and special privilege and profit for none”,
by making it ible, by legislative fiat, to declare what might be
called to the defense of the country in addition to calling the man-

power.
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Then in section 4 there seems now to be inserted something as to
which there was some query in prior hearings—the determination of
those who should be registered among those engaged in the manage-
ment or control of any industrial or manufacturing establishment
designated by him, and then to bring into the service of the country
as citizens, for the duration of the war, such registered persons under
such rules and regulations as the President may prescribe.

Then the power in section 5, to determine the classes of the groups
designated which should be Heensed.

In the sixth section, to determine the orders and priorities.

In the seventh, to create and designate the agencies, boards, or
efmmissions necessary to carry out and accomplish the purposes of
the aect,

And over in section 9§, the provision which seems to answer the
objections made throughont the greater part of the last hearings,
because there was no provision in the original bill which would cap-
ture excess profits and, therefore, this is meant, as I take if. to answer
the objection that the bill, after all, did not take the profits out of
war. I notice in the final analysis, in some of the hearings, some of
the gentlemen got back to some original statemenis made in the
original record that probably the Government could not take over
business and industry in the time of a national crisis and do it con-
stitutionally; and as T have read the record very cursorily I noted
that seemed to end the argument and the discussion, not only with
some of the witnesses, but some of the members of the committes and
the Members of Congress when such a statement was made.

May I respectfully call your attention to this fact—and these are
not ideas of my own; T have, in times past, conferred with some
whom I think are rather eminent lawyers in this Nation—first, as
to the power of the Government to fix prices of those things which
the Government must buy. There is no gquestion whatsoever as to
the power, long since determined, back in the case of KoAl v. Mary-
land (94 U. 8.), where it was held, in connection with the necessit
of the Government, having the power of eminent domain, to buil
naval bases, post ofiiees, arsenals, and everything else, that the Gov-
ernment, as a government, could not be at the whim of a private
citizen in the carrying out of any governmental function. Of eourse,
the Constitution lodges in the Federal Government the power and
males it its duty to provide for the common defense and to carry
on war and provide and maintain an Army and to provide and
maintain a Navy. .

But when we get into the field as to whether or not the Govern-
ment has the power to fixthe Frices of those things which the civilian
population shall buy, then, of course, there are otlier subjects which
necessarily command consideration,

The Legion, from the ineeption, although others have not followed
this same line of ressoning, has been interested in eliminating
profiteering, but preserving, as I understand if, the normal profit
system of America, starting with the basis that when you take the
voung American boy, provide him with his clothing and his shelter
and pay him some compensation at least, that, if you are to take
business and finence and industry and capital, then the same prin-
ciple would be carried over in connection with this type of legisla-
tion. The Legion cduld not do otherwise, may I state, under the
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preamble to its constitution, dedicated, as I understand it, to the
ideals and principles of America, unless it did preserve the sanetity
of private property and protect the freedom and the obligation of
contract within the scheme of our constitutional democracy. But the
effort has been directed at excess and abnormal profits, and the
elimination of all profiteering, and I shall mention those later as
a justification in connection with the power to do this very thing.

As to that power, when you get into whether or not you can trke
all the property, either by regulatory effort or by some other means,
with all due respect to those who think a constitutional amendment
is necessary, I will say, without fear of successful contradiction, that
in the light of the decisions of the courts of this country, and the
principles of what is fair and just, there is no necessity for a con-
stitutional amendment and that the power is in the American Con-
gress to do this very thing. Going back to the case of McCullough
v. Maryland, where it was determined that where the Congress is
given a power—in this instance to carry on a war—it has some dis-
cretion as to the means which shall be used to effect the sccomplish-
ment of that power. And there, in that opinion by Chief Justice
Marshall, it was said, and which has long since then been law and—
ending the struggle of those who for 30 or 40 years were cantending
for a %ibersl ang those contending for a conservative construction o
the Constitution—that if the end was legitimata and within the
power conferred by the Constitution on the Congress, then any meana
reasonably adapted to that end was properly within the power

ted by the Constitution and would not constitute an invasion of
the rights of the individual citizen.

So, then, we get to this question as to whether or not the fixing
of prices of the things which the civilian population must buy s
reasonably adapted to the successful accomplishiment and winning of
a war. 1 think the Supreme Court of the United States has deter-
mined it long since. And, by the way, this is one of the reasons
which you probably should bear in mind, if that statement is cor-
rect, for the drafting of & general bill, that in the light of decisions
of the Supreme Court of the United States there is quite a full power
vested in the American Congress in a lot of those cases and if you

to getting too much into details, you will be restricting, possibly,
ﬁge plenary power that the American Congress has in connection
with the exercise of its war powers. If back in the selective draft
cases they could say the American boy could be sent to foreign shorea,
and put in uniform, snd his wages determined for him, and he be
deprived of his constitutional rights of freedom of speech and trial
by jury, and in the Block v. Hirsh case vou could regulate ren
because of the emergency of war, in the District of Columbia, an
if under the Adamsoen law, st the same time, you could fix the wages
of employees on the American railroads; if in the face of decisions
that said that even though they have the power to regulate public
utilities, yet that did not give the Government the right of manage.
ment and yet the court held, in the time of the World War, that the
Government could take over the operation and control of the entire
telephone and telegraph systems of America; if in the Mcintosk care
they have said a man could be denied his citizenship if he refusel
to take an oath to bear arms in defense of the Nation, something
like that ; and they said there in time of war you could deny freedom
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of speech, freedom of the press, you can requisition ships, comman-
deer materials, you can fix the prices of food and the other necessi-
ties of life, it {ooks quite well as though maybe the decisions of the
courts have already established that power.

But even if they have not, may I make this suggestion to you, that
proceeding on the Legion plan, which has been to fix a ceiling—not.
to freeze s price, but to fix a ceiling which would preserve a normal
profit—then thers is not involved the question as to whether or not
there is a confiscation of property without due process of the law.
The only question that is involved is in connection with the inter-
ference of freedom of contract—whether, if I am running a grocery
store, I can sell my bread for 10 cents or 7 cents, or sell a pair of
shoes for $3.50 instead of $3. That is the only constitutional question
invqlveddwhen you get into the theory which the Legion has always

resented.

P That brings up something which T have found few people have
seemed to have given much thought to, yet it is just an tK& story
of the constant strugele between ii%erty in this country and the exer-
gise of authority; when “liberty” to do what I want to bring about
the greatest degree of comfort and happiness to myself must be re-
strained now and then so that I do not step on the toes of you gen-
tlemen. That is where the exercise of authority comes in to restrain
my liberty. So in finding out whether or not there is the power in
the Congress to restrain this freedom of contract, what is paramount
is whether or not the individual rights of business, industry, and of
freedom of contract shall give way to the public good and whether
ur not the Congress, exercising its discretion, can, i the light of all
the circumstances, have reasonable ground to say that the public
good is paramount to the individual property right of the American
eitizen.

And there are ample reasons why that can be justified es & matter
of constitntiopal law. In the first place, it is manifestly fair and
just, as ¥ suggested a bit ago, war is a community effort, a partner-
ship enterprise. The best army in the world would be mmpotent in
30 days without the complete cooperaticn of the large army behind
it. It takes the farmer growing the raw product, the manufacturer

rocessing, the distributor distributing, the retailer selling, the

anker, financier, and everybody acting together to protect the Na-
tion’s integrity and defend it in time of war. The same power, of
course, that can take the American boy and take him away from his
home and his family, as I said a bit ago, and deprive him of his
constitutional rights of freedom of speech and trial by jury, fix the
wages at which ﬁe shall serve, call upon him to face death, certainly
from the standpoint of American principles of fairness and justice,
can say to other groups of the American citizenry and property that
they must serve equally in defense of the Nation’s integrity in time
of national crisis.

Secondly, as another justification, the needs have already been
established in the history of the World War; because, at the close
of it, we were doing that very thing. And I think it was pointed out
in your hearings last year, somebody put inte the record the various
types of legislation which you had had, where the power was granted
to fix and control prices, because it hiad been demonstrated it was
absolutely necessary to do so.
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Something like this would be enacted, no doubt, at the beginning of a -
war. 1 think that 3t is better o study this de iherstely in peace time
than to do something hurriedly on the ontbresk of war. )

Mr, Maverick. What T have in mind is this: In Europe Mr. Hitler
is arming to the teeth, and they have real honest-to-God militariam
over there. We all agree on that, and we all understand that. I was
wondering from an international viewpoint, in view of the fact that
we can pat this legislation into effect, if a war starts, within 2 wee
whether it would be psychologically advissble at this time, a
whether it is really necessary to pass iegisiaticn.

General Jorwsox. Is it psychologically advisable? 1 do not see
how this could be rded as a hostile move on our part, or putting
& chip on our shoulder. I do not think so, because it is purely de-
fensive. It just gives the authority to do things when war comes.
It does not. start anything in motion. It merely lays down a plan
for industrial mobilization in case trouble comes, as I understand it,
I regard the passage of the bill as advisable.

The Cramman, Is not this true, too, General, that not only if you
Pass it now you can do it with more confidence and more deliberation
and not subject to the heat and passion of a war, but that if you wait
until after war is declared there would necessarily be some delay
about the passage of any legislation? Things would get more or less
out of range and get out of hand, and prices would skyrocket and
everything ¢ disrupted in such a way that when you do
your legisl it would be imglmssible to do what you could do if
vour legislation were passed at this fime?

General Joaxson. That is absolutely true, and another thing—
if you wait to do this until the heat of hostilities, you do not know
what crezy things will be tacked on here without proper consid-
sration.

The CrapMan. So, undoubtedly, wisdom dictates that Congress
pass it at this time?

General Jomwson, AR I am afraid of is that even now we may
get something tacked on here to make it teo inflexible.

The Crmatruax. Insofar as possible, if we have to have a war, we
want to mobilize all of the economic strength of the country, and in
mobilization of that economie strength we want to do it, just as much
as ible, as we have it in times of peace?

(l;zizmi Jonwson. Yes. Auother point that is highly important
i8 this: That one of the greatest troubles about modern war is the
inflation of prices which ruins the civilian commumity. You lave
provisions in here to prevent that. That happens sometimes very
rapidly upon the omtbreak of war. As a matter of fact, vou have
quite a resl inflation of prices right now in some commodities due
to preparation for war in Europe.

Mr. Axperson. General, you were 8 member of the War Industries
Board during the World “;ar, were you notd

General Jounsox. Yes, sir.

Mr. Axpersox. At that time your board had guite a little power,

did it not

Goneral Jomwsox, Yes, sir; it evolved for itself & lot of power,

Mr. Axoersox. It was not limited?

General Jorxson, You say our power was not limited?

Mr. Axperson. Yes,



TAKING THE PROFITS DUT OF WAR 157

* General JornsoN., We used all the power we thought we needed.

Mr. Anpersox. General, can you give us this information? Can
yvou show wherein this bill gives the same board during wartime
more power than it had during the last war?

General Joanson., No; I do not think it gives it any more power,
but the same power more clearly defined.

Mr, AnpersoN. What is your construction of the language on page
4, General?

General Joanson. As I told you, I am not intimately familiar
with the language of this bill. 1 have read it several times, but not
recently.

Mr. AnpersoN. What is your construction of the language on page
4, the first line, section 6: “During the period of any war or emer-
gency.” What is your construction of the word “emergency” there?
~ General Joanson. Well, T should think, just as a matter of statu-
tory interpretation, that “emergency”, as used in connection with
the word ®*war”, means an emergency in the nature of war. I would
say thaf if there were any doubt about that it ought to be cleared
up. I do not think you ought fo write an act which will permit
this kind of thing to be done apart from the pendency or the actual
fmminence of war,

Mr, Wircox. We ought to call the General’s attention to the first
section of the bill in that connection,

The Cxateman. Yes, General; line 3, on the first page.

Mr. Wrcox. Yes. “Or the existence of an emergency due to the
imminence of war.” 1 think they cught to be construed or read
together.

General Joanson. Of course, putting the words “due fo the immi-
nence of war” in one place and Ieaving ihem out in another might
result. in a construction that the omission in the second place wus
sipnificant and intended other than & war emergency.
ﬂgﬁr. Dorsey, OF course, we have congidered that, and we under-
stand that “due to the imminence of war” will be added in all other
sections.

The Crarrman. Certainly, as the general said, the language will
be made more specifie.

General Jorwsox. If it is not clear, it ought te be made clear.

Mr, AxpersoN. General, we have had some witnesses before the
cominittee who have diseussed the subject as to whether or not cer-
tain classes of labor should be exempt from conscription such as
railroad conductors and trainmen, that they should be exempted
from conseription. What is your viewpoint on that?

(General JouwsoN. There has been a great deal of argument on
that. I have very definite views on it that a lot of people do not
have. I do not understand that anybody has advocated that some
class of Iabor be excused by a blanket class exemption. The only
case of that kind we had during the World War was the Emergency
Fleet Corporation and the Shipping Board, If anybody was in
there they were deferred from the draft just as leng as they re-
mained there. That class exemption proved to be the prinecipal
error of the draft. All of the slackers in the country went in there,
That proved that any blanket labor exemption is wrong. ‘The argu-
ment, however, centers around a different thing.
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Third, is the very necessity of protecting the Ametican people from
exploitation. Ofdlnarilgv we rely upon the rules of competition and
governmental restraint by law; but, in time of war, the Inws of sup-
ply and demand are thrown completely out of kilter. You cannot
take four and & half million men of the best young manhood be-
tween 19 and 81 out of this country and take them out, largely, frem

ainful occupations, without decreasing the supply of labor. The
§eﬁmnd goes on ; the demand is intensified, as it way in this last war,
and food, rents, clothing, prices ull become skyrocketed and the peo-
ple are the victims of profiteers and extortionists. And that in itself
1s s sufficient reason, from the standpoint of the public good, to
justify the exerciss of this power as a mesns of protecting the publie
by the American Con .

Then, getting a }ittia personzal, rising cut of the World War, an.
other very pertinent reason is that if you take a boy and pay him
$30 a month and then take $15 of it away for his wife and lhis chil-
dren, and you pay him in dollars that are worth 100 cents and ask
him to mamntain his wife and his family in dollars that, by letting
the prices skyrocket, are only worth 50 cents, there is an element of
protection there from the standpoint of which Congress is justified
in making an approach.

Not only that, but probably the greatest factor in maintaining sn
army is the establishment and maintenance of a proper morale. The
best way to destroy a soldier’s morale, particularly if he is on a for-
eign shore or any place, is for him to feel that his wife and his de-
pendents are suffermg by reason of failure to have proper sustenance;
which, of course, would be brought sbout by his wage remaining con-
stant and prices skyrocketing so that they do not hiave enough money
to buy things to eat.

Then there is that probably about which so much has been said but
not exactly in those terms, when you speak about 22,000 millionaires
who were created and the few who rose to their greatness upon the
country’s ruin. War never increases a nation’s resources; it decreases
them. Those individuzls and those groups who achieve great finan-
cial independence, if the country’s wealth is not increased, neceswarily
do it at the expense of the great masses of the people. In my judg.
ment, thut would be a sufficient ground, in ali fairness and justice, on
which Congress could reasonably justify the exercise of this power,
and on any of those grounds, on the principle that the court will not
interfere with the exercise of discretion a legislative body; al-
though there is no question but what there 1s ample reason for justi-
fication of the power to fix the prices of the things which the civilians
will buy, as may be found nece under an enactment of this kind,
and rules and regulations that might be passed either by Congress or
by agencies established by the Chief Executive to carry out the pur-
poses of the act.

I have been around in a pumber of States. May I say to you gen-
tlemen, personally, we are very grateful o many of you who in your
own districts and your own States have, over & period of years, heen
selling, if I may say, your own constituencies upon this type of legia-
lation. I am satisfied in my own mind that the hesitation that there
was on the part of some industrialists, because this was supposed to
be communistic in character, because it departed from the profit
system in America, has been largely allayed. I feel now that many
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of those groups who were suspicious of anything which came from
the veterans’ group as being militaristic and having some bug under
the chip, and as possibly pot being calculated sincerely as a Basis to
preserve to the Nation the blessings of peace—that that attitude to
some extent has subsided a great deal and there are many groups now
who are joining in the effort to have this principle enacted into law,
I have probably been in half of the States of the Union. I have no
guestion in my own mind there is rather a definite demand on the part
of the American people, possibly incited to some extent by the situa-
tion in Europe, for the enactment of legislation of this character—
first, as a deterrent to war by providing for a mobilization not only
of man power, but the business and resources of the Nation and, sec-
ondly, as a basis for & permanent peace, if such is possible, on the
theory that if you take the profit incentive out of war—and there is
a respectful group of people in America who think that the desire for
profit usually hes or is apt to throw a nation into war; and if you
make war mean something definite by way of service and something

rsonal by way of sacrifice to every American citizen, thea you will

ave established something not only for the preservation of peace to -
Ameriea, but, by example, something which if followed by other
civilized nations will effect what all have been striving for for years,
and that 1s something, some key, to open up the door to permanent
eace.

P In closing, may I sugeest to you it is rather interesting to know that
the first act of the Nebraska Legislature was to pass a resolution me-
morializing the Congress to enact into law this Sheppard-Hill bill.
I will not read it; but, with the permission of the Chairman, may I
have it incorporated ?

The Crammax, Without objection, we will put that into the record.

{The resolution referred to 1s as follows:}

Resolution memoralizing the Congress of the United States tp enact inte law the Sheppard-Hill
bill, commoniy called the iiniveras] Service Act, in the interest of workl peace

PREAMRLE

Whereas the existing international sifuation is threatenlng the peace of the
world to such an extent that every Awmerican citizen shonid be interested in
nuy plan which has as its purpese the keeping of America st pence; and

Whereas veterans of the World War who now form the membership of the
American Legion have from their knowiedge of the problems spd condnet of
war evolved a plan kuown as the universal service act, which plan s ap-
proved by nll other veterans' orgunizations and which provides for the draft of
eapital, Industry, man power, and all other resonrces of the countrr, as well as
men to fight, in the event of a national emergency, with equal service for all
and special privilege and profit for none, thereby removing one of the greatest
incentives for war, the profit motive; and

Whereas I is cur belief that In the event of & future war a dollar should
not be held of preater vaine than buman lives or human sufferivg; and

Whereas it will not cost the United States one cent to pluce the universal
serviee Inw on the statute books, and if fortune shonld bliess us and there be no
move wars, ifts enactment will rot affect the life of the Natisn, but should war
vome fhis law wonuld enuble us to meet it promptly and efficiently as a1 nnited
uation in arms: Now, therefore, be it

Resglved by the Lepivieture of the State of Nebraskae in fifty-aecond reguior
legisiative zession asscmbiod: 1 That 1t is the sense of the members of this
legistature that it will militate for the best interests of the United States of
Americn if the Congress shall enact into law without delay S. 25 and H. R.
1854, the Sheppard-Hill bill, commonly knowen as the universal service act,
for the sake of the promotion of world peace.

130976—37-—2
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2. That the clerk of the legislature be directed forthwith ta farward copies
of this resolution, properly authenticated and suitably engromsed, to the Preei.
dent of the United States, to the Vice President of the {'uited Htates aw Pre-
siding Officer of the United States Senate, to the Npesker of the Houme of
Hepresentatives of the United States, and to the United Btates Heostors and
Congresamen representing the Btate of Nebrasks in the Congress in the end thnt
our represeniatives in Washiugton may be speedily advized an to the sentiment
of this legisiature with respect to the lmmediate passage of the universal
service act.

Mr. Coumery. We ask your careful consideration again as you
have always fiven it in the past. I will be very glad to answer any
questions within my limited capacity. I realize in the face of many
of you I am just passing across the stage during 1 vear on & matter
to which you have given careful thought and study for 14 or 15

ears,

d The CramyMaN. Do not you think, Mr. Commander, that legisla-
tion of this character is really a complement to the neutrality legis-
lation; that they ought to go hand in hand togethert

Mr. Cormery. They should go hand in hand; but I would not
like to see measures of that kind put in by way of amendments,

Tillle CrarzmaN. 1 did not mean they ought to go in the same hill
at all.

Mr. CoLmery, Yes.

The CuairMan. I mean do not you think that the demand for neu-
trality legislation will not be fully met unless this legislation also
goes along with it?

Mr. CoLmEry. Yes; I agree with your point, Mr, Chairman.

The Cramrmax. Mr. Taylor emphasized the fact that there was
nothing in this bill that would draft laber as labor, that is, to draft
labor to work in any plant, machine shop, or factory. As you read
and understand andy study the bill, is that your conclusion

Mr. CoLmery. The American Legion has never been interested in
and has always contended that the McSwain bill and now contends
that this bill neither intends to nor does it effect the military con.-
scription of labor.

The Caammax. In any shape, fashion, or form$

Mr. CoLaery. In any shape, fashion, or form,

Mr. Rurnerrorp. Now, Mr. Commander, supposing in the event
of war, industry sat down and labor struck, what is the remedy?

Mr. CoLmery. You mean under this bill#

Bir. Roraerrorp. Under this bill. Are you going to commandeer
labor and say “You have to work at such a price™?

Mr. CoLmzrY. No; we are not commandeering labor at all.

Mr. Ruraerroep. Well, you are setting the price of labor.

Mr. CoLmery. Controlling the management of industry. Now [
take it, just like controlling any other business that might be im-
pressed with a public service, under the same principle which gave
rise to the Adamson law, that if the emergency was sufficient to
create that law, probably under that power to control there would
exist the power to fix a ceiling on the price of wages.

Mr. Rurrerrorp. Suppesing, for instance, labor was not satisfied
with the wages set and refused to work, or industry was not satisfied
with the 5-percent profit and refused to go along and assist, how are
you going to make themt
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Mr. CormEry. Well, under this bill, I think you can make indus-
try ; but under this bill T do pot think you can make labor perform.

Mr. Ruraerrorp. Then why should you take & young man at work
earning $150 or $200 a month and place him in the ranks at $30 a
month, and say to the man who stays home “You can do as you like”?
It seems to me there should be some provision to place upon laber
the same burden to assume their responsibility, as it is for the army
of the Nation to take a man who earns a good salary and put hum
in the ranks at $30 a month?

Mr. CoLmery. Well, there is & little difference. You cannot con-
duct a war by operating as s debating society. There is that differ-
ence between the group of men who are in the combat forces and
the group in the Military Establishment. The Legion has gone on
the theory they have probably a little more confidence than some of
the gentlemen have in the ultimate reaction of the average Ameri-
¢an citizen in mesting his responsibilities in time of & national crisis;
that the American working man did not get exorbitant wages because
he desired to profiteer, and he was not responsible for it; that had
there been a ceiling of prices maintained, so that the price of food,
clothing, shelter, and so forth, had been kept down here, the average
workingman wonld have been content, as a patriotic American citi-
zen, to take a wage consistent with it and maintain the level. We
have gone on that theory. I think there was a great deal of striking.
As ] recall, some one é)ut into the record something about dissentions
among employees and how they were straightened out.

The Cuammax, If I might interrupt the gentleman there, Mz,
Bernard M. Baruch, who was chairman of the War Industries Board
during the World War, made this interesting statement before the
committes 2 years ago, that whereas the idea seemed to prevail among
some people, that labor had profiteered during the war, the idea was
entirely erroneous; that the trouble was that labor’s wages never went
up proportionately to the increase in prices generally.

Mr. Roresrrorp, That is a fact; there is no question about that.

The Cmsmman. Prices during the World War went up on an
average 285 percent and wages increased nothing like proportionately
to that high percentage.

Mr. Dorsey. Mr. s;airma,n, of eourse, a factor that entered in
there, which most of us seem to overlook, was the cost-plus contracts,
Management in many cases had no interest in costs; they were willing
to pay labor as much as they could and pay for material without
questioning prices because the higher their cost went the more profit
accrued to them,

The Crairman. That is true.

Mr. Dorsey. Because of the cost-plus feature, they were not inter-
ested in keeping costs down in many cases.

Mr. May. I want to ask the commander just a few questions, Mr.
Chairman. For the last few days I have been trying to study some
of the constitutional questions involved in this proposal. I have been
very much interested in the very clear statement of the gentleman on
these propositions. I do not know whether you are a lawyer or not;
I imagine you are. . . .

Mr. Cormery. I profess to be. . ,a,,

Mr. Mavy. I would like to suggest at this point just one thing fo you:
In any war, we might say we have two armies, one the combat army
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at the front and the other the industrial army in the rear. The com-
bat army, as you have aiready stated, would become whally impotent
and could not do anything if the army in the rear laid down on them
and did not produce the food, supplies, and cluthing necessary with
the arms and munitions to enable them to fight.

Now, then, in view of the fact that the emergency of war involven
the question of the perpetuity of our Government, under which all
property is preserved, I would like to have your reaction to the
thought embraced inr this one question: Under article I of the Consti-
tution, which creates the legislative department of the Govenunent, in
subsection (8) of that article, it is provided what Congress ran do,
the specific powers delegated to it by the Constitution, among which
is the power to declare and carry on war, Now, then, under section #,
I believe it is, of articls I, is enumerated the things that the Congress
cannot do, of course, in time of peace, and there is a large number of
them. And there is only one in all of that number of the prohibited
powers of Congress to which there is a single exception, and that is the
ane which says that the right to the benefits of the writ of halweas
corpus—which means to take the bady and deprive you of liberty—
shall not be suspended or denied except, and that exception is in case
of invasion or rebellion which involves the public safety. Those two
things, invasion and rebeilion, are in the nature of war; in fact, they
are war.

Now, do you not think it would be an absurdity to conclude that
the Congress that actually has the specific power to declare war should
be precluded by Limitations from successfully prosecuting the wart

Mr. Coumery. Yes; I do. And may I state this to you in that
connection: As I understanad the systein of a constitutional democ-
racy, the first and most solemn obligation placed upon the demoe-
racy is that of national defense, under & plan as you have it in
America—and that was America’s contribution to the science of
government—of & government set up to foster, promote, and preserve
the life, the liberty, and the happiness of the individual citizen.
Now, a government cannot do that and render that protection, o8
was said, for the protection of which rights gnvernments are insti-
tutions among men, unless it maintains itself in that adequate
strength. So that the power of national defense is greater; it is
the power of self-sustenance and self-determination. It is, rather
the greatest and most solemn obligation imposed upon the F ederal
Government by the Constitution.

Mr. Max. In the celebrated case of Helullough v. Maryland, ro
which you refer, in which Chief Justice John Marshail laid down
what we might call into action the implied rule that Congress pos-
sesses the inherent power necessary to accomplish the main chjective,
do not you think that that case, taken with the late cases involving
the question of condemnation of property by the Federal Govern-
ment during the World War, and the fixing of prices of labor, or of
w under the easeé construing the Adamson law, that it is definite
and clear and settled that the Congress does have this power that we
are trying to apply in thig legislation?

Mr. CoLmeny. That is the position I take, Mr, May.

The CHATRMAK. Are there any other questions, gentlement?

Mr. Faoots. In that connection, Mr. Chairman, I would like to ask
the commander this guestion, in order to get his opinion clear on
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that matter: Then you do not believe that the power of Congress to
provide for the common defense is in any way fimited by the taxing
clause that precedes it? .

Mr. CoLmery. By the taxing clanse?

Mr. Fappis. Yes; in paragraph 1 of section 8, article I, of the
Constitution.

Mr. Cormery, I would like to look at that before I answer that
question. I will say this to you generslly, though, following up
what T said to Mr. May, that the or§§ way a demoeratic government
can maintain its strength is for the individual citizen, no matter in
what capacity, to render any service that the majority, under & demo-
eratic form of government, determine is necessary to preserve the
Government. That means any kind of governmental service that
Congress determines, whether it be the paying of taxes, bearing
arms in defense of the Nation or anything else. And no group has
a right to arrogate to itsel for reasons——

Mr. Faoprs, What 1 mean was——

Mr. Cormeny. I think those 2re fundamental; because, unless you
concede those principles, there is not any such thing as a democracy
and eannct be,

Mr. Fappia. What 1 wish to arrive at is that the courts have held
the power-of Congress in enacting legislation to provide for the gen-
era] welfare is limited; they have held that they are only able to
enact laws to provide for the general welfare because they are em-
powered with the power to tax to provide for the general welfare.
Then if the courts hold that, in that instance, is not there a danger
there that at some time they will hold the same in respect to the
common defense laws? It is conceivable that they might?

Mr. Cormery. I do not get it that that is invelved, Mr. Faddis.
The only thing you have involved here is ‘the possibility of due
process of law, the confiscation of private property, or the freedom
of contract, and there you get into the interpretation of “dus
process”, which, as you recall, the court has never broadly defined
but always defines it in the light of existing conditions. And, o
course, the circumstances of war weuld be a most compelling circam-
stance to be taken intc consideration when you determine it at that
fime.

Mr, Mav. The fact of the matter is, the Supreme Court has never
failed to determine it in favor of the power of Congress in time
of war. Is not that true?

Mr. Coimery. That is right. They have held in the Nebraskia
case, not so long ago, that a law that might be unconstitutional now,
later, by changed circumstances, would be constitutional. -

Mr. ggmms. Then the power is only limited by the bounds of
Teason in case of war, under the common defense clause?

Mr. CoLmery. That is my judgment about it, sir.

Mr. Faopis. That is mine, also.

The CHaArRMAN. Are there any further questions, gentlement

Mr. May. Mr. Chairman, I would like to ask oune other question.

On this question of the power of the Congress, or the President,
to mobilize and require the laborers of this country to perform, 1
think you will find in the hearings of the last Congress, when we
had this bill under consideration—or this proposition under con-
sideration—that there is printed in the hearings a good many pages
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of what is called the Code of Ethics of Organized. Labor, put in
there by some labor representative. They take the pusition that
the record of our history shows that Iabor has never caused trouble
mn time of war and that it would be unfair to conscript laber into
the service of industry even in time of war.

Now, let us assume the worst possible situation—that of an actual
invasion by a foreign foe, our cities being bombed from the air,
and the American Government out of steel and the products of steel,
with no ability to get them except from the United States Steel
Corporation and its numerous plants all over this country snd sub.
sidiaries; and let us assume there are 280,000 laborers in the steel

lants of this country and the President of the United States, as

mmander in Chief, would sound an alarm that the Nation was
being overwhelmed—do you think that the Congress could nat pass
an act, or the President, as Commander in Chief, could not compel
the performance of labor, of the fellows in these steel plants, if it
was required to do it under those circumstances? -

Mr. Cormery. I think the power is in Congress. I do not think
it is advisable to exereise it,

Mr. Mavy. I am not suggesting it is advisable; T am just tryving to
say it would defeat the whole purpose if Congress did not have that

wer,

Mr. CoLuery. I think the power exists; yes, sir: but I think vou
get better serviee out of your industrial organizations of America
where your artisans and mechanics and people with & given bent
toward 8 special line of work are maintamec{‘ in that line of work,
as against those who have to go in and carry a pack and rifle and

t into something new. ¥ think yon get better results if you have
them go along in the ordinary activities,

Mr. May. In the Wotld War there was skilled Iabor of the United
States in all of the front trenches; iz not that troef

Mr. Coruery. There was. That is the reason the Legion has been
opgosed to disturbing it in time of emergency.

Ir. May. Let me make clear that I am not in favor of disturbing
it, either; but I am trying to point out the powers of the Congress
by this imminent situation I have stressed here. by saying if we
did not have that power, not saying we are going to exercise it,
we would be impotent ourselves to carry on the war,

Mr, CoLmery. Mr. May, if war comes, the homes, the lives, the
property, the ideals, and the principles that have made it possible
for 130,000,000 peoFie to live in comfort and happiness are all at
stake. It means self-preservation, and I doubt if there is anything
under this Constitution that the éongrees cannot do, if it wanta to
de it, if a war is declared.

Mr, Axpeewa. Mr. Chairman, I would like to ask a gquestion,

Assume this bill, substantially in the form it is now, is passed
and signed by the President, the main benefit, we will say, over &

" period of years—we all hope there is never going to be war—would
grthe effect it would have on public opinion. not that correct?

Mr. CoLxzry. That is both here and abroad?

Mr. ANprEws, Yes.

Mr. CoLuery. Yes, sir.

Mr. Axpaewa. Now, coming down to the effect—you probably know
the bill better than I do—it seems to me the whole bill is in section
2: and if there was 8 war section 2 would give the President the power
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over every other section in that bill; is not that correct, as affecting
the price of labor, as affecting section 9, in the amount of the profits or
excess profits?

Mr. gomﬂ-mr. It invades every other provision in the bill, in sub-
stance.

Mr. Axprews, In other words, this bill is to serve as a skelton
scheme, as a sort of constitution, for taking profits out of war which
would guide the then President. Is not that itruet

Mr. CoLsewy. That is right.

Mr. Axprews. But under section 2 he could go ahead and do any-
thing he wants. Is not that correct?

Mr. CoruEery. Oh, no. Under the power fo regulate prices and
adjust them, he cannot regulate xnateriaﬁs or Tesources. .

Mr. AxprEws. You can adjust them either up or down. He is
authorized to make and pui)lic{y proelaim such adjustment; and such
adjustment shall have the full force and effect under this statute of
such price, rent, rate, commission, compensation, or reward before
such adjustment.

Now, look over in section 9. I think we are all in general agree-
ment on the ideas and principles of the measure, but it seems to me,
of course, we have not defined the labor element, which was touched
on by Mr. Taylor in his talk and which brought out that amendment
offered by Mr. Connery last year; but getting into section 9, let us
assume a company that has been making gyroscopes for 3 years, or
some new type of radio, or somethiﬁisor other, has consistently lost
money foer 3 years and owes the banks, and one thing and another;
what does “income” under that section mean?

Mr. Corxzery. I thought that was protected by giving aunthority to
make proper adjustments for capital expenditures for war purposes.
It might be well to say “capital expenditures or losses.”

Mr. Axprews. 1 am merely asklng: Do you think it might be ad-
visable to put in some general classification there that would give the
President a basis of going along in the thing?

Mr. Scuaerm, I do not understand what is meant by “income”,
whether that is grose or net. It is not clear to me at all.

Mr. Axorews. I think it is very indefinite, the whole section, It
says “capital expenditures for war purposes.” Well, a company
might have expended a good deal of capifal in the last 3 years for
10 war purposes whatever. I am just wondering whether or not that
might not be clarified and some sliding scale or formula included
there which would be a guide for the President of the United States
operating under section 2. —~

Mr. Coruery. I take it the;;é)roh&hly whoever drew that had in
mind when war was precipitated and there was a necessity to manu-
facture something and somebody was asked to do it and they make a
capital investment in plant, and do it for that purpose, that probably
should be taken into consideration in calculating what their increased
income had been. You did point out an example of losses which
probably might alsc well be taken into consideration.

The CramMAN, Are there any further questions?

Mr. May. I have this one question I want to ask: Suppose, as you
suggested, that war is declared today and in the few years past some
particular coms}i}any that is meking war materials had continually
and continuousiy lost money, heavily lost it, ought there not to be
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some provision in here, and does not in fact section 2 authorize the
President to adjust those very things? '

Mr. Mernrrr. Does the word “expenditures” mean if & man makes
up a balance sheet of whatever the expenditures may be, if it shows &
loss, that condition is taken into consideration{

Mr. May. That word is “expenditures” in section DY

Mr. Merrirt. In section 9. It is not going to make the expendi-
tures up to show a loss, It would be bad boukkeeping fuor any cor-
poration to show a loss in making up a balance sheet o exiw;uiltuws.

Mr. ScaaeFer. Would not that be a question, primanily, for the
Way?s and Means Committee, Mr. Chairman, in the matter of taxa-
tion

The Cramman, It would.

Mr. CrasoxN. Suppose & lot of people desl only in human labor,
and taking specifically the steel mdustry, and now along comes a
war and it puts on thousands of employees, perhaps, all ever the
country; but it does not have a lot of expenditures for new eapital
investment, for it happens to have a lot of material on hand—if you
only allowed him to keep 5 percent of all income in excess of the
average he has received for 8 years prior thereto, you are making
that man do a tremendous amount of business without & com-
mensurate return, as I see it,

The Cr{irman, ] will say to the gentleman that Mr, Taylor sug-
gested, in the first instance, that language is the existing language
taken from the report of the War Policies Commission. I am rather
Inclined to think that language has to be amplified and perhaps made
more detailed.

Mr. Cormery. I have this general thought, Mr. Chairman, in con-
nection with that. In the light of the fact the legislution has been
pending so long, that this is one of those cases where exact justice
mn many instances will have to give way to the practical eonsidera-
tions, and we leave it with the committee and the Congress, without
too much pride of authorship, to change that; and, if 3 years is not,
right, maybe 5 yvears is. I mean we are not sticking on any detail
{i e that. What we would like to have is the principle enacted into

aw,

The Cramrmax. So far as the details are coucerned, you are willing
to leave that to this committee to work out?

Mr. Coumery. Certainly.

The Caamrmanx. What you are interested in, as you say, are the
great fundamental principles embodied in the legislation?

Mr. CoLmrzy. Yes.

Mr. THoMasoN. Aré we to understand that wages are included
in section 2%

Mr. CrasoN, And the same as section 8, too.

Mr. Tromason. That is, whether or not wages are included in
either compensation or reward.

Mr. Cormery. With the inclusion of the word “service”, as indi-
cated by Mr. Taylor, in section 1, for the express purpose of covering
wages, then of course section 2 would cover wages.

Mr. THomason. If you grant the President the right to fix wages,
then you invade this field of labor sbout which we had quite a
bit of discussion at the beginning of the hearings. Then what do
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you say about drafting labor? If you are going to fix wages, you are
drafting labor, in effect, are you not#?

Mr. Couperz. No. Fixing s ceiling for wages does not draft any-
body to work, )

Mr, Tromason. I am seeking information, beeause that is a pretty
big field, and you have some contradictions there. ) .

r. CoLmery. Unless you keep your prices on a parity with wages,
then you have not accomplished anything. . )

Mr., Faoois, You realize, then, that the dollar is only a commodity
the same as s pound of coffest

Mr. CoLMERY. Yes.

Mr. Fappis. And the value of your dollar is fixed by the value of
whatever eommodity you purchase with it. .

Mr. Cormery. Yes, sir.

Mr. Crasow. Mr, Chairman, what would you say in the ease of a
man who had been emploved on one job of a different type at per-
haps $20 a week, and then he is suddenly called into some big plant,
perhaps a shipbuilding plant, perhaps the plant of some manufac-
turer, and gets the prevailing wage there of $40 a week? When we
come to section 9, if that is applicable to his income, he will only be
able to keep 5 percent of this increase of $20 a week, or to keep only
a doller a week, while another man, working right alongside of him
at the bench, is going to be able to keep the whole $40 because he
happened af the outset to have a job in that particular plant?

Mr. Axprews, Section 9 does not apply to the individual; it only
applies to the corporation.

Mr. Crason. Where is that ¢

Mr. Axprews. That is not clear.

The Cramman. 1 am snre that was the thought of the War Pola-
cies Commission, to apply it. as the gentleman from New York, Mr.
Andrews, said, not to the individual, but to corporate groups.

Mr. Tromason. But it don’t say so.

Mr. Coruery. Unless the report of the War Policies Commission
said that is what it meant, I will state, frankly, I do not believe you
c&ub tell whether it applies to individual incomes, corporate ineomes,
or both,

Mr. Troaasox. It looks like it applies to both.

Mr, Coumery. It looks like it applies to both.

Mr, Crason. The word “corporation® is not in the bill at all.

The CrHarMAN. Are there any other questions, or anything fur-
ther you want to say?

Colonel Tavwor. Just this as a practical suggestion: This bill,
when it passed the House two sessions ago, went to the Senate and
was referred to the Senate Munitions Investigating Committes, after
which it was reported back to the Senate and then rereferred to the
Senate Military Affairs Committee and rereferred to the Senate Fi-
nance Committee. It went over there an S8-page bill; it came back
2 218-page bill. What the national commander has been talking about
is & statement of principles that is embodied in this bill. It took the
Senate Finance d)nnmittee 1 full year to consider it, and was finally
reported last session, on June 10—of course, too late to be enacted
at that session. . And so, what the national conrmander is desirons of is
that a short bill that expresses the principles involved shall come
out of this committee, as it did two sessions ago.
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In the Senate now it has been introduced by Senator Sheppard,
chairman of the Senate Military Affairs Committee, so that at this
time, when it leaves the House, it will go to the Senate Military
Affairs Committee,

We are hopeful it shall be & short bill expressing principles, so that
we can take it up expeditiously. Therefore we are hopeful that it
shall receive the early consideration of your committee and that it
can be acted upon early in the session of Con .

I desire to express the appreciation of the national commander and
the Legion for the generous courtesy that you gentlemen have ex.
tended to us this morning,

The CHamrMaN. We want to thank the national commander and
to thank you,Mr. Taylor, for coming this morning and making your
presentation. We are very happy indeed to have had you,

Mr. Fapps. Mr. Chairman, f) Kave just one question,

Mr. Taylor, I believe it is also your hope and the hope of the na-
tional commander, and the hope of the American Legion, that section
9 in the end shall not be so twisted around and complicated as to
provide a loophole for the profiteers to escape throuph,

Colonel Tavior. We have full confidence that the Congress itself
will so word that seetion that it will cover every single detail.

The CramMan. We appreciate your confidence.

Mr. TroMasoN. You gentlemen do not want a bill like it passed the
House last time, do vou?

Colonel Taxior. Not as it passed the House; as it was favorably
reported to the Congress,

r. TromasoN, You would rather have none than to have the bill
asit d the House?

Colonel Tavior. I would not say that. We want the legislation.

The Coamuman, We are very much obliged to you for your excel-
lent presentation and thank you for coming. .

{The committee thereupon went into executive session, at the con-

clusion of which an adjournment was taken to Thursday, Jan. 28,
1837, 2t 10:30 a. m.)
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THEURSDAY, JANUARY 28, 1837

House oF REPRESENTATIVES,
Commrrree ON MILITARY AFFAIRS,
Washington, D, C.

The committee met at 10:30 a. m., Hon. Lister Hill (chairmagn)
presiding, o

The (,gmmax. The committee will kindly come fo order. We
are continuing the hearing this morning on H. R. 1954, a bill to take
the profits out of war,

‘e are very fortunate this morning in having with us, as our
witness, Mr. Bernard M. Baruch—I won’t say of “New York”; be-
cause he is from South Carolina as well as from New York; in fact,
he is a citizen of the whole Nation.

As you gentlemen recall, Mr. Baruch was the chairman of the War
Industries Board, appointed by President Wilson, during the World
War. It can be saig, without any exaggeration, that there is no
man in the country who has given more time, or more thought, to
the subject of taking the profits out of war than has Mr. Baruch,
He is generally considered, among those who have studied this snbject,
to be the outstanding authority in the country on the subject. I
recall as far back as 1924 he appeared before this committes and
made & most enlightening statement. When the War Policies Com-
mission was set up, Mr, Baruch was the chief reliance and the chief
guide of that Commission. He has written a number of articles on
the subject. As I say, he has given of his time, of his personal for-
tune, of his efforts to see if we could not write this legislation into
law and put an end to what we term “profiteering” in time of war.

Mr. Baruch is an illustration of the fact that & man may be a
man of affluence and still be & patriot, and certainly we are delighted
{0 have him here this morning. .

Mr. Baruch, please tell us sbout H. R. 1954 snd anything you
may think of about the general subject covered by the bill.

STATEMENT OF BERNARD H. BARUCH

S Mré Barucr, Mr. Chairman, I presume H. R. 1954 is the same as
. 25

The Crammaxy. That is correct, :

Mr. Baruon. Because my notes are written on S. 25.

First let me, Mr. Chairman, thank you for the very kind remarks
you made about me. I would like to take one exception and that i
when you said that I probably had interested myself more and
knew about the subject than any other man. I want to teke exce{p—
tion in a8 good many instances, but particularly in the case of Mr.

23
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McSwain, the previous chairman of this committee, whom I am sure
we all miss ?.O(B;y.

The Cramzman. You and Mr. McSwain worked hand in hand on
the matter.

Mr. Baruca. T think Mr. McSwain, from the beginning, has given
more thought and more intelligent thought to this subject than sny-
body else. 1 do not even except myself.

Now, this bill I approve of in its entirely. becanse it carrics ont or
has within it all of the provisions that are necessary 1o carry out the
prevention of profiteering in time of war and te equalize the burdens
of war and thus provide for the national defense, and promote peace.

In discusstons of war I think there are two phases of it: one that
may not come before this committee. That is to keep out of war by
what we are now pleased to cail “neutrality.”™ The other is the one
which comes before you gentlemen, that is. to be prepared for war if
it comes.

I do not think any neutrality is worth anything except that which
you yourselves can defend and insist upon and imterpret voneself,
Therefore any position we may take on zlmost any suh}'m-t will
depend largely upon our ability to ecarry that inte execntion: but,
above sall, to defend ourselves in case of necessity.

There are two changes that I wonld suggest in reference to this bill.
I should add the word “services™ when you speak of a proclamation
regurding g.)rice rates, and so forth. I do not know why that was left
out, but if you are going to regulate prices and want to keep the
status quo, you must have the price of services in it.

Another item which vou must add to this, it seemns to me, in view
of the fact there is in this bill section ¢ [reading]—

That upon the declaration of war, and during the peried of such emergeney,
there shall be imposed a tax of 95 percent of all ipcome ahove the previons
3-vear average, with proper adjustments for raplizl expenditures for war
purposes by existing or sew industries

In view of that section I think you should add something to this
effect, that you should broaden the base of the income tax and raise still
higher. in case of war, the present rates on incomes, to the point of
what the economists term “diminishing returns”, but what I think we
can better understand by saying, to the point that the taxation on
income, both corporate and personal, shougl) be raised as ligh 2s you
can without stop;)ing the production of things, in order that we can
pay as we go so far as it is possible. That term I first heard u-ed in
this commitiee room by Me. McSwain.

With those additions, gentlemen, I approve the bill most heartaily. 1
am in favor of general legislation like this, leaving the matter to &
continual stady by the varicus departments involved. rather than put-
ting in specific legislation at this time. because study and new dis-
coveries and new methods would necessitate that anyhow. DBut the
bill carries in it all of the powers that, from the experience I had and
the contacts I have had since the war, are necessary.

In the conduct of a war we must not alone have in mind the win-
ning and the fighting of it but what I may term the surviving of it.
By “surviving of it” I mean that the country should be left in a good
economic and social condition. Neither the economic nor social posi-
tion can be good if youn permit a soaring of prices and what we term,
for want of a better name, “profiteering.”
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1 believe that such legislation as this not alone would help to win
the war quicker, because I think it would make people mindful of
what our positions were at home and abroad in case we wanted to
state them regarding our views internationally, but in case of a war
we would be left without the great aftermath from which I think we
are still suffering. I{ might interest you gentlemen to know that T
saw only the other day a statement by a2 man whose name I cannot
recall because it is a foreign name. This was a statement from a
Geneva dispatch of some international study, that the cost of the
depression so far was between 149 billions and 176 billions in 1928
dollars. I do not know what proportion he put down to us, but much
of that could have been avoided if you had had this kind of legislation.

I am sorry I did not prepare any statement, because I thought all
that was wanted of me was to say what I thought of this biil and
then submit myself to such questions as the members of the com-
mittee wanted to put. If you have any other idea in your mind, Mr.
Chairman, I would be glad to follow it.

The CrairMax. Mr. Baruch, I would like to take you back to
section 1 of the bill, which provides for a ceiling, and I want to ask
you to give to the committee & picture, as you see it, of how that
ceiling would operate in the event of war,

Mr. Barvce. The idea of the ceiling was more to protect the
civilian population. The Army and the Navy, or the Shippigf
Board, had the right to commandeer; but, if they commandeered,
that only left the civilian population where they had fo take what
th-y could get, at any price they had to pay for 1t. The declaration
of war would, because of the faet that everyone knows there would
be an enormous demand for all kinds of things, put up the prices of
things. So, in order to avoid that, there was suggestad this idea
of a ceiling which would be the top prices beyond which prices
could not go. ‘That ceiling of prices would be stated by the Presi-
dent of a gate previous to the declaration of war when there was a
fair economic market relationship between things and for services,
goods, rents, and various things of that kind. That will prevent any
further rises and the price-adf] ustment committee would immediately
function for the purpose of moving down whatever prices were
necessary, or moving up those which were necessary. AN prices
would have to bs recommended by this committee and approved
by the President, as was finally done in the World War. But the
a'gject of the price ceiling was to prevent the commencement of s
spiral inflationary movement of all thinfs. '

We found out during the war it would not do just to fix the prices
of a few things; yon had to fix the prices of all things. That is the
reason 1 have asked that you put in “services” here, I oppose and
have opposed and do still oppose the conscription of labor, because
it i1s not necessary. That isno. 1. No. 2 is it would lead to-all kinds
of abuses, and I am afraid that under a wrong direction labor might
lose the rights it has been fighting for perhaps dver the last century.
Bnt I think that “services” of all kinds ought to be included in any
price-ceiling structure.

I do not ﬁnow whether I have made clear what T mean by patting
& ceiling on, and ¢he reason therefor. The reason for putting a
ceiling on was to stop the upward spiralling of prices, more to pro-
tect the civilian population who are living on wages or small in-
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comes, or salaries and would be unable to protect themselves againat
those rising prices.

The Cuamman. So often in speaking of legislation of this char.
acter you hear the word “freezing” nsed. There is nothing about
this bill that would freeze anything, or make anything statici

Mr, Bagrocu. No, That is a very unfortunate expression.

The Cnairmax. It is very unfortunate!

Mr. BarucH. Yes. 1 used it myselif and I am to blame for it.
What I meant was to get a structure above which prices could not
go and they would then be taken in hand for the purpose of adjust-
mﬁ‘them to the needs of the occasion.

he Cnamyan. You say by doing that you would keep prices
down, keep them more or less normal, so to speak. and protect the
civilian population, and that would make the transition }mm a war
- status back to a peace status a comparatively easy one, would it not{

Mr. Barvca. Yes,sir. 1 think tht would have more to do with the
passage from a8 war status to a peace status. It would be easier
with prices down, than it would if prices were up.

The Crairyan. In the bill we have a certain provision here with
reference to licensing certain industries or businesses. I wish you
would go into that a little bit and illustrate the need for that, as
you s"e it from your position as Chairman of the Wear Industries
Board during the war.

Mr, BarvcH. In the Food Administration, they licensed: they
had the power to do that. In the matters I had to deal with, we had
no licensing power and the way we obtained such results as we
eould—and by no means do I claim they were perfect—was done b
a system of priorities. But under this bill, you could license =ll
industries, just as food was licensed during the war. I do not
believe that business should be put under the War Department, any
more than I think the War Department should be put under industry,
I think it is all right to have the power to do all of these things in
this bill; but, as !i!ozzg as you have the right to eommandeer, yon
really do not need that extra power of licensing. But it is well to
have it, in case of any recaleitrants,

The CramumaN. Now ds to the question of priorities, give us 8
little background from your experience as to the need for that during
the World War.

Mr. BarucH. The reasons for priocrity are, first of all, we had to
settle the difference between the various forces of our own, like the
Army and Navy, as to who should get manufacturing facilities and
raw materials first. Then, when they tock all they wanted, there
was not much left for the Allies, or the associated governments, as
we were pleased to call them, and practically nothing for the civilians
who were Jeft to scramble for themselves,

Priority was established for the purpose of giving a thing to that
user who could use it for the quickest winning of the war. %n many
instances in priority, by giving increased transportation or increased
facilities, or further labor employment, it would increase the pro-
duction of a thing. Our priority also would decrease the consump-
tion by cutting off, either entirely or partly, the use of material, or
the use of labor, or the use of transportation. It was necessary in
order to readjust not only the departments, but to see that the depart-
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ments did. not use unnecessarily materials which it did not need at
the moment but which should have gone to the eivilians.

There has been not very much thought given to the civilian pop-
ulation who are at home, except by those who had the practical prob-
lem during the war. That is the reason I bear down on the fact we
ought to have 2 ceiling for ali prices, ought to have priorities to
settle differences between d:lpiar{ments and see that they do not take
things they do not need until they do need them. But “priority” is
of absolute importance and of the greatest importance over every-
thing else in a war—who should have a thing first.

The CeammaNn. Of course, under this bill, the President would
have ample authority to determine that?

Mr. BarucH, Yes, sir.

The Caamman. As the bill is now drafted?

Mr. BarocH. Yes, sir.

The Casmyan. Gentlemen, I should have said in the beginning,
in presenting Mr. Baruch, that he was the chairman of the committee
which President Roosevelt set uf; 2 years ago on this question. Gen.
Hugh Johnson and Gen. Dougias MacArthur, then Chief of Staff,
were the other two members of the committee.

. To make for orderly procedure, I am going down the list of the
committee members and give an opportunity to any member de-
siring to ask questions. Mr. May?

Mr, May. Yes, Mr. Chairman.

Mr. Baruch, as I understand this proposed legislation, it is a
character of legislation that does not become effective or operative
until after the declaration of war?

Mr. BarucH. Until after the declaration of war and Congress
declares it 8s of a8 major importance. A war, for instance, between
this country and a smaller country like Mexice would not require
this necessarily, unless Congress said so. The power still remains
in .the hands of Congress to declare when an emergency exits.

Mr. May. In other words, this legislation would place in the
hands of the President, rather rudely stated, a club with which to
strike whenever the time came?

Mr. BarucH. Yes, sir.

Mr. May. And he would be the judge of when that happened
after either the declaration of war or any emergency of a major
importance

Mr. Basven. Yes, sir,

Mr. May. I was somewhat interested in your references to the sub-
ject of neutrality. As I understand this legislation, it is in the
nature of an aid to neutrality, and the ultimate objective is the pre-
vention of war and the maintenance of peace, as well as the carrying
on of war.

Now, on that subject, I would just like to have, for my own benefit
especially and for that of the committee as well, the benefit of your
judgment and opinion as to where neutrality hooks into this kind of

-a bill and whether or not we are more apt to bring about viclations
of neutral relations by trade than by any other meanst :

Mr. BarucH. As I said before, or as I wanted to say, I think it is
important in 8 world of alarm such as we are in now that this
country should, so far as it is possible, state what its pesition is in
regard to trade and commerce in case of war. But no matter what
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we say, it would not be worth anything if we were not in & position
to enforce it. '

1f, for instance, let us say, in the World War, we were as well
prepared as we are today, and if the world knew we could fight as
they now know we can fight and they know we now can met‘;ilize,
and that we are not just a nation of traders and merchants without
any souls or principles—if they had known that and we were pro-
pared, I do not think Germany would have sunk our ships. nor 1‘0 I
think Gresat Britain would have had her warships outsule of New
York Harbor and held up every American ship that went out to find
out whether the British consul in New York had cleared its papers;
nor do I think England would have stopped our ships in other ways
and rifled our mails, and we would not have had the famous Jacia
case and the other shipping cases. If England and Germany had
known we were reparec{, to fight and we had said *This is our idea
of neutrality”, they would have respected it.

“Neutrality” means so many different things, Mre. May, to so many
different people. I think there is tremendous confusion abont the
word. I have tried to do what I could to clarify it. I think
“peutrality” to the most of ue, to most Americans, 18 an effort to
express a passionate desire for peace and to mind our own business.
That is what we mean when we say that we want to be neutral, Then
when you start in to be neutral, you find it is not so easy to be
neutral, There “ain't” any such ammal as nentrality.

Mr., May. That is just what I want to hear you say, because that
is just what I think.

Ir. Baruca. No matter what positinn you take, you are taking a
position for or against some belligerent. 1 can go inte that if you
want me to.

Mr. Mav. Right there, I would like to ask you this one question:
In our efforts to be neutral, de not you think in the event we under-
took to trade with belligerents during wartime that we ought to
trade with every one of them exactly alike, and in not deing 8o, we
are liable to provoke conflict?

Mr, BarucH. Yes, sir. In regard to that, I can state to you in s
few minutes what my ideas are.

Althongh it is not “neutrality”, but because of its sinister con-
notations, I do not think we ought to be in the business of shipping
lethal instrumentalities—that i3, what we call munitions—to any
belligerent. That is no. 1. No. 2, I would not lend them any money.
No, 3, I would not ship anything to them under cover of and protec-
tion of our flag.

I wonld not go so far as to prevent an American citizen from sail-
ing on or shi;:l[{)mg on a belligerent ship, but he would have to do it
at his own risk and not receive the protection of the flag. I would
not say, to repeat myself, that they cannot do 8o; but I would say:
“If you do do it, you have to do it at your own risk, because you
get all the profits from it, but the flag will not follow you.”

I would go a little further still and say that any belligerent or
anybody can come and get anything they want, provided they pay
for it in our ports “on the barrel head”, and when it leaves our shores
it is not our business. It is not so much the buying and selling of
things that brought us into the war as the shipments leaving our
ports. Then you come to the great question of what a blockade is,

i



TAKING THE PROFITS OUT OF WAR 29

and what is search and seizure, and, above all, what is munitions—
what is contraband of war.

I do not think there is anybody that can tell us what “contreband
of war” is now, under modern conditions, because it is not the Army
and Navy who alone fight these wars; it is the civilian people behind
the lines that have to be taken care of. As I said, I would say, “You
can come and get anything you want.” I would not give up the
right for Americans to travel to or from a neutral country; but
when they are traveling, they would have to with clean hands
and not for the purpose of get,tinf around to the protection of the
United States flag when they traded directly with belligerents.

Of courss, we are giving u}{lsome of the rights that we have here-
tofore maintained, but 1 believe that this 1s a practical way of
keeping out of war. As I said, I would not stop belligerents or
neutrals from coming and %etting what they wanted, becanse if you
did, that is a declaration of war. If, for instance, we got into war
on the Pacific and we had put into effect the stoppage of the ship-
ping of raw materials, how would we feel if England and other
countries said: “Very sorry, but you cannot have any rubber, you
<cannot have any nickel, you cannot have any manganese”; and an-
other country said, “You cannot have sugar” (because we do not
produce snough); or “You cannot have coffee and you cannot have
tea”, and various other t that do not come to my mind =t the
moment? That would be a declaration of war against us, would it
not? We are a nation on wheels, yet we do not produce any rubber.

I think we have to consider all those things. So, taking the ques-
tion by and large, I have always felt the best position on neutrality
is the one I have stated. I do not give it as dietum; I am not the
source of all wisdom: but I think that is the one that is best for us
in the circumstances to meet this desire for peace at any price.

Mr. Max. Going back to the title of this bill, the objective stated
there ends with the phrase “and promote peace.” 1 think that is
important, because this is a measure to keep out of “war, prevent
profiteering in time of war; and I have always believed adequate
preﬁ);iration is the surest guaranty of peace, and in that way we
make our War Department a department of peace rather than &
-department of war. Is not that right?

Mr. BarucH, Yes, sir,

Mr, May. Is not that probably what it ought to bet

Mr. Barocon. -Yes, sir. I you have the power to defend, people
would not “monkey” with you, .

Mr. May. That 1s right. Now, T was impressed very much by
your reference to the economic and social conditions resulting from
any war. I do not want to raise any political issues here, and it iz
not with that intent that I ask this question——

Mr. BarucH, We are still in the majority, Mr. May. [Laughter.]

Mr. Max. Yes; but do not you think that, as & matter of fact, as =
direct consequence of the last great World War, this depression is
one of the disasters resulting from it?

Mr. Barocn. Certzinly, sir.

Mr. Mayx. It eould not have come from anything elss o the extent
it did come, except it was facilitated and ageravated by specnlation
" Mvr, BArucH. And 2ll of the other dislocations that come with war,

130976—87—$§
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Mr, May. Yes; and they are 3o numerous it would take us all day to
name them, if we undertook itt

Mr. Baruca. Yes, sir. )

Mr. May. If I am not mistaken, it was former Secretary of War
Blaker who made substantially the statement here before this com-
mittee on this legislation, I think, 2 years , that the problem of
demobilization of our armies afier the World War was a more diffi-
cult one in reality than the mobilization of the raw recruita that we
took in in the beginning. And I think he stated that this legialn-
tion would facilitate the demobilization of an army, if it operstad
effectively. What is your view about that?

Mr, Baruen. 1 do not know what the comparative difficulties are.
They both were very difficult. But there is no question shout the
truth and fact of his statement that such & bill would make it easicr
to demobilize—such a bili as you have here would make it easier to
demobilize than it was in the last war. Under this you can pass from
peacetime to wartime status and from wartime to peace status much
easier than any counﬂ;yh has ever been able to do heretofore.

Mr. May. And in the interim, or during the period of the war
protect the civilian population from speculation and unusual pricui

Mr. Barven, Yes, sir. _ :

Mr. May. In other words, if we take a soldier and draft him into
the service at $30 a month at & time when the cost of living is 50

rcent and it goes to 100 percent, he is then in fact receiving only

1alf of what he was ex to get—in other words, $15 & month—
for the support of his family. Is that the way you think it works?

Mr. Barccn. Quite right, sir. And then the people who are left
at home—they are worse off still.

Mr. Anprews. Mr. Baruch, directing your attention to the bill
itself, you, of course, probably better than I. are aware of what hap-
,Y ned, so far as this bill is concerned, in the Senate at the last session,

ou know the history of this bill in the Senate at the last session?

Mr. Baruca. Yes, sir.

Mr. Axprews. It seems to me everyone is pretty well agreed we
should have some sort of measure like this which would apply in
event of war. Lookini to the future, and.I think largely as a result
of what happened in the Senate, the majority opinion of those inter-
ested in a bill of this type—and as I heard the American Legion
say—is that about all you can do is to lay down the broad general
precepts under which the President, in the future, could conduct
war and carry out the ideas which we have.

Now, directing your attention specifically to section $ and to sec-
tion 2, it seems to me that section 2 almost in any event supersedes
section 9. If there was anything wrong under section 9, the action
of the President is amply provided for under the previous section
2 to correct it, I think.

Mr. Baroca. You think they are in oppusition?

Mr. Anprews. No; I think section 2 imposes itself over section 9.

Mr. Barucr. Well, they both are necessary.

Mr. Arxprews. Let me get down to just one ar two thoughts
These two sections and the two thoughts which seemn to produce
all of the conflict between the House and the Senate, are the thought
in section 9, where the Senate rewrote section 9 into I do not know
how many pages, 60 or 70 pages——
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The Cuamrmaxn. Two hundred and eighteen pages. .

Mr. Axprews. In other words, the Senate’s attitude az;d the atti-
tude of these on the committes :&s that &::i Shouﬁlgs write & wl:loi;
tax basis which would aatomatically con profits mm war an
am now of the opinion if section 2 is properly administered by the
President, section 9 is superfluous.

Mr, BarvcH. No; we ought to have both. .

Mr. Anprews, What is “income” in your opinion, under section 91

Mr. Baruca. Everything that comes in. '

Mr. Axprews. Whose income? .

Mr. Baguca. Incomes of corporations and businesses. |

Mr. Anprews. Take a man working for $20 » week as against some
man working for $25 a week, would it include him¥

Mr. Bazuca. No; I think what we refer to would be the 3-year
average would cover whoever would be affected.

Mr. Axprews. And his labor coefficient?

Mr. BagucH. That is the reason I suggested adding a section 10.
Under the present law, the base is not very wide and I rather favored
t}}:e suggestions of the Senate of widening the base and increasing
the tax. . . :

Mr. Anprews. There are any nnmber of questions as to what would
be proper allowances, what would be proper adjustments for capital
expenditures. You take 2 company might have lost money f‘t))r 3
years; they may have been a littie gyroscope company—— .

Mr. Basuca. Then they would not have any fax to pay.

Mr, Axprews. They would not have any tax to pay at all¥

Mr. Baruch. If it lost money, it would not have any.tax to pay.

Mr. Anprews, I am saying if it lost money for 3 years, and now
along comes a war and they get a big war order. What is going to
be the basis of determining their profit. - Are you going to figure only
the money they made from the war order; or are yon going to conr
sider their lossest M _ ;- o

Mr. BagucH, That would require some working out. That is the
reason I would leave it the way it is. : .

Mr. AxprEws. You are & practical businessman, and you say to
add section 10; yet the Stnate felt so-strongly on this subject that
they added 200 pages. In other words, this 15 a tax matter unde#
section 9 which ought to go to the Ways and Means Committee. - *

Mr. Baruch. As long as you have section 9, I want to put in
section 10 that I did su%ng If you are going to talk about 1mpos-
ing a tax, you are not broad enou%h; because you ought to impose
the tax by broadening the base and ing the rates. But that
was & matter I did not know whether you wanted to discuss here, or
not. .

Mr. Avprews. You get into & question of the same things the
railroads get in in your recapture clause,

gr. BarucH. YI%, sir, aslcing. d )

r. Anorews. I am just asking, do you think it would be a wise
thing to put a bill before the Enaguse fg;)m this committee, realizing
it must go to the Senate, in the indefinite language that section 9 is,
or how far would you go if you wrote a new section?

Mr. Barocss. I would not object to section 9 if you put in section
10 and leave the writing of that bill, as it will have to be, to the tax
experts. The Treasury is going to have the last say on that, aa
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you know; but, if you declare the general principle, it reems to me
you will have a good instrument in the bill as a whole to do what you
want to do.

Your objection is one of the reasons why I do not feel—lot me

ut it this way—it is not wise to make too specific and definite the
instrumentalities, the limitations, under this bill, but we should leave
them to the future to determine. )

Mr. Axprews. Of course, if the President carries out the provi-
sions of section 2 properly, no section 9 is necessary.

Mr. Baruca. Oh, yes,

Mr. Anprews. Section 2 is a recheck on section 1, on the power.

Mr. BarvcH, Well, in section 2 you say that the prices shall nut
rise; but even with the prices, let us say, of today the corporations
and individuals do make money, do they not!

Mr. A~xprews. That is true.

The Cuamman. And they might get an enormous increase in
business,

Mr, Barccu. They might have full production, and their earnings
would increase very, very largely. You have to have sections 9 and
10 in order to recapture those increased earnings that they make
from the war.

The Caammax. But that they make from normal prices?

Mr. Baruca. But make from normal prices. As ysu doubtless
know, if you are dong business and doing business at 50 percent ¢a-
pacity, you make a certain amount; if you go up to 60 or 7 percent
capacity, you make more, becanse your overhead is going down eom-
paratively as the volume goes up, and if you do a business of 100
percent capacity you would make profits that were very, very large,

Mr. Anxprews. Suppose the United States Steel Corporation, after
war was declared, got Government orders which necessitated an ex-
penditure of $40,000,000 to increase their facilities—and I am just
taking the United States Steel Corporation for the purpose of ilius-
tration—now the question comes up of how are you going to depre-
ciate that¥ Are you going to do it on a 10-percent basis, over 10
years, or what is going to be done under this bill in this connection?

Mr. Baxvca. To give only a broad ides,'I do not think thers would
be any difficulty about handling that when we come to it; because I
think we are giving the power to do that here—make a proper ad-
justment for capital expenditures for war purposes by existing or
new industries. Now, when you start into that, vou are gning to
get into an interminable discussion. For instance, the War Depart-
ment says they ought to get 6 percent. I do not think they onght to
get 6 percent, or 10 percent, or whatever it is.

Mr. Mavemice. Mr. Chairman, I would like to hear particularly
that part where Mr. Baruch was talking about 8 percent.

The Caamman. Mr, Baruch, will you repeat your statement with
reference to the 6 Fement profit, so that Mr. Maverick can hear you.

Mr. Barucn. If & company—and the most of these things are
_ eorporations—nhave to increase their facilities for war purposes, there
will be a question of how they are going to pet paid. In this instance,
Mr. Andrews said an expenditure of $40.000,000 by the United States
Steel Corporation. Well the United States Steel Corporation cer-
tainly won’t want to spend $40,000,000 which is going to be a dead
asset after the war; so some adjustment will have to be made. If the
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Government, for instance, furnished the money, they could own that
plant and what the steel company would get out of runming it
would be a very small amount, They woulg not get 6 percent in
that instance; it would be more or less a nominal fee. But if the
Steel Co. put up the money and were going to own the plant and
- were going to have s right to amortize i, 1g would not pay them 6

ercent. 1f they could amortize it out of the profits, I thiok it would
gave to be a rate smaller than that. I do not think there can be any
gbjection on their part.

Mr. Mavenicr. There is a difference between € percent being made
on the sale of merchandis¢ and 6 percent on the capitalization of a
corporation, or its capital assets?

Mr. BarucH, A very great difference, of course.

Mr. Maverick, There might be a 100 percent or 200 percent differ-
ence gver g year?

Mr. Barocn. Yes, sir. I am talking about the investment and not,
the turn-over.

Mr. Mavesick. Right; if you say 6 percent on every pair of shoes
meade, it might be 100 percent profit on the capitalization.

Mr. BarvcH. It might be & thonsand percent. '

Mr. Maverick. It might be a thousand percent? )

Mr. Barvcr. I am talking sbout the return on the investment,
sir.

Mr. Maveric. Of course.

Mr, TuomasoN. Mr. Baruch, just what is seetion 10 you would add
to tl{isdbili as qualifying section 9! I did not catch what you had
in mind.

Mr. Barucr. My thought was, as long as you touched on the tax
matter, it should be eovered more fully. I think it is proper for this
committee to recommend a tax, because the bill falls down uniess you
cover the gquestion of profits. The section 10 is an sddendum to the
effect that the base of taxation should be lowered, widened, and the
percentage of taxes should be increased to the point of what econ-
omists call “diminishing returns®, I gay to the point where it won’t
stop the production of munitions. Because if we keep our prices
down and have an enormous volume, there still will be enormous
profits to be made and we want to skim off as much of that profit as
ean, so as to pay as we go along, so that the debt won’t be 50 great
at the end eg) the war and you won’t have the sccial aftermath.

Mr. THoMasoN. So you suggest another section along the lines you
just discussed theret

Mr. Barocn. Yes. I have no doubt when the bill is rewritten by
the Treasury peopls or the Finance Committes of the House or the
Senate they will do something of that kind. I say “I haveno doubt”;
nobody has told me so.

Mr. Anprews How are they going to rewrite the bill; when are
they going to rewrite the bill?

Mr. Barocw, I think there ought to be a declarstion of general
principles.

Mr. AxprEws. You mean after it geis over to the Senate?

Mr. Barocn. I do not know where it is going to be written, sir.
I refer more to the fax features,

The Caamman. There is absolutely nothing to prevent this com-
mittee calling in the Treasury experts and getting their advice and
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help on this matter, and that is just exactly what we ought to do. and
I suggest we do it.

Mr. Tromason. That is the reason 1 asked you for a statement
along that line, so that we might have a basis upon which to work and
bring the Treasury experts here and try to thrash the thing out here
on a basis, as you say, of the general prineiples and not a iot of details
that will leave the bill all botched up, as it was the last session,

" Mr. Baruca. I have always understood heretofore that the various
committees of the House and Senate are—I won’t say “jealous”—but
diffident about having other people write their measures.

[Iiilfgh TroMasoN, They are gradually getting away from that.

ter.

Mr. BABE}ECH. It seems to me when such an integral part. such an
important part, of this bill has to be limitations on the profits and a
suggestion as to the manner of doing it, that the House Military
Affairs Committee should go as far as they can.

Mr. TroMasoN. One otﬁr question, because I know all of the
members want to ask you a question or two and we necessarily must
be bri;:f: Do you understand that wages are inciuded in sections 1
and 2

Mr. Barvca. Not yet; but they ought to be.

- Mr. THoMasoN. You think they ought to bet

Mr. BarocH. Yes, sir—“services.”

- Mr, TaoxasoN. You do not think, then, that “wages” would be
construed under sections 1 and 2 as “rent” or “compensation”? There
is no mention in either section as written of “wages” or “services.”

Mr. Barvcm. I suggested inserting the word “services” in my
openin g‘smeement.

Mr, THOMAsoN. Pardon me; I was a few minutes Iate. You do
suggest, then, adding the word “services™t

Mr. Barocn. Adding the word “services”; yes, sir. By “services”
I mean the broader term.

Mr. TaomasoN. And by “services” you mean “wages™}

Mr. Baroon. “Wages”; yes.

"~ Mr. TeOMASON. ther they be services of s day laborer or pro-
fessionzl man, they would still be “wagea”t
+ Mr. Barvocr. Yes, sir.  And you cannot have a bonus put on them,
you know, of $100,000, either.

Mr. Taomasow. No. That certainly must not be done.

* Mr. Bagvcn. I was not referring to the soldiers® bonus. That does
not mean, of course, if the cost of living went up, for instance, there
would not be an advance in the price of services.

Mr, TaomasoN. I understood you.

. Mr. Fapms. Mr. Baruch. in section 9, do you believe that any
attempt to enlarge upon that section or provide for specific in-
stances, such as Mr. Andrews brought out. might resuit eventuslly
in providi:;% a lot of loopholes through which those would escape
that we wish to catch by that section?

Mr. Barece. You know when a man wanta to dodge, it is pretty
hard to catch him.  But I believe the enforcement of the Tressury's
rules has advanced tremendously in the last few years. I do not
now how much, but they have learned how to enforce the laws,
and they have learned a great deal abont the conduct of business
and proper charge-offs and all that kind of thing. I think, com-
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pared with the World War, we are in en infinitely better position,
The Treasury has a corps of experts that are staying on thers and
learning how to stop all of the holes when they appear. Of course,
they cannot catch all of the delinquents, no more than the polics
always catch all of the murderers and thieves, but they get the
most of them. ;

Mr. Fappis. Do not you think it is particularly important that
this committes should watch that section very closely and not permit
anything liks that to occur?

Mr. Barocr, Unquestionably. I have an ides the Treasury fel-
lows will watch that pretty closely, because, that being their job,
they do not want anybody to get away with anything there.

Mr, Faopia, I hoq? they have improved since ths last war.

Mﬁ: Basrovca. Well, during the last war they did not know very
much

Mr. Faoprs. Not very much; no. They admit that.

Mr. Baruga. For instance, in the last war one of the things that
was almost a scandal was the cost-plus, and that was due more to
the fact that there was no ceiling, and you could not tell about the
Pprices, you see.

Mr. Fappis. I have been in the contracting business, and T would
rather have a cost-plus contract any day t any other kind of
contract.

Mr. Barvor. But under this bill, you know, the prices would not

o beyond a certain price. I am not sugésst.ing a cost-plus contract

ut only showing the difference between the position of the Govern-
ment today, when it has a ceiling over prices and can adjust all

rices and the prices of everything, Now, one of the terrific prob-
ems we were faced with but never had a2 chance to deal with was
the rise in rents. Under this, there cannot be’any rise.

Mr. Maverick. We ought to do that right now. We need a slum-
elearance project for Con men,

- Mr. TaomasoN. As applied to Washington, D. C.

Mzr. Barvol. That is the ides of the ceiling of prices. Tt is going
to simplify a lot of those problems, and you will find, for instance,
so far as the Treasury is concerned, that they have learned a lot
since the World War,

Mr. Faopis, Ancther thing, Mr. Baruch: In your investigations
under this Iast board, did you investigats anything about ths con-
ditions in Germany during the war, as to how they functioned?
My opinion is that Germany virtually had a situation forced on
them by reason of their insbility to have commercial intercourse
with the rest of the world that would bs very much like one under
the provisions of this hill. ,

Mr. Barocu. Well, they never did it as well in Germany as we
did here, with g1l of our imperfections and shortcomings. Of courss,
they not only had a situation forced upon them, but we kept forcing
it on them. One of the things that is very little known today is what
we called the blockade. All the time we were restricting the flow of
stuff to Germany, even through Switzerland, Norway, and other
countries. And of course Germany kept getting in a more desperate
situation every day. But they did not do the job so well and the
underestimated what the Allies could do in stopping the first shoc
of their impaet, and they over-estimated the smount of stuff they
had on hang. .
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Mr. Fappis. Yes; there is no doubt of that. But did you make any
determinations in regard to Germany such as this—] hardly know
how to state it—that the money in that nation, due to tha fact it was
mainly kept in there, was sufficient to carry on the needs of the war,
in a financial sensef

Mr. Barucn. No.

Mr. Fappis. You did not reach any conclusion as to thatl

Mr. Baruca. They were in a pretty bad way. The home front
crumbled before the military front.

Mr, Faopis. Oh, yes; I know that,

Mr. Barucu. That was the complaint Hindenburg made about
America. He said we knew how to make war. Qf course they were
pretty well exhausted ; we were fresh; but their home front erumbled.
They could not get anything. For instance, we stopped Swedish
iron so they could not get it in there. And they had spent about all
the money they had, you know, because they borrowed money and
then could not pay, .

Mr. Fappis. But a bill of this kind would make the money in this
country at the time of our beginning the war mors nearly sufficient{

Mr, BarvcH. Oh, yes.

Mr, Epmiston. Mr. Baruch, you stated you had always been op-
posed to including labor in a measure of this kind.

Mr. BarucH. The conscription of labor, sir—I was opposed to the
conscription of labor,

Mr. Epmiston. I see. If you had the word “services” in there, it
looks to me pretty nearly like you are not conscripting labor, but
you are certainily fixing the wa

Mr. BarucH. Noj; I do not think so, sir. But if you leave the price
of labor out and have the departments and everybody scrambling for
it, the cost of everything will go up, even to the laboring man and
the farmer. If you want to havs the price structure remain level, so
far as it _is possible, you have to have all prices in there. And by
“services” would mean the services of every , no matter whether
it was $2 a day, or $20 a visit from a doctor, or Yawyers’ foes, or any-
thing of that kind.

Mr. EpmisroN. That is all,

Mr. Scuaerer. I am particularly interested in this section 9. In
your opinion, could not this section be rewritten so that it wouid
not necessitate a tax bill?

Mr. Baruca. Rewritten into & new tax billf

Mr. Scrazrer. Yes.

Mr. Barven. If you add to section 9 what I propose as section 10,
you will get a new tax bili,

Mr. Scaarren. In your previous testimony, you referred to profits
and earnings,

Mr. Bagucr. Yes, sir.

. Mr. Scaarrer. In this section 9 ss written, all it refers to is “all
income.” That is & pretty broad statement—¥*all income.” What
does that mean; net income or gross income?

Mr. Baruen. It means net income—I presume it meansnet income;
I do not kmow. And at present it would mean, if you did not widen
the base and increase the brackets, the amounts, that pecple who
today do not pay, satlljlr from $2,500 down, would not pay anything.

Mr. Scaaeren 1s there any way, in your opinion, that this section
could be rewritten that would not require 2 long tax sectionf
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Mr, BarocH. It all depends on the fellow who draws it up. I
mean sometimes they like to go inte every single detsil in the bill;
but I think I would declare it as a general principle, because the
Treasury will have to rewrite that bill at the time. For instance, if
there were no recovery here and we had to go on raising taxes—
because we would have to get the money somewhere to pay for the
things we want to buy—if war broke out they might be so high they
could not get any higher. Therefore, I would rather have the general
principle earried into the bill than to detail it.

Mr, Somaxrer. That is what I am driving at—is there not some
way we can incorporate something in section $ in general, rather
than in detail, covering the matter?

Mr. BarucH. Yes, sir.

Mr, Scasrrer. You referred in section 10 to something about broad-
ening the income tax. Immediately when this bill is presented to
the House, you would have some Members whe would be in favor of
an increase and some who would be in favor of a decrease, and that
might prevent the passage of this bill.

Mr. Barocm. If you would like my personal opinion on that, I
think they are going to add it whether you put 1t in here, or not.
As long as you asked me to give my opinion, I must give you my
opinion of 'what I think is wise and proper in order to make & com-
pleted bill. 'When the bill comes out it is bound to have that pro-
vision in it. Whether you should go into great detail or not is
another matter, but if you do not put it in there others will. I am
not &n authority on the subject and have no information on it, but
it seems to me it is a part of any hill to accomplish thess purposes.
I quite understand it is not a part of the function of the Military
Affairs Committee to write & finance bill.

The CeamMman, It is often the case, though, Mr, Baruch, and we
have it arise time and time again, that in endeavoring to cover some
big subject by a great ﬁece of legislation you have to cover many
Ehases—-taxation as well as other phases. For instance, we often

nd the Ways and Means Cominittee bring in » piece of legislation
that covers a matter that really comes directly under the jurisdiction
of this committee. T recall the Ways and Means Committee brought
in the so-called N. R. A. bill and on to that bill was put the Public
Works Administration, and under the Public Works Administration
there was an authorization for certain Army housing. Now, the
matter of authorizations for Army housing belongs to this committes,
Baut often in that way you find an overlapping of jurisdictions, par-
ticularly where you are dealing with some great problem such as we
are dealing with here,

Mr. Surre. Mr. Baruch, as sections 9 and 10 ars at present written
or suggested, the Treasury could not collect the taxes; they are too
indefinite as it stands? Is not that your opiniont

Mr. Banuca. With such idess as I have suggested, under section
10—1 have not written it out—the Treasury would write a bill.

Mr. Syrra. That would have to be passed. .

Mr. BarochH. That would have to be passed by the finance com-
mittess of the House and the Senate.

Mr. Sxyre. That would have to be passed by the Congress.

. Mr. BarocH. Yes, sir.
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Mr. Surra. Now, if we leave these sections as general as they sre
now, we are not doing anything effective to take the profit out of
war; because they are not workabie and s tax bill cannot be based on
these as tax legislation, unless the tax is actually written and put in
effect. Is not that your opinion of this section 9 as it stands now?

Mr. Barucu. Well, not with the addition of 10. .

Mr. Smrra. With the addition of 101

Mr. Barucr. They undoubtedly would be broad enough for the
Treasury, the same as these other sections would be for any organize-
tion the President would put in to carry on the war to enable them
to act,

Mr, Surra. Well, is it not too broad for the Treasury to act on now?
It ismy oFinion that no court would uphold en attempt by the Treas.
ury to collect taxes under the present section 9, because it is aito-
gether too indefinite. Someone has to write a tax bill. Now you say
the Treasury should prepare a tax bill. I do not think this does or
can give authority to the Treasury to prepars its own tax bill and
collect taxes under it. It has to be passed by the House and the
Senate, and the question is whether——

Mr. Barucs. You mean the bill itself?

Mr. Surra. The tax bill.

Mr. Baroca, Unquestionably,

Mr, Smrra. And the question, it seems to me, is whether we should
leave an indefinite section ® and section 10 in hers, which will have
no effect, and pass the balance of the bill and tell the people we have
passed a bill to take the profit out of war, when it does not actually
reach that objective; or whether we should sttempt to work out a
complete tax bill which would go into effect in time of war.

Now, whether we can do that so far in advance without, as I think
Colonel Feddis suggested, providing advance notice to people who
mi%::t want to find loopholes later, it seems to me that is the first
problem we have to meet in this bill.

There is one question also I want to ask you on this price fixing
and fixing of priorities, That was tried, as I understand, with con-
siderable success late in the wart

Mr. Barven. Yes, sir.

Mr. SuviteE. Was there any attempt then to enjoin the activities of
the Board in fixing pricest

Mr. Barocra. Never.

Mr. Syrra. No attempt at all §

Mr. Barucs. No.

Mr. Surra. So that it was not tested out during the war in court?

Mr. Baruca. No. You see, we never really had any real power,
direct power, to fix %ﬁces. We could commandeer for the Army, or
Navy, or Shipping Board, or Food Administration. They hadY the
right to commandeer. We had to get what we called voluntary

ments by the power of priority and public opinion.

And another very important item—I am glad you brought this up—
was that we could fix the price for the Army and Navy, and doubt-
less the Army and Navy could have taken what the Allies needed;
but here was the great question of the civilian population, which those
who did not really take a ﬁart in it cannot understand or appreciate,
Here were these people, who were just as helpless as these flood suf-
ferers are today. So, in fixing prices, we had to get an agreement that



TAKING THE PROFITY OUF OF WAR 39

would cover not glone the Army and the Navy—where we had the
power to commandeer—but also had to get them to agres they would
take the same price for all of the Eroduct and they -would distribute
that according to our priority orders. But here you have a much
broader power. * : o R .

Mr. Smize. But there wes no test then of the constitutionality?

Mr. Baroca. There never was—every test made after the war has
been defeated ; but there never was a test made during the war. And
I think, so far as I remember, we had two instances where men tried
to escape priority; but, instead of putting them in jail, we made them

ay big fines and gave them to the Red Cross, or something like that.
gut they are the only two I remember. : : '

Mr, Smrrr. These prosecutions after the war on sugar—I am pretty
hazy about it, but I remember thers were some on sel]in%sugar at
higher prices, I think, than the price which- was fized, Now, that
price may have been fixed by agreement; I do not know; but I wonder
whether you recall that. , . , :

Mr. Basrvcm. I am not familiar with the sugar matter. - Mr.
Hoover had that. I really never read it—I was pretty busy with the
things I had to do—but t{;ey had a special law; they had the power.
We did not have it. ST

I do remember one instance now where the Army came to us and
said they wanted to buy all of the wool in the country, and asked us
fo malke regulations and wheat not, and there was & Boston firm that
kept $250,000, and we never were abls to collact it from them, although
I persona.ily fzept after them throngh the Department of Agriculture.
Bat, so far as I know, we never {ii(i; get that money. That 1s the onl
instance I know of. Yet we had the right to fix that price.

What they did was to buy wool fromn the farmers cheaper then the
price we mede. The farmers apparently did not know. And they
were very large dealers and were supposed to have made $250,000.
But the war come to an end then, ang we tried to prosecute them
through one of the departments, the Department of Agriculturs, but
never succeeded,. : v

Mr. Sy, One other thing, Mr, Baruch, on the conseription of
labor. You say you are against the conscription of labor. I under-
stand you to mean by that—and I believe it 1s also the position of the
American Legion—that they do not believe in conscripting labor to
work in private industry as civilian labor conscripted to work; but
they do not mean by that they are against the conscription for
military service of anyone because he happens to be, at the time he is
e

r. Baroca, no. It is only to stop civil peonage, We will sa;
2 man might be a bank clerk, or might be g gﬁi :%iker, or & cnry-
penter, or a bricklayer, or in the mills; it is to prevent them from
taking him out of thers and making him work in another place. But
if they are within the draft age, why, they would be subject to the
draft the same as anybody else. .

Mr, Anpaews. Suppose there are 10 men in wartime employed by
a bakery at 50 cents an hour and & nearby plant making something
having to do with bombs and paying a dogar an hour, the labor sup-
Ply obvicusly is short when a state of war exists, if under this bill
or under any bill you say you are not going to conscript labor, what
would there be to prevent those men in the bakery leaving their job
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and going over to work at the other job at a dollar an hour, if they
needed men?

Mr. Barucr. Well, there is a “work-or-fight” provision; and then
you piace a priority upon the essentiails of various industries.

Mr. Anprews. Would this biil cover that?

Mr. Bazoca. Oh, yes, sir; this would cover that, .

Mr. Axpeews. Under the priority sectionl Does it say “services'
in the priority section?

Mr. Baguca. That was under the mobilization—to deaft into the
military service anyone. .

Mr. Axprews. The making of bread may be just as important as
the making of bombs from the standpoint of the stability of the

country?

Mr.l%usca. Yea. It says here, “Between the ages of 21 and 31, as
he may deem necessary, subject to such conditions, exemptions, ruies,
:ln{_i rggulations as the President may prescribe and publicly pro-

sim,

Mr. Anprews. That is all it zays.

Mr. Baruca. That is enough.

Mr. Anorews. Would that, to your mind—

* Mr. Barocr. In your opinion, would not this permit the same kind
of draft act a8 in the World Warl

Mr. Anprews. Yes; it would.

Mr. Baruvca. Well, the draft in the World War——

Mr. Anparws. But I do not see how you could force those men in
the bakery to stay and work in the bakery at 50 cents an hour when
they were needed in the other plant at a dollar an hour, unless you
conscript labor.

Mr, Baruch. I might say this: That is much more simple than it
sppears. If a man in the bakery could get L0 cents an hour and
$2 an hour in something else, some kind of an organization would
be set up and he would make his application, and 1f we needed men
in the other factories we would declare something less essential, and
thaf would help the flow to the more essential things. That is what
we mean by “priority.”

During the World War labor could not have been finer. That is
the reason I have fought so strenuously against the conscription of
labor, because it connotes 8 feeling in the public mind, perhaps, that
Isbor did not do their share. But they did. Those leaders of labor
were fine.

Mr. Pace. Were they any finer than the boys in the service?

Mr. Baruca. Noj; because they were the finest.

Mr. Pace. Why are you conscri ting them, then?

_Mr., Barucn, Well, labor would be conscripted within the age
limits, sir. If a man was s laboring man and he was within :ge
conscriptive sge, then he would go irrespective of whether he was s
Iaborer or & banker. But I am talking about the conscription of
labor of a man who is not in the age limits.

- The CHamMAN. In other words, you do not conscript him and by
that conscription force him to work in a mill, factory, or workshop1?

Mr. Baroca. That iz what I mean,

The Cuamrman. But, as far as the military service is concerned,
he is subject to conscription for the military service, whether he be
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a laborer, whether he be a farmer, & lawyer, a doctor, or what not,
if he is within the age limits?

Mr. Baroon. I hope everybody here will understand what I mean.
No man is free from military service if he is within the military age.
That is no. 1. No. 2—I do not see any reason why 2 man who is not
in the military age, becauss he happens to be & worker, can be taken
from his home, under military discipline, and made to work in a
lumber camp, or factory. .

Mr. SCHAEFER. Couig you tell me what authority, or was it your
. Board, that took over the meat packers during the war?

Mr. BarocH. Our Board did not do that, but the Food Administra-
tion. You had a direct Iaw; Con passed a law, and the Food
Administrator, as I understand it, had the power to do that—to taks
over, license, or what not,

Mr. ScearFer. And they set g‘rices under that provisiont

Mr. BarucH. Congress gave them the right, but we did not have
it—at least, the War Industries Board did not have it.

IM?rL ScraeFer. They had charge of labor in the packing houses,
also
" Mr. Barucn., You know, during the war, when we came to these
agreements about prices, one thing we insisted upon was the prices
then prevailing for labor; and generally they were made pretty lib-
eral, because eve!;{,?beéy was competing for labor. That is one of the
reasons I wanted to put in “services.” '

Mr. Pacs. Mr. Baruch, we were told Tuesday that this legislation,
or similar legislation, had been before the Congress for the lsst 15
years. I am impressed by the questions that are asked here today
showing the detail that is involved. Do not yon think that one of
the reasons why it remains before the Congress is on account of the
detail as to section 9 and section 10, and do not you think the prae-
tical thing would be for Congress to declare that upon a declaration
of \gs,rgevery man and every resource of this Nation passes into the
service :

Mr, Barvcr. Well, everybody would want to know what the con-
ditions are. Does every man below 21 and above 31 immediately
become subject to conseription?

Mr. Pace. Every man in the Nation; every resource of the Nation
passes into universal service. -

Mr. BarocH. Under what conditions?

Mpr, Pace. Under war conditions.

Mr. Barocn. I know; but you would have to establish some gen-
eral conditions under which that could be done; because if you do
not, people won’t be able to adjust themsslves, and you would create
2 great panic at & time when you do not want to.

. Pace. I just could not get the distinction of “universal” be-
tween a young man and any other resource of the Nation. The
young man is as necessary and just as precious as any other resource
of the Nation, and they should all pass into the service. And then
would not s simple declaration like that leave out the argument on
section 9, conscripting labor, and everything else? Ars not we
destined for another 15 years of discussion with this legislation {

Mr, Baroca. Of course, I have been after this thing sinee 1919,
and we have not obtained any legislation; but I think if we did not
particularize more than you do there, we would not get anything.
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It would be confusing; they do not know just what you mean. Now,
if you go on and specify—yes, Certainly I do not want to be in the
position of saying the life of the young man is not more precious
than mythin@alse we have. But I think you ought to particularize,

Mr, Pace. You do not particularize in saction 8 of this bill,

Mr. Barucu. That is the draft section, is it net {

Mr, Pace. Yes,

Mr, Baruca. I think you do, because you do particularize as to the
age limits, do you not { :

Mr. Pace. I mean as to the resources. You leave that entirely
to the President as to what industries, and so forth, he should take,

Mr. Baruca. Well, they would all go in. There is not any indus-

in 8 medern war that does not go in.

Mr. Pace. Then is not that all you need—section 31

Mr. Baruca. You mean just the declarationt

Mr. Pace. Yes; section 8, giving the Commander in Chief the right
to conscript any industries, and so forth, except make it general,

Mr, Barucn, Let us see what would happen to prices; what would
happen to the civilian popuiation if you did not control pricest

r. Pace. You would control them if you controlled the article
and the manufacture of it.

Mr. Barucu. You think that would control inflation, toot

Mr. Pace. It would control everything in this instaunce.

Mr, BarucH. You may be right, sir, but I only go as far in my
recommendations as my experience dictates to me. I cannot go
further than that,

Mr. Pace. Of course, I respect your recommendations highly,

Mr, Barucr. But I think there is & great deal in what you say.
But we have been discussing this thing pro and con, and it is a
subject that has been on my mind since 1919,

. Mr. Pace. This bill does not look like “universal” draft to me.

Mr. Baroca. It does notf

Mr., Pace. No, sir.

Mr. Baroor. I think it is the nearest thing we have been able to
get, and I think it will do all the things we tried to do and could
not do then. If we hed something like this, on further study we
may be able to go beyond it; but unless we have something, if you
try to get a council of perfection like our neutrality, we will just
get a lot of discussion sand not i&et_anywhere. I would like to get
something on the bocks that will give us a chance to do the things
we have in mind; thexlali if we learn better, we might go a good deal
further.- But I can only go as far as my experience limits me.

. Mr, Merrrrr. Mr, Baruch, during the war did not men who were
already enlisted in the service work side by side with those men who
were Ftﬁng paid a real scale of wages for their particular work—
a soldier getting $30 a month working alongside of a man doing
the same kind of work and getting the going rate of wage?

. Mr. Barucn. I do not know of any such instance; I do not know
what you mean. _You must have some instance in mind.

. Mr, Merarrr. In other words, an instance that came to my mind
was the General Electric Co. of Schenectady. Were there not men
up there enlisted in the war as soldiers at $30 a month doing the
same work for. which other men were getting %60 and $75 2 week?
. M¥. BarocH. I do not know_of any jsuch"imtgnoe.' Tt certainly

ghould not have beén'so.
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* Mr, Mesrrrr. This bill will take care of organized Iabor. What
1 am interested in now is unorganized labor, the clerical workers,
men who are in the draft age between 21 and 31, who cannot qualify
for service becauss of flat feet, bad teeth, or something like that,
yet who are able to carry on at their original occupation at a very
substantial wage. Do you think it is fair that they should get that
wage and have men and boys in the service getting $30 a month
doing the same work? Will this bill take care of that?

- Mr. Barocr. Well, the services would not go up. If a2 man was
hysically disabled and could not go into the service, he would
oubtless get more than the soldier who gets his $30 and care—

Mr. Mexrrrr. Let us take as a fair example two men, one man who
is eligible for the Army, who may bs married and have 2 wife to
support, but that does not necessarily mean he cannot go in the
Army, and then take a man doing the same kind of work he is
doing, he has flat feet but is able to carry on at his regular occupa-
’tiolzz%;ecause Lis fiat feet do not hurt his work, do not take away from
his earning capsacity. They were both getting $75 a week. The
man with a wife to support had to go into the service at $30 a month;
this other man can stay there because of flat feet and get $75 a week.
Is that fair? Is it taken care of in this bili?

Mr. Baruce. I do not know that is faken care of in this bill,

Mr. Mzrrrrr. I do not think it is.

Mr. Baruvcn. As a matier of fact, I do not know just how you
are going to go sbout it, unless there are a great many services that
soldlers perform back of the lines. They might be able to, but I
do not know enm‘:ﬁlh about that to answer you.

Mr. Mererrr. That seems te be very important to me if a man
who, because of some minor ailment,bcannot go in the Army and
fight the world’s battle or country’s battle, is still able to make a
Iot of money.

Mr. Barocr, We know what they did in the Shipping Board.

My, Menerrr. Yes: I know. We are trying to overcoms that now.
T am afraid this bill does not take care of that.

Mr. BarvcH, You see, what I am frying to do is to stop this rise
of prices, not to stop services, I mean not only the wages of the
worker. We are always talking sbout the worker, but it covers a
wider field. It covers just the men you speak of, that they cannot
get any benefit. Then 1f you widen the base of taxation they would
get less money.

Mr. Mernrrr. It ssems to me in Long Island City there was a gas-
mask plant, and soldiers getting $20 & month were sent in there to
work and civilians who could not got past the physical test of the
Army, but who were of the conscription age, were in there making
twice and three times as much money.

Mr. Barucr. 1 appreciste that injustiee, or inequality, or whatever
you wish to call it, and we could go into other things; but what I
want to do is to get some legislation passed. But if we go in for
& council of perfection we are not going to get anywhere. What I
would like to see is to have some legislation passed, and then to con-
tinue to study and go on with it. Baut, as the gentleman remarked
over here, we have now been at this for 15 years or more—I have
been at it for 20 years—and we have not anything yet, I would
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like to get something that will get rid of the evils, aa we oce it, and
then to move on to the next objective.
{After informal discussion, the committee adjourned the further

hean;\g on the above matter until Thursday, Feb. 4, 1937, at 10:30
2. m
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THURSDAY, FEBRUARY 4, 1937

House oF REPRESENTATIVES,
Comyrrree oN Mrrrary AFFarrs,
. Washington, D. C.

The committee met at 10:45 a. m., Hon. Lister Hill {chairman)
presiding,

The Caammaw, The commitfee will kindly come to order. I am
first going to ask Mr. Baruch if he has any additional or other state-
ment he wonld like to make; then I will say, for the benefit of the
members of the committes who did not have an opportunity to ask
Mr. Baruch questions at the last session, that when we start to ques-
tion him we will start with those members who did not have an
opportunity at that time.

Mr., Baruch, would you care to give us some additional statement ¢

Mr. Barucu. 1 would, Mr. Chairman,

The Caamman. We would be delighted to have it.

FURTEER STATEMENT OF EERNARD M, BARUCH

Mr. Barvch. I must apologize for the length of it. I only did it
Iast night. I am sure it can be done in probably one-half of the
words. I hope the committes will bear with soms of the repetitions in
the statement.

This bill is to prevent profiteering in time of war and equalize the
burdens of war, provide for the national defense, and promote peace.
With two addenda ail of the objects of this bill are possible of accom-
plishment. One addendum will include the price of services.

This committee may not be the proper place for financial legislation,
but your bill should include a recommendation, in addition to section
8, that all corporate and incoms taxes be raised to the highest point
possible without stopping the flow of munitions to our soldiers and
the production of necessities for our home civilian population—that
is, to the point of diminishing returns.

We have learned that modern war is not the impact of a few men.
The whole Nation, with its every resource, must be thrown against the
enemy. The welfare of the civilian pogulation must be systematically
provided for, as well as that of the soldiers.

Wars are now entirely economic in their origin. Such wars are
never won. They are only, as always, lost both by the victor and the
vanquished alike. We can make a start toward preventing war and
toward minimizing the losses of & war on the civilian front after the
fighting is over on the military front. This can be done by eliminat-
ing us far as possible the profit that war brings and by paying as far
s possible as we fight, by increased taxes and low prices. But in our

180976—S7—4 45
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efforts to eliminate profits we must be careful not to eliminate our
actual wor defenses, .

The apparent isolation of the United States has always caused us
{o lag behind the rest of the world in the matter of national defense.
Once every generation, regularly, we have paid & frightful price for
this neglect,

A state of armed neutrality can preserve its neutral character
much easier than unarmed neutrality ean. Who can believe that,
had we been ready to fight in 1917, we should have been subject to
English interference and to German insolence, which latter finally
made us fightt _

With a law that would put in automatic operation a mobiliza-
tion of our vast industrial fighting power, what nation would dare
attack us? By enacting such a law as this we shall have written
for ourselves the best national peace insurance policy that any coun.
try ever had. A modern war effort, with responsibilities and safe-
guards equally distributed, comprises these three things: (1) Raising
and training the fighting manpower; (2) eguipzsent and supply-
ing of the same with fighting materials and with transportation,
with payment as you go to the fullest extent possible; (3) protec.
tion of the civilian population against rising living costs due to in-
flation, by holding down prices for materials and services in con-
nection with the second proposition I have stated. Do these things
and {os will have made advance grovisiozz, when the fighting ceases,
for the orderly readjustment of the industrial and economic pattern
of the peacetime normal,

This bill; with the added financial legislation, will achieve the
following:

It will give the power to the President to mobilize all the resources
of the Nation by such agencies as he may deem necessary in the eir-
cumstances. so it will include not alone powers within the Na-
tion, but the power to deal with and for imports that ere necessary.

It will put a ceiling over prices that will prevent a rise and protect
the Government and the civilian population whose needs must be
gecond only to our fighting forces. As conditions changs the Presi-
dent may adjust industrial prices for whole price groups up or down
or for a dpa.rtlcular thing. At all times downward fluctuations are
permitfed. .

It will give the President the commandeering power in time of war
broadened to include the licensing, control, and regulation of trans-
portation, industry, agriculture, and finance. It wiil give the power
to the President to mobilize all the rescurces of the Nation by such
agencies as he may deem necessary, including imports and exports.

Financial legislation should place a tax that takes practically all
the profits from war activities, It should raise all corporate and
income taxes to the highest point without stopping the flow of muni-
tions and necessities to our soldiers and civilian population—paying
88 we go. ) L. .

Based on experience, it is my belief that this legislation wonid
enable the country to pass from a peace to a war status with 8 mini-
mum of confusion, waste, and loss. We could mobilize war supplies
as quickly as we could mobilize men. We would reduce the cost of
war, by paying as we g0, as far as possible; by holding down prices
and increasing taxes. Qur country would preserve its eredit and its
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economic prestige throughout the world. Its war efforts would be
.conducted with less interference with the normal economic life of
the civilian population than has been the experiencs of any modern
nation. It would conserve the natural resources and preserve the
.morale of the people to such an extent that wa would be able to out-
live any antagonist in a Jong-drawn struggle. Profiteering would be
revented; profits from civilian activities would be minmimized and
urdens would be equalized.
. Other countries are eﬁdeavorin% to copy us, but their plans are
not so far-reaching, nor will they be as effective.

I hate war as much as anyone; but, as I see it, our duty is plain,
“We should think peace, talk Eeace, and act peace. But, if war comes,
we should be prepared to fight it, to win it, and to survive it. Wars
are never won, but they can be lost. Let us st least avoid self-
imposed  defeat.

We have learned much as to mobilization and the manner of doing
it and have advanced far bsyond the methods of the World War in
the making of legislation for taxation.

While we are meking every effort to prepare for war, we should
‘be giving much thought how to keep out of it.

In connection with this, of vast importance is what we have
termed “neutrality.” “Neutrality” to most people means minding
_your own business; but neutrality is what you declare it to be, are
willing to defend, and to fight for, if necessary. No neutrality is
-of any value that we are not willing fo insist upon by the force of
arms. Therefore, we must be certain that our position is just in all
circumstances. me advissrs of Napoleon I, once fold him that the
desire for perfection was the greatest weakness of the human spirit.
’g‘?\ekr:' is no form which neutrality can take that has not some draw-
411243 . i

On previous occasions, I have put forward the following thoughts
in the hope that they may be kelpful: '

Because of its sinister connotations, not because of neutrality,
‘because it is not neutrality, we should not sell lethal instruments,
munitions, or manufactured iarts thereof to a belligerent.

We must respect real blockades and forbid American passengers
-and trade to move on any ship of & belligerent. If done, it must be
af the peril of the passenger or the shipper of the goods. Americans
should not travel or ship on American or neutral vessels bound for a
‘belligerent, or through a blockaded area except at their own risk,

We should lend no money to a belligerent. That mesns extending
no eredit. 'We should permit anyone to come to our shores and buy
-and get anything except lethal instruments that they can pay for in
cash, and carry away—the cash-and-carry or come-and-get-it plan.
"This also means no credit; no postponed, nor partial payment, ‘

Americans should be permitted to sail the seas and navigate the sir
in an American or neutral ship o neutral countries under the protec-
‘tion of our flag, except where it can be shown that the neutral ship
is used as a cloak for trading with a belligerent country. :

If we cut off articles other than munitions of a lethal nature, we are
sure to have retaliation. We must now, if we intend doing that,
purchase not less than a year's supply of the essentials which we do
not produce, such as tin, nickel, rubber, sugar, coffee, tes, and mica.
"We must consider, if we do not lend money, whether we can bny vari-
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ous raw materials in increasing quantities, ail of which would give
additional cash or credit for the purchase of thingk in this country.
Would that be the equivalent of arranging creditf

It is conceivable that a nation in extremis might sell large quan-
tities of what it produces at very low prices in order to get the things
that it needs from this country.

We are endeavoring now to build up reciprocal tariff arrange-
ments in order to beat down economic barriers which we think stand
in the way of recovery and peace. Are we to tell these nations who,
because of this reciprocal tariff, will gg more from us, when war
comes and they are in trouble and need our things, that they can
no longer have them? Will they not prefer to have reciprocal
arrangements, even not so advantageous, with those who will sell
them the things when they need them#t

This bill, with its broad provisions, including those for tax in-
creases, approximates the one before the Senate Military Aflaiis
Committee. Ma:cr innovations have been suggeated that have never
actually been tried. There has been, so far as I know, no one called
with any actual experience to draw up the form of organization
necessary to carry out the provisions that have been discussed under
this and other bills. Even in the Army itself, there is no agree-
ment. Until only recently the Industrial College had different 1deas
from those of the Army War College. There are but few men in the
Army who understand the subject of mobilization. None whom I
have ever heard understood, until recently, the necessity of caring for
the civilian popniation. No Army man should be entrusted with the
direction of civilian activities, any more than a civilian should direct
the movements of troops and arms. The Army shbuid say how
many men they want, what things they want, when they want them,
contract for them, inspect them, receive them, and use them. The
civi}iﬁn mndustrial organization should tell them where and how to
get them. _

May I add just one more warning note? A phrase much heard is
“Take the profit out of war.” I myself have used that phrase so often
that sometimes I think I invented it. Yet one must realize it ex-
presses an ideal rather than an actusl goal. Taxzes of all kinda
should be increased. Profits should be only what are necessary to

t what we need for the Army and civilians. Profits can berzept

own well below peacetime levels, but they cannot be abolished,
Let no one mislead you on that score. To attempt to abolish alil
profit would mean another attempt to embark upon a sea of eco-
nomic gxtfempents that has never been successfully navigated. Our
whole industrial and economic machine is built and geared to run en
profit and reward for personal initiative. There is no proof that it
will run on psychology, and much that it will not. Certainly, when
the enemy is at our gates is not the hour to try to find out.

At the expense of repitition, let me close bg saying we should pre-
pare with adequate forces for certain, sure, defense on the land and
water, and in the air, against any one or a combination of all. This
means & mobilization of our men, money, materials, and morale, with
a profit to no one other than encugh to keep the activities at top-

and efficiency. I believe this can be accomplished under the
present bill as outlined, with the addenda for proper taxzation that
will leave open no basis for hope of war profits.
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The Caamman. As the gentleman on my right [Mr. May] sug-
gests, that is a very fine statement, Mr. Baruch.

Mr. Baroor. I am much obliged, sir. )

The Cramman. It is very fine; we appreciate it. Now, Mr. Wil-
cox, would you like to ask Mr. Baruch any questions?

Mr, Wncox, Mr. Chairman, unfortunately I was ill when Mr.
Baruch appeared before the committee last week and I did not hear
his first statement. There is just one thought I would like to get the
benefit of your views on. During the World War, the Government
took over the railroads and operated them as e necessary part of the
Government’s activities to win the war. I am wonderinfg if, in your
opinion, it would be possible, feasible and practicable for the Gov-
ernment to do likewise with munitions factories and other institu-
tions that are necessary to successfully waging war—to take them
over and operate them during the period of the emergency?

Mr. BarocH, Well I thinﬁ it might be well for us first to get
clearly in our mind what the Government did with the railroads.

Mr. Wicox. I am not defending the policy that was pursued.:

Mr. BarucH, Oh, no; I know.

Mr. Wricex. I am simply asking as to the theory.

Mr. Baruca. But I think we cught to have it :I;arly in our minds
what did they de. It happened that the railroads could not fune-
tion; they could not finance themselves. It was a financial problem,
That is the reason Mr. McAdoo took them, rather than the War
Department taking them. And what they did was to leave the rail-
roads under their own operation—the presidents; the vice presi-
dents, and the whole force., But they were under the Government in
this respect, that the Government saw that they got proper financing;
buf, in return, they had to direct their traffic and carry goods and
men under the direction finally of the Director Genersal, Mr. MecAdoo
who followed the priority orders of the War Industries Board. Bub
the raiiroads themselves were run by their own managers under gen-
eral supervision of the director general.

Mr. Wocox, Yes, .

Mr. Barucw, And that is what we have in contemplation with
munitions and other things. .

Mr. WiLcox. But was it not the fact, though, it was probably nct
80 successfully accomplished as we could have hoped, due to the fact
it was an emergency operation that had not previously been con-
templated and planned for? : '

Mr. Barocu. Partly so, but partly dus to the fact the ramilrcads
were in a terrible jam before we pot into the war. There was such
an enormous amount of stuff that had been ordered by the Allies
and that had come to the eastern ports, that by the time we got into
the war for miles out from the northern seaboard points there was
just a terriffic jam of frei%ht cars. But I think if we had planned
in advance, as you are planniog now, undoubtedly, of course, it
would have been better.

Mr. Wicox. I was very much interested in your statement, You
made a very clear statement of your views. I think we' are zll
agreed it is abhorrent that anybody should make & profit, make
money out of war, and what we all have in mind is the snccessful ac-
complishment of somne plan that will prevent the making of money
out of war. And the thought I had in mind was whether, in your
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opinion, it would be practicable, bearing in mind the rights of private
property always. of course, and the successful and eflicient function.
ing of any plan—whether it would be practicable and feasible for
the Government, in the emergency, to take over and operate itself
those absolutely necessary thingsc{ike the manufacture of munitions.
and things of that kind, during the period of the emergency, and de-
livering back to the owners at the end of the war period their prop-
erty in the same eondition that the Government took it over in the
first instance, thereby preventing the making of profits out of those

things?

' M%?Bnum. I think that would be a mistake. What we want are
munitions and we want them at the lowest price to us—I am talking
now as though I were representing the Government—with the lowest
profit to the manufacturer. 1 do not see anything that would be
gained by the Government taking them over. The Government,
through its direction, giving the orders, gets all the results you have
in mind without actually being responsible to those owners for the
return of the property in any particular shape. When you once take
over and then you put back, there arises enonnous difficulties, a great
many difficulties—the difficulties of getting back and the question
of wear and tear, which would not come up under the plan of having
the Government direct allocating the orders and themselves giving
priorities for all the orders they issued, and fix the price that they
should accept for it.

Mr. Wicox. I recognize the force of the statement which you
made toward the close of your prepared statement, that the profit
urge is the thing that makes industry progress and makes the wheels
go around. Nevertheless, we can all recall, during the World War,.
that in order to speed up the production of ships we built lots o
wooden ships by private shipbuilders and, in order to hasten the con-
struction of those ships, we offered them a cost-plus arrangement
which encouraged the increase of the cost by the shipbuilder. And,
so far as I know, there were very few if any of those ships that actu-
ally sailed the seas; but they did cost the Government enormous sums
of money, and enormous and unreasonable w were paid in some
of those shipyards at that time, giving rise ;ater to legisiation by
Congress to try to adjust differences to some extent between the man
who went into the trenches at $30 a month and the man who worked
on the shipyards at $12, $14, and $15 per day. Those are some of the-
things I think we are trying to avoid.

Mr. Baruca. This bill will absolutely avoid that; the bill you now
have before you will sbsolutely avoid that.

Mr. Wnecox. You think it will absolutely prevent a repetition of
that sort of abuse ?

Mr, Barucu. Yes, sir.

Mr, Mamon. Mr. Baruch, I believe you said last week at our
hearing here, you had made a study of this particular subject for
something like 20 years?

Mr. Basocr. Yes, sir.

Mr. Manox. And I understand, in your opinion, this bill as it now
stands, with the possible addition of section 10 which yeu propose,
will, insofar as practicable, attain the desired end?

Mr. Bawucr. Yes, sir.
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Mr. MamoxN. There were a few questions about section 9 the other
day, Mr. Baruch, if you have that before you, about the words “all
income” there. That, of course, means net income, I presume, and
not gross income ¥

Mr. Barucr. Undoubtedly.

Mr. Manox,- And I understood you to say that referred to corpo-
rations or business eoncerns and not to individuals.

Mr. Mamon. In other words, if the worker in a factory had made
an &verage of $20 & week for the past 3 years, and he should, éurmg
the war, get $25 a week, 95 percent of that extra $5 a week woul
nof be taxable?

Mr. BakocH. As I understand it, the taxing of incomes would be
on a broader base, but it would not affect that man much, if any.

Mxé. ManoN. I mean this particular section would nof affect that
man

Mr. Baruch. No. .

Mr. Manon. That is the thought I had in mind. There is one
other question over here sbout what the President would have the
right to take over, and so on. Let us take & hypothetical case. After
war is declared, of course, we will need s lot of uniforms for the sol-
diers; and suppose a clothing factory has been making civilian cloth-
ing, and thefe 1s need for that factory to go on a basis of meking uni-
forms and making nothing but uniforms: To what extent would the
President have authority to take over that factory?

Mr, Baruca. It would do two things: He would have power to-
take over and control any factory for any purpose he wanted. You
had that in the last war; you have that now. Under the National
Defense Act today, he has the power to take over. In other words,
the way we worked it, also, when there was any doubt sbout it, we
eut the factory off and would not let them have any wool, would
not let them have any transportation if they did not to the
Government’s conditions. Thus we accomplished the result by “vol-
untary” agreement.

Mr. MaroNn. As I understand this proposal, he would not actually
draft the labor in that factory; they would still work under the
management of that particular plant

Mr. Barucw. Yes, sir,

Mr. Manox. But he would establish a ceiling beyond which their
wages would not rise?

Mr, Barocu. Yes, sir,

Mr. MamoN. And he may need to spply exactions on that particu-
lagﬁiant by a ceiling?

. BArRUCH. Yol::%mow in & good many instances during the last
war we fixed the dpricse of wages; when we agreed, we named the
prices, and we said, “The prices of wages cannot be put down; they
will have to stay at this price.”

Mr. Maxnon. I believe that is all. Thank you, Mr. Baruch,

Mr. CrasoN. Mr. Baruch, I was wondering if you had read the
Houss Resolution 5529, which was this bill as it finally came out in
1936, as reported to the House—this large bill which was the result
of what I:xagpened by amendment and otherwiss to the bills that.
were put in .

Mr. Baroca. Ys that the Senate bill?

Mr. CrasoN, Yes.
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Mr. Baruca. It has taken so many different forms, I do not know
whether I have seen the last one, sir.

Mr. Crason. I was wondering if you felt that the tax provisiona
which begin on page 195—income-tax provisions—and run along for
150 or 200 pages—whether or not you felt that that income-tax law,
as set forth in the Senate bill, is in satisfactory shape at the present
time.

Mr. Barovce. I have not seen that present bill. T know the first
one was not.

Mr. Crasox. You have not seen this one, you do not think?

Mr. Baruca. No; I have not read the provisions of the present ons,
I plg'esume the present one is what you call the Connally hill, is it
not

Mr. Craso~n. His name is mentioned in it as reporting it out on
June 10, last,

Mr. Baroca. I have not gone into that. I do not qualify as a tax
expert. But the point I Fresume you are reising is whether those
tases will be such as to allow cutting the profits down to the lowest
possible point and yet bring the gooﬁs

Mr. CrasoN. Yes; that is the point.

Mr. Baruch. I have not studied that.

Mr. Crason. I was just wondering, if you will look st this para-
graph 9, it seems to me, in the event it was pussed, the proposition

“There shall be imp 8 tax of 95 percent of all income above the
prev:gus 3-year average,” would defeat the very purposes you sug-
gested.

Mr. BarucH. I do not think so. In the 3 previous yesrs they
might have made very handsome profits. What we are trying to
prevent there—or what I think the writer of that bill was tryi
to prevent—was if & factory got chock-a-block filled with orders, it
would make more money even if prices did not go up and they wanted
to skim off those profits from the war activity.

Mr. Crasow. You think to leave a profit of 5 percent on the invest-
ment will be sufficient
.. Mr. Barucn. Yes; because they are already making profits. If not,
it will have to be adjusted. Let us take, as an illustration, company A
for 3 years have been making money and war comes along; they get
a lot more orders. I agree with the man who drew this biﬁ ; we want
to prevent his getting the extra profits from that war to where he
will be getting the average of the last 8 years. But if the average of
the last 3 years was a loss, that would have to be adjusted.

Mr. Crason. Do not you think a graduated income tax based upon
the amount of & man’s income is much fairer than it is to take a
persor who is only making $3,000 to $5,000 a year and tax him on
the same basis as the man who is making a million?

Mr. Banucs. I believe that. We raise the income tax, too.

Mr. Crason. At the same time, on the profit end of it, he is going
to be just as badly off, the small fellow, as the big man who makes
a milliont :

Mr. Baruca. Well, I think you ought to garner it all, practically
everything we can that is due fo the war. We cannot take it all, but
we ought to take practically ail, and that is the object of that bill. I
do not know whether it ought to be 95 percent or 93 percent; but if
you made a graduated income tax, there gs to be some point te which

outl
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it will go up; and probably 98 percent would be the maximum point,
or 95 percent, to which you would go.

Mr. Crason. Would you favor a graduated tax or the imposition of
this tax on all incomes regardless of the size of the income? That is
what this calls for, as T see it. I do not see why it does not call on
wages and everything else, as it is written,

Mr. BagvcH. As it is what? .

Mr, Crason. It seems to me it covers the wages of the carpenter,
just as much as the income of the manufacturer.

Mr. Baruca. T do not think the object is to have it fall upon wages.
Wages, under this bill, you know, would be just the same as they
were when war broke out. The eniy way the wage earner would get
more would be because he was employed more days; that is all,

Mzr. Crason, But you do not think this covers it, as written?

Mr, Barucw, No, sir. ,

_Mr. Crason. I have only one more question. Of course, I know we
all have a good many questions we would like to ask, but I will just
ask one more. You spoke of the fact you thought the country might
well Iny in supplies of 1 year of materials needed in warfare, which
eannot be purchased in thas country.

Mr. Baruch. Yes, sir. If we intend to carry out some of the ideas
I have seen expressed on neutrality, which in effect will shut off from
other countries everithing that they buy that will be helpful in war—
and we know that the nation in arms needs everything. That means
our cotton, our wheat, our cil, cur manufactured goods, our shoes,
and everything. Now, if we intend to do a thing of that kind, we
will have retalistion; and here is a country like ours that is abso-
lutely on wheels, and we produce practically no rubber at all. If we
introduced into the wcrlcf note on neutrality to mean that when war
comes we should stop selling everybody everything, they will do the
same thing to us. And if we are going to do that, I sey we must have
and buy now the things we will need. o

Mr, Crason. I agree with you. Why is it you limit it to 1 year;
why not make it for a longer period?

Mr. Barvcr. I am naturally a conservative man. I said 1 year,
because if you get a supply ahead of 1 year, you can stint and get
substitutes. It is really remarkable what you can do when you.
have to.

Mr. Crason, Then the other question that occurs to me is this:
Assume you get in a year’s supply of these war munitions which
are not produced in the continental United States, how will you dis-
pose of them as you go along, assuming it is a considerable supply,.
50 téhat they will not get into a condition where they are of no
use

Mr. BarocH. Here is the way I would do it if I had anything to
do with it. Of course manganese, nickel, tin, do not doteriorate;
coffes and sugar, to some extent. Of course none of the metsls.
deteriorate, The rubber does, although they have found new
methods of keeping oxygen away from rubber. This is the way I
would handle it. If we bought a supply, I wonld have the daily
regular imports coming in one warehouse and the daily consumption
going out another. Thus we would have always & year’s supply
continually being refreshed. I would have segar coming in here
[indicating] and eall the time going out here [indicating], and have
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the fresh sugar flowing through. I know you could do it with rub-
ber, and we would have to do it with the other things. It is simply
& question of how much business would need,

r. CrasoN. Rubber would heve to go to private industry?

Mr. Baroca. Oh, yes.

Mr. Crason. So you would have to sell it.

Mr, BarucH. Private industry would say “I need 500,000 pounda,
or a million pounds of rubber of such and such a grade.” If we
have it in the warehouse, we will let them have it at one end and
take the fresh rubber in at the other end. In other words, you
would keep up your fresh supply. That is one way of doing it;
that is the way I thought of doing it.

I do not know how far modern air conditioning would preserve
many of these things. I am inclined to believe that with the modern
knowledge of air conditioning and warehousing we could preserve
those things much longer and in much better condition than we could
-do previously. . .

r. Crasor. But you think it is %ood policy for the Government,
even though we lose money on this

Mr, Barvcu. Only if you propose fo say to the rest of the world
that our neuntrality policy has got to do, not alone with the lethal
things—I use that expression; I mean deeth-dealing—but even
with life-sustaining things. If you are going fo say that to the rest
-of the world, we can expect the rest o% the world to do it to us.
I only bring it forward for discussion because I feel I would be
negligent by not doing that.

Mr. Crasox. In other words, if we adopt this permissive plan of
neutrality legislation that is suggested, we ought at the same time to
build up our war supplies?

Mr. Barucr. You have got to do it or invite defeat.

Mr. Maverick. Mr. Chairman, in order that I may be understood,
I would like to make a short statement to begin with.

I have introduced a bill which is backed by the Veterans of For-
eign Wars, and it has been introduced in the Senate by Mr. Bone,
Mr. Nye, Mr. Clark, and, I think, Mr. Vandenberg, also. Now, it
sets out tables and should be considered as giving this committes
jurisdiction, but they refused to send it to this committee; they sent
1t to the Committee on Ways and Means.

Now, when we opened this committee hearing, the chairman made
some very flattering remarks about Mr. Baruch, which I think were
-entirely proper; but I think we ought to hear a lot of other people. I
think, for instance, we ought to hear Mr. Filene, John Lewis, Mr.
Sloan, and a lot of different people abhout this. I think we ought to
have the railroads and peace organizations, the chemistry professors,
and the tax experts. The biil })roposed by the Veterans of Foreign
‘Wars, I presume, is not intended to interfere with other organiza-
tions, but we all want to get in a good bill,

Now, I would like to ask the gentleman one or two questions. You
.said you would be in favor—that was at thé last hearing—of taxing
u};:a fx; the point it will not stop production. What do you mean by
that

Mr. Baruca. You mean what the exact point was?

Mr. Maverick. You undoubtediy meant something by it.



TAKING THE PROFITS GUT OF WAR 453

Mr. Barucu. Yes. I mean exactly what I say by those words—

that I would raise the taxes up to the point of X ishing returns.

That is one way of expressing it. I would raise the tax to the highest

point we can get it without stopping the flow of materials.

b Bﬁlllr Mavgmmx. Now, why should materials be stopped if you have
12h faxes

Mr. Barovor. Well, 1 doubt whether, if you do not give & man
something for his work, he will work.

Mr. Mavericg. In other words, you have conscription in order to
get human beings to fight, to go to ¥'rance or some place and be killed,
and you have stated you do not want industry under the War Depart-
ment; and why shou{d you make it so there would be the profit motive
for industry and consecript the human being where there is no profit
motive! In other words, as one of the gentlemen said, if there is only
& §-percent profit left, there would not be much urge. But there 1s
nothing left when a man gets killed ; he has not got even that § per-
cent. of his is gone; he is dead. And why should we make that
distinction? Why shonld not we conscript the motor plants, for in-
stance, and the munitions plants, and all; why should net we con-
seript them just like we do the human being{

Mpr, Barocu. I think you ought to commandeer it. I do not know
whether you are going to pay that motor plant $30 s month or what.

Mr. MavERICE. 1:]%, say we give the executive a salary not in excess
of a major general, and let that be all the profit he gets during the
war. How would that dot

Mr. Baxoen. I do not think anybody would object to that.

Mr. Maverick. Would you be willing to pass a Jaw so that they
would not get any profit?

Mr. Baruch. 1 do not think it will werk, I would not want to
iake that responsibility, sir.

Mr. Mavemic. In other words, you do not want to take the profits
out of war; you want to leave them profits?

Mr. BarocH. I want to do two things; I want to take the profit
motive out of war and I want to take the profits out of any activity in
war just as far as %m ean go without stopping the machinery of war.

Mr. Maverick. Do not you think, when you eliminate ?!;m profis
motive, you have got to eliminate it altogether?

Mr. Barucu, There are two things, Mr. Maverick: You should
aliminate the profit motive. What I had in mind was 3 great many
people say that countries are forced inte war by people who want to
make & profit from it. Well, if you remove the possibilities of mak-
ing profits, you remove the profit motive.

There is another thing; I want to remove profits you make ordi-
narily in_peacetime to the very limit we can. I do not know what
that 1s. Maybe I would not go as far as you do. While you might
be right, I would not want to take that responsibility; that is all,

Mr. Maverice. I understand. .

Mr. Barucw. If I had the responsibility of getting materials to the
men at the front when they wanted them, and to the c¢ivilian popula-
tion, that they needed, I do not think I would; I certainly would not
-enter into production for mse. And that is practically what this
means, is it not, sirt

Mr. Mavericx. I think a man is in production for use when he is
being sent to the battlefield to be killed, too.
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Mr. Barocu. Mr. Maverick, do not get me in the position of where
I am going to say there is anything that can equalize the sacrifice af
the man at the front, because I do not think there is anything that
is equal to the sacrifice he has got to make.

Mr. MavericE. Yes; but now you understand that we are trying to.
get down to the philosophy by which we can enunciate the princi.
ples for a bill, and it involves the profit motive. Now, if we have
the profit motive and we are going to take the profits out of war,
I do not see why we should not take them all out; I do not see why
we should go ahead and set up a military state, or a facist state in
time of peace, when we all know that the draft Jaw is going to be
passed in 1 minute after war starts, In other words, I want to have
¢lear in my mind the necessity of an act providing for hwman con-
seription now, when we are not conscripting industry. I want to see
thelnpeessity of that right now, and that is what I want you to
explain,

ir. BarocH, As I said in my statement, it is an ideal to which we
ought to travel, but I am not prepared to recommend it from my
experience and with my knowiedge of human natura, If I have to
take the responsibility, I must only give you what I think it ia possi-
ble to do. If you shove off into that new order, I do not beliave it is
the time to do it when you are in the face of the enemy. Of course,
when you talk about there being a profit, I do not know. You sav
you would pay this fellow $10,000; I do not know whether you would
pay the people who owned the factery for any use of it at all; I do
not know whether you wonld pay the man who digs metals out of
‘{:gé soil any profit for it or not. I do not know exactly what your
ides is.

Mr. Maverick. My idea is that if a man shonld go into a war, he
should not be any better off than he was when he started, For in-
stance, 8 man goes to war and he is either wounded or geta killed.
Now, he is not any better off. But Mr. du Pont has a small factor
down here and he increases his wealth very greatly; then he puts his
funds into General Motors and the ehemzcaﬁndastry and different
things of that kind and amsasses a vast fortune by virtue of his weaith,
I am willing for Mr. du Pont to have as much as he had when he
started, but not what I believe to be 200 times or 200 times as much.
My idea is, I do not want any man to suffer a loss, but I want it
understood he is not to have any gain whatsoever, Make it $25,000 a
year; that is all right; give him four times as much as a major gen-
ersl, but I do not want him to have any more. Now, would you be
willing to make this so that he would not have any more at all than
he had when we started this war?

Mr. Baroch. 1 certainly would not want anybody to amass any
great fortune.

Mr, Maverick. You want them to amass little fortunes?

Mr. Baruvca. Well I would say I want them to make some profit.
}Ei?nm 1nfoi: trying to defend Mr. djlrx Pont, because he can take care of

self.

Mr. Maverics. Well he did not take care of himself in this last
election.,

Mr, BarucH. It may interest you to know that I had the biggest
battle of the whole war with him. I upset that powder contract
myself that was made with them,
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Mr, Maverice. In other words, Mr. Baruch, is not this the fruth,
that you favor—I do not want to say this in any embarrassing way,
you understand, but:we are just discussing it—-

Mzr. Barucm. I won’t be embarrassed, sir.

Mr. Mavericr. You are in favor of dra,ft-mﬁ a man for war, but
youﬁwg?nt industry to make profits, but not what you call excessive
rolits
P Mr. BarooH. I do not want them to make any more profits than

are necessary just to keep the thing going.

Mr, Maverice. Then what about this man at the head of this
Kﬁ;ﬁ:? We will say he has been getting $10,000 a year; do you want

to make anything beyond the average, good salary he has had
for the last 2 or 3 years!

Mr. Banucm. I certainly do not. That fellow, if he is gettin
$10,000, he is not supposed to get anythinf, even under this bill,
sbove that. Besides, he has to pay more of his salary in taxes,

Mr, Maverick, In other words, you are willing for a man to be
not any better off at the end of the war than he was before, not to
have any more money, but to have just as much?

Mr, Baruca. I want him to have less.

Mr, Maverior, You want him to have less?

Mr. Baggon, Yes, sir.

Mr, Mavericx. Now, you are get a little bit my way.

Mr, Barocn. I have said that, sir; I mean I have tr:ied:Y to say it.

Mr, CrasoN. What about the stockholders, Mr. Maverick{ I
think you are just e‘m{iinél the . It is not only the man work-
ing inthe plant, but the other men who won’t even be salaried people.
They are the ones making the money,

MZ, Maverice. I think the stockholders should be limited to some
very low ret probably 4 percent.

Mr. Barucr. But that is a profit. Now you are meeting with the
intent of this bill. . .

lgr. Max. He just missed it 1 percent. 'Wa propose 5, and he
said 4.

Mr, Maverrck. T am sorry; I will agree on 5.

Mr, Baroca. We won't quarrel over that 1 percent.

Mr, Maverick. The point I want to arrive ai. is that the profits,
when we talk about war profits, we are talking about profits in
excess of 3 low peacetime average; is that not rightt?

Mr. BarucH. Right.

Mr. Mavenice. There is ancther thing that worries me, and that
is this idea of conscription. I do not know whether I favor con-
scription in peacetime at all, or not; I do not kmow whether I would
be for it in time of war; I do not think I would. I might be the only .
man in Congress who did, but I think I would vote against i#t. I do
not know. But when this Nation was first formed, they held that
& man could not be drafted to be taken out of his State. That, I
believe, was in the Constitution. Then later they got to conseripti
men and taking them outside of the State; then finally they gol
to where you could conseript him and take him outside of his Nation.
Now, do not you think this bill ought to be confined to it being a
defensive war and we should confine this consceription to a defensive
war and to the shores of the United States, rather then sending men
to China, or Siberis, or something of that kind?
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Mr. BarucH. T would not send men to China for any reason,-
or to Siberia either. But in fighting a defensive ‘war, might I call
gzar attention to this, that in order to defend ourselves we might

ve to take some position that would be out of this country, ss &
matter of defense. I would not want to interfere with the mi}itary
conduct of the war. I do not think we ought ever to engage in any
war but a defensive war; but in a defensive war we might have to
enﬁ;ge in an offensive. ]

r. Maveric. You do not have to answer this question, if you
do not want to, because it is past history; but do you think, in order
to defend the shores of America, it was necessary for us to send
troops to Germany¥

Mr. Barucn. I will put it this way: I think if we had not gone
there, (ermany would have won, and then she would have taken
it out of us,

Mr.gMAvmcx., You think Germany would have conguered the
world .

Mr. Baroon, Yes, sir. I think, without us, the Germans would

have beaten.
© Mr. Maverick. It looks like she won anyway, the way things are
going, and that the war did net help much.

Mr. BarucH. Yes, sir. As I say, nobody ever won a war, anyhow.

Mr. Maverick. That is the reason I think we ought to have in
here the philosophy of defense and not offense on foreign shores.
That is all, Mr. Chairman.

Mr. Ruraerroep. Mr. Baruch, I have been reading the report on
thé munitions industry on the War Department i}iﬁs of last year
and in section 4 of that report “fundamental difficulties of the at-
tempt to eliminate profiteering”, the committee made this statement:

A strike is a stoppage of production In order to gain ecertailn demands, The
fterm has been generally spplied fo the actions of labor. But the commiitee
has pointed out that in Hme of war corporations and industries cap and wilk
take a course of action which really ias a “strike” by industry against the Gov
ernment. Those who eosntrol the policy of business nnits hold s strategic
tion in modern economic life. They make the decislons npon which depend the
fanctioning of the indosirial machine. They can decide to produce or not to
produce, and 2t & word from them important coge in the machine may slow
down or come t0 & halt. In timie of war the Government is in & pecullariy

weak position to deal with such a deiiberate slowing down of production.
As has been streased, iis main consideration mast be the maintenapce of an

adequate supply of gooda.
If industry sirikes or threatens to strike o gain ite demands, the Qovern-

ment must yield as it ylelded in the Iast war.
Now, I would like to know how to overcome such s situation as

at.

Mr. Banuca. 1f industry wanted to striked

Mr. RurHrrrozn, Yes.

Mr, BarucH. Of course, ne industry is going to strike. I dealt
with industry without any such power as we have now. All we had
to do was to talk about commandeering, Mr. Rutherford, and they
would take the jumps. First of sll, nobody wants to be publicly
announced as an enemy in time of war by having his factory taken
over. And the Government has the power to take it over. 'I'hex
can take that factory over, the% can commandeer it and put Mr.
out as manager and put in Mr. B,
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" Mr. Ruraerrorp. Suppose they put Mr. A out and put Mr. B in,
but Mr. B is not as competent as Mr. A ; therefore the factory won't
function properly.

Mr. BarucH. We would bave to get the most competent man we
could get, just the same as we do now. If one man dies, we have
to gei the best man we can in his place. I think those in charge
would be perfectly able to get somebody in there to make the plant
function. The Government has the power to take it over and has
the power to appoint whoever they want.

Mr. Ruraerrorp, But how are they going to take it over and have
it function in the same way it did before if the men and the execu-
tives refuse to work?

Mr, BarucH. 1 never heard of an executive like that during the
war. I had some tussles with them wuntil they understood. Another
thing, I think people understand what modern war is now, They
did not before. I do not think there is any difficulty involved in
that, sir, with the power to commandeer and the power to license.

Mr. Roruerrorn. Well, suppose the factory labor refused to fune-
tion; what would be the answer theref

Mr. Baruce. Well, we never had any trouble with labor when the
were treated fairly. I do not think you have had much trouble wit
labor as & .rule, 1If you treated them fairly. We never had any
trouble with union labor or nonunion labor.

Mr, Ruraerrorp. The attitude you take, then, is that the patriot-
ism of those men is going {o be so great that we do not need to
consider that situaion st all? .

Mr, BarucH. Oh, no; I am not going as far as that. We have a
¢lub here in this commandeering. By commandeering we can take
over the plant of any whom we want. It would be just like replac-
ing any anrd of directors, or any executives. We can replace the
whole outfit,

Mr. Ruraerrorn, That is all. ,

Mr. Brooxs. Mr. Baruch, I am interested in the manner in which
this bill will affect, first, labor, and second, agriculture. There has
been & good deal said shout labor, but nothing said about the farmer.
How will this bill affect, we will say, the cotton farmer; in what
respect will he be regulated?

Mr. Barvcw. You talk sbout coiton. My heart is there. ¥ am
from the South.

Mr. Brooxs. Well, let us say wheat.

Mr. Baruca. Noj let us talk about cotton, as long as you bronght
that out. It does not make any difference; it means the same thing.
Under this bill, the price of cotton, or wheat, would be the same—
would be that which it was on the date that was set for the ceiling,
like other prices. Then that might be & case of where it was too
low becauss of overproduction, or too high because of underpro-
duction. So s price-fixing committee, on complaint or request,
would study the prices of cotton and wheat and make adjustments
accordingly. . .

Mr. Brooxs. Won’t you necessarily have to_increase the price of
cotton in order to stimulate the production of it?

Mr. Baruce. If you wanted to, up to & certain price.

Mr. Brooxs. In other words, to bring into use marginal lands
;;hiih otherwise would be unproductive, would that not necessarily

e casef -
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Mr. BarucH. Yes; if you needed that much cofton.

Mr, Brooxs. Well, we needed it in the last war, did we not!

Mr. BarucH. Wei’l, the other people needed it more than we did.

Mr. Brooks. And your idea would be to set a ceiling on the price;
in other words, to control the market{

Mr. Baruca. To set a ceiling as of that date, then the price would
be readjusted according to the circumstances of the occasion,

Now, mind you, on none of those things, in advocating this bill or
any other bill, do I claim perfection. 1 have quoted the adviser of
Napoleon I on the question of our desire to get perfection; but I
think we can meet the most of our objections by keeping this ma-
chinery of action mobile with the general provisions as cutlined in it.

Mr. Broors. Now, with industry you would control income, but
with agriculture you would control the commaodity market; is that
the idea! You have used a different basis for the twof

Mr. BarucH, The price would be adjusted beyond which it eould
not go. ’ :

gi% B:;oex. Would it not be wiser to use that same basis with
indust :

Mr. BarvcH. You might do as we did with wheat—buy all of the
wheat. We also bought all of the wool in this country, which is
something that very few people remember. We would have to act
according to whatever the circumstances demanded.

Mr. Brooks. Then this provision in reference to the 5-percent in-
come would not apply to agriculture, would it¥

.Mr. Barucu. Agriculture gets pretty little. They do not have
much income. .

Mr. Brooks. That is what I wanted to know.

Mr. Tuomas. Mr. Baruch, referring to the bill, and particularly
to section 6, it reads:

* * * ihe President is anthorized to determine and publicly proclaim the
order or priority in whichk any manufacturer, dealer, prodacer, exporter, im-
porter, or public service in the United States shail il orders,

Under that section, would not there be a tendency to eliminate
w?ntmn and & tendency also, perhaps, to show favoritism?

r. Barocu. That is probably the most important power in war—
the one we call “priority”—and you have got to have that; otherwise
the whole thing will get jammeg up,

Mr. Tuomas. All right; but all of the manufacturers of a certain
particular line, under this section, will have s tendency to keep their
Enees up &t the ceiling; while, if this section on priority was not in

ere, then there would be a question of competition, and each one of
them would be competing against the other, and the President then
could buy the goog; from the particular manufacturer who was
selling at the lowest price.

Mr. BarucH. \r’ifell1 yes; and, of course, when the Government deals

for the Army and Navy, if they think the price is too high, they
just move the ceiling down; that is all, .
* Mr. Teomas. All right; but the ceiling ordinarily would be kept
low if this priority wes not in here, and then every manufacturer
would be competing agawnst one another, and it would accomplish
the same thing Mr. Maverick mentioned: there would not be the
same amount of profit involved as there would be where there was
a ceiling.
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- Mr. Baruom.-From=what«I saw of the working of the priority
law, nothing like that occurred in the last war, sir.

Mr. Tromas. Was there any favoritism in the last wart

Mr. Baroca, I hope not. 1 know there was not.

Mr. Taomas. You know there was not any favoritism?

MI‘. BARUGH. Yes, S‘h‘. N

Mr. Pace. What is your construction, Mr. Baruch, of the term
“or the existence of an emergency due to the imminence of war”{
That is in the first dines:of the. bill,

Mr. Baruca, Well, I would leave that entirely in the hands of the
Congress. I think the existence of an emergency due to the immi-
nence of war is too broad. I quite 2gree with you. I meant to draw
attention to that. - -

For instance, we might say there was “imminence of war” by
some power with us. I would not want this great power to go into
the hands—I would not want it to be exercised unless Congress
visaed it.

Mr. Pacr. I bad this thou%}:in mind, Mr. Baruch: You spoke a
moment that there have been charges that men favored war on
sccount of the profit. And while I can hardly believe it, some his-
torians have said that there have been wars to save somebody’s neck,
geiitically.. Wae do not lmow, of course, who will follow as the next

resident of this Nation. It is a thought that no one likes fo enter-
tain; but is it not ible that under this lan e an “imminence
of war” could be declared in order to place the ident, as this
bill does, in utter and absolute control?

., Mr. Barocu." I think thatis s good peint. I think it is dangerous;
it is oo much power to give to anybody, to declare imminence o
war; because they might want to take the minds of the people off of
something unpleasant by declaring a war was imminent and put
some man on horse back in control of the whole Nation.

. Mr. Pace. You think we should strike that Janguage and just leave
it in case of a declaration of war these excessive powers should come
into existence.' '

Mr. BarucH. 1 think.that could be leit out. I think, anyhow,
what should be done is the Congress itself, that is, the people, ought
to decide that snd nobody else, if you are going to have it “immi-
nence of war.”

The Caamuan. That is exactly what the bill proceeds to do.

Mr. BarvchH. “That whenever Congress shall declare war or the
existence of an emergency”™—well, if it is in the hands of the Con-
g:'ess, I am not so afraid; but it is a tremendous power fo put in

e hands of one man. .

Mr. Pacz. In that connection you have provided here that in the
event of a certain declaration, the President shall go back and fix &
past date for price levels.

Mr. BarpeH, Yes, siry

Mr. Pace. In other words, upon the enactment of this law, the
President becomes an utter dictator, and would it not be just as wise
to provide that on the declaration of war, or any resolution secom-
paniy'mg the declaration of war, the Congress, as the representatives
of the people, might fix that past date as the date? .

Mr. Barocr. No; that would be too much like log rolling for a
tariff. The President, as Commander in Chief, should be given all

130876—37—3
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the power that is necessary so that we have as little conversation as
necessary. When Congress seys “war”, let him be in a position to
conduct it. I would leave that in his hands. _

Mr. Pace. One other question: I note in section 4, Mr, Baruch,
that the President is given power, in line 8, page 8, to enlist those
who manage or control an industry, to draft them into the service
as civilians. That not only vaes him the right to take over the fac.
tory, but gives him the right to take the manager and all of the
executive staff, but gives him no control whatsoever of the labor in
the plant. Is that your understanding? : :

Mr, Banucn, It oni{l fers to the management or control,

Mr. Pace. That is ail.

Mr. Maverick. 1 have just ene question concerning the imminence
of war. You know we have granted extraordinary powers to the
President before and some people objected to that. Now suppose we
get up a lot of excitement about some war and the President wouild
ask for that power and Congress would grant it on the basis of
imminence of war with Germany, or some other country: Do not
you think it would be & rather dangerous thing to give that power,

uss the President, if he was the wrong man, might go out here
and say “We need motor trucks; we have to send troops up to such
and such = place”, and then the rights of labor would be taken away
entirely by = decleration of imminence of war. Do not you think,
even with Congress declaring the imminence of war, that is a mighty
dangerous thing? Is not that sort of a step in the way of fascism,
or & step toward a Reichst;af like they have in Germany ¥
. Mr. BarucH. If you had a Congress that was facistly inclined;
yes. . "

Mr. Maverice. We sare all right now, but should we change——r0

Mr. Baruca. I have read that over more times than you think and
have spent many wakeful moments over it, .

Mr. Maverick. You are worried sbout ‘it, anyway, are you not{

Mr. Barvca. But if it means the Congress still has its hands on it,
I do not fear it. .

Mr: Maverick. But if we give it to the President, our hands are
gone. '

Mr. Barucs. Yes; that particular phraseology. I am not entirely
sold on it, sir,

Mr., Maverick. I would like for the court reporter to record that
Mr, Baruch is a little worried about that, any way. [Laughter.]

Mr. Harrer, Mr. Barueh, I did not have the opportunity of bein
here a week ago and hearing your statement, but I remember we
the contribution you made to the fund of informstion supplied to
the commitiee two years ago, when you appeared at our rings.
And as I listened to your testimony this morning and the questions
that have been asked you, it appears to me that your ideas with
reference to this bill and what it will do and the ideas of my col-
league, Mr. Maverick, are not so far apart, that under the income-
tax proyisions and excess-profits-tax provisions that would be writ-
ten into this bill, not only would the profit motive be wiped out to
engage in war, but through these two forms of taxes you can so
provide that no one will be better off financially after the war than
prior to the war? DBecause, is it not a fact that the excess-profits
taxes would take care, With proper levels, of prectically all of the
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increment “anid inerease” in profit that might be' derived, and you
would have to “up” the scale of income taxes so that.the individusal
-would not. profit by reason of any conflict¥ * - i v
- Mr. Barven. -He would have much dess than he has now. " :j
Mr. Harrer, What is ‘your ‘thought with reference to = ceiling m
‘prices as affécting the tax income of the Government during a ward
gVoulé there be a sufficient return in taxes so that 'we can pay as we
g0, as %ou expressit = (T cwow o Lol Tl
Mr. Barocu, Well, I think we would be better off in & good many
ways. KFirst of all, it is inhuman to think a,n{body‘- can make mohey
by letting prices go up: ' Secondly, we would havs Jess to pay if
prices were low, you ses.: If the price of steel, being $40 & ton but
might easily run up‘to $100 & ton, if that is fixed at $40 a ton .or
lower and the Governmént buys a lot of steel, its expenditures are
less. - I have made a statemeént of this kind X could not putit down
in exmet fgures, but I believe if you had had a thing functioning
like this in the last war, despite the'faét: prices had already risen
long before we got into if, by the competition of the Allies, that oitr
bill for-the war would have been'away under:50 percent and might
-have been betweent 30-and 40 percent of what it was: - That isjust e

rough calculation of my own. I have sat down and fi over-ita
.Jot, but 1 think it would have been under 50 and perhaps under 40
percent of what 3t was. '~ - fifiea ovoe ees M

Mr. Hamrer; There is one other question T would 1iks to ask you
in reference to your:ideas about rieutrality in trade with foreign na-
tions during a war.: - In your cg.shs-a,nd—qsrry plan, yoa say you would
not includs lethal wedpons, = bz = 7 s «otr e m T g
- Mr. Barocr. 'Woul 'mﬁgie&” e T ey e d
i Mr. Hartin! I believe in<the testimony.you offered last year.you
said that practi¢ally everything it wars of today that is humanky
consumed may-be classed as®w munition. - o 1 . L el

Mr. Barvom, Yes;‘sirze b v e s e TR e s :

Mr, Harter: Because you'would have to organize the whole indus-
-trial population, the entire population; not. only ‘the armed foreas,
but all of the citizenship of the country. A

gl

B £33 4
Mr. Barucr. Yes. RS R R IR I ST |

* Mr. Harret Well, why do you feel it is'advisablé not to sell lethal
“weapons, us long as it is a cash-and-earry plant . NIRRT
Mr. Baruon: 1 am glad you ask that guestion.” ‘T have divided
those things in two classes: one death-dealing, that is| lethal instru-
ments—I do not know why I picked that adjective “déath-dealing™;
and the other one life-sustaining. ~If you keep wheat dway from a
man, whesat is life-sustaining and he will die is he does not get it,
ou see; but you do not-actually kill & man. And I differentiate,
zecaase there are n lot of good people in this country who just do
not think we ought to be in the. business of selling weapons which
kill other people. Now I do not think it is neutrality. I thinkitis
very unneutral. For instunce, if China and Japan got into war,
just as Italy and Ethiopia got into war, and you won't sell anybody
anything, that means you are on the side of Japan and on the side
of Italy, does it not¥ Because Ethiopia had no arms; Chins has no
arms. And as a reverberation of that, if the whole world adopts
that ‘}‘)oliey of not selling lethal instruments, every nation will say
that “the only thing to do is to start an arms factory of our own”,
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and so every country will have to start an arms factory of their own,
Thus by our action we increase world-wide arms production.

Mr, Harres, Is not there a possibility also of our getting into this
position, that if you refuse to sell any lethal weapons to any one, in
case we should be faced with a national emergency and would need
to augment our supplies, we would have difficulty in obtaining them
from other nations{

Mr. BarucH. Unquestionably so. “Do nnto others as you would
have them do unto you.”

The Ceamman. 1 was very much interested, Mr. Baruch, in what
you said about imports. You mentioned certain articles such as tin,
rubber, sugar, and coffee that we had to import. 1 would like you
to give us s little pictare in a fow words, as to how this matter of
imports would work under this plan, and whether or not we are
throwing anything in the way that might interfere with that flow of
imports into this countryt

. Baruca. Under such ideas as I had and that were working in
the war, and I think are possible and practicable under this bill, the
Government would practically have control of all production and use
of thi We export a good many articles—cotton, wheat, manu-
factu , and all kinds of things. "This country being 80 enoz-
mous, if we became involved in war and war preparations, we would
use more of our things than we did before. We would have less to
export; consequently, the prices would go up. We also would have
to buy a lot of things and prices would go up, because everybody
krniows we have to have them and they would say, “There is that fat
boy, Uncle Sam; we will take a g crack at him now, because we
have him in a good place.” So that what you would have to do 18 to
have some agency set up, as there can be under this bill, that would
take all of the excess that the rest of the world needed, sell it at high
prices, as high as we could get outside, to the foreign countries.
Then we would buy whatever we needed of various things that had
to be imported at the best prices we could get. We probably wouid
shut off profitable exportable surpluses to individuals and do it as »
government.

The Cramman. Of our goods.

Mr. BarucH. Yes, in order to take in the imports. And then, when
they came in, the Government would allocate the various uses of the
materials we had to use for our war purposes and for the civilians =t
the net cost. The net cost of imports would be lessened by the profits
on exports. Therefore, we would pot in any way injure our financial
or social fabric. Is that clear, sir?

The Cramman. I think so. Now to go back just a minute to this
matter of profits. Of course what we all want to do is to put an end,
80 far as ble, to any profit that might be made out of war or due
to war. Have nof you got to keep steadily in mind this thought, that
you cannof remake, overnight, your whole economic snd financial
system in this country} Is not that truei

Mr, Barvca. Yes, sir.

The Craresmax. And could there be anything that would contribute
more, perhaps, to defeat in war than endeavoring, over-night, upon

- the declaration of war, to change your whole economic system §
Mr, BarvoH. Ri%xt. )l ‘
.. The Cramxax. Now you, like every other man who was s soldier
in the front line getting only $30 a month, do not think any other
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man ought to have any profit ont of that war; but you cannot say you
are going to put everybody in this country on a $30 2 month basis, A
man today may be making, say, only $150 a month, and if you put
him on a $30 a month basis, that would disjoint the whole thing. He
has to buy his coal, he has to buy light, he has to pay rent, he!ims: to
buy clothing for his children, and you cannot disjoint the whole thing
overnight simply because there is war. Is not that truet :

Mr, Baroca. Yes, sir,

The Cramman. And what this bill would do is to try to put an end
as far as possibie to profit and at the same time to keep your economic
system fuﬁezionin%g, and keep it functioning in the most efficient man-
ner to take care of the civilian population as well as provide material
for the soldiers in the Army. Is that not true#t )

Mr. BarucH. Yes, sir.. . : :

Mr. Wocox. Mr. Chairman, as I understand the bill, it actually
aceomplishes taking the profit out of war; because the profit i war
is what you would make during the war over and above what you
would have made during peacetime,

The CaamMan. That is the whole guestion,

Mr. Wicox. In other words, to take the cotton of the gentleman
over here {Mr, Brooks), if cotton is selling at 10 cents a pound during
peace-time and during war it would jummp to 15 cents a pound, then
his war profit is 5 cents a pound on cotton, and if you fix the price of
cotton at 10 cents, which is the peace-time price, then he cannot make
any more out of his cotton than he made before. . And so it is with
Iabor and other branches of industry. So if the bill accomplishes
that, Mr. Baruch, as I see it, you actnally accomplish the taking of
the profits out of war$

r. Baruca. 1 think it will work that way. '

Mr. Wrneox. Plus the provision thet if by increasing production
industry makes a bigger percentage on its investment than it did
befc;re, you would take that percentage off through the excess profits

Mr. BarvcH. Would take their increased income, as was suggested
over there, through increased faxes. _

Mr. Wimcox, Then you would take off the percentage of in-
crease——

Mr. Barvcr. You would just skim it off.

Mr. Wroox. Due to the increased production.

Mr. Barvon. Due to the increased preduction ; yes, sir.

The Caamuan. The truth is, if the bill worked as it should and
as 1t is intended to work, there will bs no war profits and the normal
gmﬁts will be much less, due to the fact that the Government, throngh

eavy income taxes, will take so much greater proportion of what
we might term the normal peace-time profits; is nof that true?
. Mr. Baruch. It will take the increased part of it; yes.

Mr. Tromason, Mr. Baruch, under your cssh-and-carry plan,
would you not give s decided advantage to the nation with the
strongest navy?

Mr. Barocm. Surely, they would have the advantage; but we
cannot take that away from them. This cash-and-carry or come-and-

t-it plan—I thought I was the author of it—is not perfect, but

am trying to get ourselves in a position where we will mess into
anybody else’s business as little as possible.
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. Mr. THoMAsON. I am not taking issue with you, but I just wanted
to hear you briefly on that.

Mr. I{ABECH. f Great Britain and Germany got into a figh
t(;:reat Britain would have the advantage as long as she command

© Seas.

-. Mr. THomasoN, Surely; Great Britain would have the advantage
over anybody that came to our country to buy goods.

Mr. Baruca. Surely; and undoubtedly she could get in here and
get what she wanted for herself and stop all shipping to Germany.
- Mr, THoMasoN. And if you had some little weak nation fighting
a righteous war and & just one, and she was at war with a nation
with a strong navy, that wesk nation could never get hers to buy
our goods?

Mr. Baruca. She could not.

Mr. Taomason, So is there any such thing as neutrality{

.Mr. BarucH. Noj “there ain’t any such animal.” I do not care

whether it be lethal instruments or anything else, there is no such
word as “neutrality.” I mean we cannot take any action that is
neutral; because as soon as you take the action you become unneu-
tral. Did anybody think we were neutral when we said we would
not ship any arms to Italy and Ethiopia.
. Mr. THoMasoN. I am not taking issue with you, but it is a big
question and you are giving a decided advantage, of course, when
you, adopt the cash-and-carry plan, to the nation with the strong
navy, are you not?

- Mr. Baruca. Certainly.

: Mr. Troxasoxn. So I wonder if that is strict neutrality.

Mr. Barucr. Oh, no. As I tell you, “there ain’t no such ani-
mal”, but I am trying to get the best possible thing for my coun.
iry so that we can procegie to do our business as well as we can
wrthout sticking our nose in other people’s business, or letting any-
body stick their nose into our business.

The CHAmMAN. In other words, Mr. Baruch, when we use the
word “peutral”, we American people, what we really mean by that
is not what is the best plan to be neutral so far as two other or more
combatants are concerned, but what we really mean is what is the
best plen to keep us out of it; is not that it? -

Mr. Baruca. Certainly. And I think “neutral”, if T may be

ermitted to add onme more word, to most Americans is a burning

esire to have peace. We do not want to get into any more menses,
We got burnt once and we want to keep out. They think, as you
say, it means peace. But we want to certain, 1f we take any
action on what we call neutrality for peace, that it does not become
an act of war. :

Mr. Axperson. Mr. Baruch, I was not here last week and unfor-
tunately 1 did not hear the first part of your discussion. I wonld
like to ask this question: I have read this bill and T cannot see just
where this bill covers this point: QOut in my district we have various
industrial concerns that, before the World War, were enge, in
various different sorts of manufacturing. One concern out there, I
know, made motors and switches,

- Mr. Barvca. What district is that, siri ,

Mr. A~pemson. In Missouri. One large concern out there made
electric motors and ignition switches; they were in the electrical busi-
ness. Naturally, when the war came along, they went into the mu.
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nitions business becausd the profits were big. Now, say s state of
war would occur again and this concern could not make as much
money out of munitions, under this bill, as they had made out of
manufacturing these motors, in what part of this bill is there any-
thing that would compel the President and give him the power to
make this concern go into the munitions business? S

Mr. Baruon. Those special cases become very important and, in
this instance, as we did In the last war, and what we would have to
do in the next war, the Government will have to make a contract at
& price that will give this men = chance to awmortize his tgmperty,
amortize his expenditures, or the Government would take them over
gb the cost price. And under this bill he has a wide power fo do
those things. ,

Mr. AnpersoN. What section covers that? Does section 3 cover
that? '

Mr. Barucsu. That power is now inherent in the War Department.
They can make all those contracts.

Mr. Axperson. Is that section 5; does that cover that?

Mr. Baruca. He might do it under section 5, but the War De-
partment makes al] of contracts,

Mr. AxpersoN. Could not those various under this bill, just
refuse to ‘go ahead and make munitions and keep on making the
product they were meking? .

Mr. Baruce. Xf they refused to make them end the Government
thinks they ought to, they can commandeer the plant and put men
in charge who will make them.

Mr. Anpersor. In this bill, they have the right to commandeert

Mr, BarucH. Oh, yes. :

Mr. Dorsey. Then, in accordance with your statement, Mr, Baruch,
I assume you feel it is impossible to get away from the cost-plus
contracts during a war in cases similar to this?

Mr. Baroca. No; I do not think so. Another thing: Let us nor
get our minds confused with the cost-plus in the World War and the
cost-plus now. With the cost-plus in the World War—there was not
a determined factor; whereas, if you did want to give a cost-plus
contract under this provision, every one of your factors are known;
the ceiling is on the prices and the Government has a firm grip on
all the component parts of everything which goes into s manufac-
tured product. In the World War we did not have it.
~ Mr. Dorsey. How can we get away from it, then, with an indus-
trial set-up that is not at the present time equipped to turn out the
maximum for war purposes the production of goods for war activi-
ties, such as new equipment, tools, jigs, fistures, dies, specialized
machinery? How do we expect private industry to manufacture war
equipment unless the Government doss control it and agrees, as it did
with the railroads, to finance it in some way? . .

Mr. Barocn, I believe they go into great detail in the Senate bill,
or in one part of it—in the financial part of it—whereby the Govern-
ment will advance to some particular manufacturer that it wants to
go into the munitions business so much money, and either the Gov-
ernment will take that back or it will pay & man back his money with
some profit. . , ,

Mr. Arenps. Just one question with reference to labor: You said
labor was satisfied during the last war, . ;

Mr. Bazuch. Yes. '
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Mr. Arenna, You had ne difficulty with them at allt

Mr. Baroca. Oh, we had some difficulties.

Mr. Arenps, At that time they could operate under pricea
and good pay; and now if we freeze these prices—freeze the wages—
I am just wondering if dyou could anticipate, by any stretch of the
imeagination, there would be no trouble,

Mr. Baruca. One of the difficulties 18 the price of wages, as you
ses, in many of the strikes today. Any man who thought about it
knew labor had to go up—the price of labor. As a matter of fact,
the “white collar” %21 de—their wages ought to go up, too—but
nobody is making a fight for them—because the prices of everything
they have to buy have gone up. Therefore, there ought to be a raise
in wages. And I do not know how you can get it, if an industry was
not intelligent, except through strikes. But in wartimes, you do
not let the component things go up; rents do not go up; the price
of nonservices do not go up; the price of boots and shoes does not
goup. Butthe grice of some things during the World War just went -
5 igh, undoubtedly, because we did not have the physical time to
take hold of them and did not have the power. And we had to do
it by indirection. But here labor will have the same relationship
in wartime as it did in peacetime; I mean their wages do net go up,
‘but the price of the things they buy with their wages does not go
up: it is to remain the same.

Mr. Arenps. But because of the demand for their services, do not
you suppose they wiil say: “Now, let us better wages; let us strike
for better wages”? Eventhough the prices of things were down, that
does not make any difference, because will not they say: “They need
ti:lx}an ower; let us strike for better wages.,” You do not anticipate

at
- Mr. Baroca. I do not know what is in the hearts of other men.
But if in the light of your circumstances you do just everything you
can ses from experience, with the best study you can give it, you
have done the best you can, and you will have to depend on the
Lord for the balance.

Mr. Satira. Mr. Baruch, I merely want to call your attention to
the fact there are several bills before this committee which would
provide for the scquiring by the War Department of o war resorve
of materials in which we are deficient, and I think we will have
hearings and hope we will have action on these bills, and they men-
tion some of the things you mention—manganese, tungsten, chrome,
tin, and there may be others added to it. 1 merely call your atten-
tion to the fact there are such bills pending.

Mr. Barvcr. Mr. Chairman, since I have perhaps been a little
eritical of the War Department, I would like to say this—that if
we had followed their advice and judgment when prices were very
low, and when they were continuaily advocating to the authorities
some several years ago to purchase various things like tin, men-
ganese, nickel, and all those things, we could have saved ourselves
a great deal of money. But, unfortunately, we could not ﬁjt any-
thing done, and the prices now sre up two or three times what they
were. But they had a better judgment of industry than some of the
men in industry had.

The CHamman. Are there any further questions of Mr. Baruch?
If not, the committee will stand adjourned.
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TUESDAY, FEBRUARY &, 1937

House or REPRESENTATIVES,
Comsrrree o8 MimIrary AFFairs,
Washington, D, O.

The committes met st 10:30 a. m., Hon. Lister Hill (chairman}
presiding, .

The Caamman, The committes will come to order.

Colonel Harris, will you come arcund please, sirf Colonel Harris,
- gentlemen, is from the War Department.

STATEMERT OF COL. €. T. HARRIS, JR,, DIRECTOR OF THE PLAR-
RING BRANCH, OFFICE OF THE ASSISTART SECRETARY OF
WAR

The Crairman. Colonel, we would like very much to hear from
you on this bill (H. R. 1954) entitled “A bill to prevent tﬁroﬁteering‘
in time of war and to equalize the burdens of war and thus provide
for the national defense and promote peace.”

You are in the office of tﬁe Assistant Secretary of War, which
office is charged with the matter of industrial mobilization and
industrial planning for war and the handhing of all industrial pre-

g.lll'edn%s, so to speak, and we would like to hear from you on this
11l * :

Colonel Harris. Mr, Chairman, in compliance with your request,
Y am appearing before your committee as the representative of the
War Department. I am instructed to state that the War Depart-
ment has made a careful study of H. R. 1954 and its companion bill
in the Senste, S. 25,

The views of the War Department on this legislation have been
reduced to writing and, in accordance with prescribed administrative
procedures, have Eeezz referred to the Bureau of the Budget for a
report as to whether these views are in conformity with the policies
and program of the President. No reply has yet been received.

In case your committee desirés me to continue the presentation of
War Department views on H. R, 1954, T am instructed to emphasize
that the War Department has not been informed as to whether
the views here presented do or do not conform to the policies and
program of the President.

The Coammax. In other words, you have not heard from the
Bureau of the Budgst yet? ' :

Colonel Hagnms. That is correct. : .

The Cramman, With that understanding, Colonel, suppose you
. go shead and give the War Department’s views, it being understood

: o i
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that the War Department has not yet heard from the Bureau of
the Budget on the bilis,
Colonei Harris, Yes, sir,

STATEMENT OF WAR DEPARTMENT VIEWS ON H. R. 1954, 4 BILL TO PREVENT
PROFITEERING IN TTME OF WAR AND TO EQUALIZE THE BURDENS OF WAR
AND THUS PROVIDE FOR THE NATIONAL DEFENSE AND FROMOTE PEACR

The Lill, as a whole, is favorably considered by the War Depart-
ment. The broad control measures provided form the basis of the
recently revised industrial mobilization plan of the War and Navy
Departments to launch an orderly procurement program of muni-
tions and carry it Promptiy forward when an emergency is faced.

In the interest of national defense, it is considered desirable that
e basic law delegating these oontrofs within the authority of the
President be enacted in time of peace. Such action in time of peace
will tend to insure prompt execution in time of an emergency, m:dz
moreover, will give war-procurement planning a sound basis o
legal autflerity.

n this connection it may be stated that one of the efforts in this
planning i8 to initially distribute the war-production load to such
an extent that the regular peacetime voeations of industry may con-
tinue to the extent possible under the circnmstances.

In order to provide this production distribution and to effect this
_ desired result the control measures carried in this bill should be

immediately available to the President if and when & war emergency
is at hand,

Sections 1 and 2 of the bill contain price-control measures. The
War Department has heretofore proposed and endorsed wartime
price control. The wording of section 1 leaves uncertainty as to
whether or not control of wages and salaries for personal services
is authorized therein.

In measures previously proposed by the War Department, there
has been advanced the premise that all elements of the Nation should
be trented alike in war legisiation; and it is felt that if the control of
prices in general is provi the control of wages should be inciuded.
Any effective price control must, of neceasity, include all elementa
entering inte cost. Therefore, it 1s suggested that the word “service”
be included with “article or thing”, in line 7, page 1.

The enactment of an inflexible plan of price control would, in the
opinion of the War Department, be highly inadvisaeble, The pro-
posals in sections 1 and 2 of the proposed bill are excellent in that
they will permit the President to apply the price-control structure
in successive segiments or Faneis for groups of materials or commodi-
ties rather than as one all-embracing imposition of & price ceiling.

The administrative difficulties that would be entailed by the latter
procedure would be insurmountable, and the price-control activity
wonld soon become discredited through failure of enforcement. The
flexible provisions provided in this bill would enable the problem
to be met through successive steps as the necessity arose snd the
administrative machinery had been constructed to make the legisia-
tion effective. .

That portion of section 3 providing for s military draft of the
unorganized militia in the discretion of the President, subject to



TAKING THE PROFITS OUF OF WAR' 71
such conditions, rules, and exemptions as he may imposé is 'favaz*ablg‘
considered. In the interest of clarity it is believed the words “an
naval” should be added after the word “military”, in line 12, page 2,
and “or naval® added after the word “military”, in line 13, page 2.

The further provisions of section 8, for needed governmental con=
trols, through the President, of the material resources and industrial
organizations of the Nation, form the foundation upon which indus-
trial mobilization in time of an emergency is built. - Immediate au-
thority will then exist to set up end function a wartime civilian
agency, similar to the War Industries Board, to guide the industrial
effort of the Nation in support of the armed forces and to protect
insofar as possible the peacetime pursuits of the Naticn. '

Security and commodity exchanges should be specifically included
within such control. Procurement planning to date has emphasized
the fact that certain war-material production must be given initial

reference by industry; certain raw materials and commodities must

e nationally controlled; certain regulations affecting conservation
and prevention of waste may be necessaryy transportation, power,
and fuel must be supervised, as well as price control and war trads,
including exports and imc{)orts. The War Department endorses the
principle that war should not be an excuse nor an opportunity for
undue or excessive profits and maintains thet the controls herein
discussed, concentrated in one or more agencies responsible directly
to the President, will be of material assistance in Iimiting profit as
well as in the coordination of the industrial effort. It may be further
stated that this provision is not considered to be in conflict with
section 120 of the National Defense Act, which permits the President,
in time of war, or when war is imminent, to place compulsory orders
with industry for required products or material. :

Section 4, giving the President the optional authority to require

rsons engaged in industrial management to register and to be
rought into the service of the Government as civilians, is favored
by the War Department as a compulsory adjunct to the industrial
controls previded for in the preceding section just discussed. While
it is expected that industry and the managements thereof will coop-
erate with the Government in any war effort in which the security of
the Nafion may be imperiled, occasion may arise when the exercise
of the arbitrary authority conferred by this section mey be necessary.

Section 5 provides for the control of designated business activities
through licenses, Similar control was exercised in & number of in-
stances during the World War by authority of a series of statutes.
License control is an administrative measure necessary to put into
effective operation the controls provided. for in this bilJY. It appears
téhath“awnem” should be included with “dealers, exporters,” and so

orth. ‘ o

Section 8 provides the prio:i? controls necessary te bring the
national assets to the national needs, Through priority, acting under
the controls covered in seetion 3, the needs of the Nation will be
filled in the order of essentiality. Priority is one of the basie indus-
trial controls to render effective industrial support to the Nation in
time of war.

Section 7 authorized the President to ereate new, and to rearran
existing agencies to carry into effect the provisions of this act. ‘g[g
is not deemed advisable te imit the authority over existing agencies
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to those of strictly executive functions. Other agencies may be in
existence at the time, having certain administrative responaibilities
relating to procurement of military supplies, and for this reason it
is recommended that, if any such do exist, the same suthority be
extended over those functions.

1t is also recommended that the President be given authority to
suspend, during the period of the emergency, the whole or part of
any law or laws of the United States relating to the procurement of
supplies for the Military and Naval Establishments when, in his
opinion, such laws impede such procurement activities.

No comment seems warranted ss to penzl provisions, section 8.

Section 9 imposes an excess-profits tax to be effective during the
period of war. The War Department refrains from commenting
on this section, believing that other agencies of the (overnment are
batter quaiiﬁe& snd have more direct responsibilities in connection
with taxation measures. )

It ig desired to emphasize, however, that any tax measure adopted
must not remove the incentive to produce, and thus threaten the
more vital activity of securing the munitions required in war,

Attention is invited to some rather peculiar results which might
come from the operation of this section as now written, Assuming
that this section applies to every person, soldiers as well as civilians,
regardless of the amount of his income during the 8 years next pre-

ing the declaration of war, then officers and soldiers of the Regu-
lar Army prometed during the previous 3 years would receive s
decrease in pay during the emergency, and officers, noncommissioned
officers, and privates promoted to higher grades during the emer-
gency would have to refund practically ail of the amount represent-
Ing increase in pay due to such promotion.

Similarly, it is possible that the average income of many of the
soldiers drafted for the emergency, with respect to the 3 years next
preceding the declaration of war, would be less than their soldiers’
pay, thus necessitating a refund of part of even that small amount,
and the same principle would apply to the pay of some emergency
officers regardless of rank.

If this section is not intended to apply as above indicated, it is
suggested that it be amended so as cleargr to be inapplicabie,

t appears advisable to add two additional sections to the bill-
one, suspending during the effectiveness of the proposed bill ali acts
or parts of acts conflicting or inconsistent with t,f:s provisions thereof,
and anocther section providing that the whole act shall not become
invalid in the event any provision thereof shall be nullified.

To make effective the changes discussed above, and other small
changes in phraseology to insure uniformity, the following specific
amendments are recommended :

Section 1: Change line 7, page 1, to read:
article, service, or thing erumersted in such prociamation, or proc-™

Section 3: Change line 10, page 2, to read as follows:
ency due to the imminence of war, deciared by Congress to exist, which in the
Jadgment N

Change lines 12 and 13, page 2, to read as follows: : . *

military and snavol establishments, the President be, and be Is hereby, author-
ized to draft into the military or naral service of the Inlted .
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Change Iine 21, page 2, to read as follows:
TESGUIres, 'i.ndustrial erganizations, public services, gnd security or commodily
exchaenges OVED

Section 4: Change lines 1 and 2, page 3, to read as follows:

Sec. 4. During the period of any war or national emergency due fo the dmmi-
nence of iwwar, declared by Congress $o exisi, the President is hereby authorized,

These changes, Mr. Chairman, are to bring all the sections in uni-
formity with section 1.

Section 5: Change lines 12 and 13, page 3, to read as follows:

Sex. 5. During the period of any war of national emergency due fo the immi-
nence of war, declared by Congress to eriei, the Pregident is authorized to deter—

Change line 16, page 3, to read as follows:

right, or of owners, dealers, exporters, importers, manunfactarers, or
Change lines 21 and 22, page 3, to read as follows:

urlawful for any such determined classes {o operafe without snch Heense.
Section &: Change lines 23 and 24, page 3, to read as follows:

Spo. 8. During the period of any war or nolional emergency due fo the immi-
nence of woer, declared by Congress #2 exist, the President is avthorized to deter-

Change line 1, page 4, to read as follows:

any owher, manufacturer, dealer, producer, exporter, iimporter, or
Change line 4, page 4, to read as follows:

and proclamation It shall be unlawtul for any such owner, manofac.
Section 7: Change line 14, page 4, to read as follows:

such rearrangements of executive agencies, or any other agencies Raving admin-
{strafive resgonsibilitics relating 1o procurement, and of bureaus i

Change line 17, page 4, to read as follows:

of war, or for the meeting of such national emergency; and, likewise, is author-
ized to ruspend by prociamation the whole or part of ony law or laws of the
Unifed States relating io the procurement of supplies for the Militery and Navel
Esztabiishmenie when s hiz opinion such lowe impede such procurement
aelivities. T

Section 10: Add a section 10, to read as follows:

Smo 10, AR Acts or ports of Acis conflicting or inconaieient with ke provisions
of thiz Act ore 1o the exient of such conflict or inconsistency suspended during
the effectivencss of thiz Act. *

Section 11: Add a section 11, fo read as follows:

Sec. 1. If any provizion of thit aci, or the applicotion thereaf to any person
or circumatances, i3 held invalid, the remainder of the act, and (he application
of u:: provirions o other perscms or circumaiiances, skall noi e affecled

With reference to the suggestion to add the proviso that laws
which impede procurement might, within the authority of the Presi-
dent, be nullified during the period of the emergency, I have listed
here some 15 instances, )

If the committee desires, I can read this statement,

The Cmamuan. You better give it to us so that we will know
about it '

Colonal Hazers. T will also put this in the record.

The CHARMA¥X. Yes, sir.
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Colonal Haxris, Listed below are some of the existing laws con-
taining certain restrietions on peace procurement sctiviiies. These
restrictions would apply equally to war production; and uunless
o;ﬁaonal authority is delegated to suspend their efectiveness, in
whole or in part, in time of an emergency, industrial mobilization
would be Impedea through their operation,

" 1. Necessity of writien authority frem Secretary of War to sdvertise in
newspapers {R. 8. 3828). o
5 g.ﬂ}?rohibition against transfer of contract or any inferest therein (R. B.
737y o ,
%?bfmhibiﬁon agninst acceptance by Government of voluntary setvice (R, 8.
( & é.pé)n}é;rhtions stiall apply solely to the objects for which they are made

. 3. 3678}, .

5. Prohibition sgainst advanced peyments (8, 8. 3848).

8 6. Approval by Secretary of War of all building contracts over 35000 (40
tat. 74). ’

7. Approval of Congress reguired for ibe erection of permanent building (10
Stat 242; cirecumvented during World War by considering all construction
a8 temporary). )

8, Preference mmst be given American vessels in shipments of cosl, provicions,
suppites of any description purchased for use of Army or Kavy (83 Stat. 518},

9, Preference directed for articies of domestic production and deliveries top
Pacific coast points for Pacifle epast consumpiion (R. 8, 3718).

10 Approval of title by Atiorney General hefore expenditure of fupds on sey
gite for a pablic bnilding {B. S. 355).

i1, Necessity of adveriising before purchase of siecl (28 Stat. 769).

12. Limitation on rental or repair of leased buildings (47 Btat. 412, as
amended). :

13. Limitation on employment of civiliang in Washington (22 Stat, 2553,

14. Limitation in curreni appropriation acts on purchase of typewriters, motor
vehicles, ete. :

15 Resirictions imposed by Walsh-Healey Act (Publle, No, 848, 74th Coug.},
suck as contractor must be regular dealer In supplies purchased, 8-hour day, ete.

There are others, Mr. Chairman,

The Cmamrmax. Colonel, how long have you been in the office of
the Assistant Secretary of War!?

Colonel Hagmxs. Three years and 9 months,

The Cuamman. To what branch of the service do you belong!?

Colonel Hazrrts. T am an officer in the Ordnance Department.

The Caamman. During these 3 years and 9 months have you been
devoting most of your time to this matter of industrial mobilizationt
" Colonel Harnts. My entire time, sir,

* The CaaeMaN. You read a letter which the War Department has
gent over to the Bureau of the Budget, as I understand it. Did yom
do most of the ground work for that letter, if T may ask?

i Colonel Harris. I was responsible for the preparstion of that
etter. ' '

" The Cramrman, In other words, you personally have studied this
bill, have you? , . B :

. Colonel Hagers. I have, sir, i '

. The Caamesean. As I understand your amendments, they were in
the natuore of what we might term perfecting amendments. Is that
gorrect or not¥é . ‘ _ o

Colonel Hazris. Yes, sir. The subject matter of this bill is excel-
fent. It i5 an excellent bill. The amendments which we are propos-
ing are perfecting amendmenis and to cover.one or two angles that
from our experience, operating under such # pill, occut’to us as being
NeCesSarTy. T oo
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The Ceamman. In other words, there is nothing in your sug-
asmendments that¢ is in any way repugnant or contrary to

what we might term the underlying philosophy of the bill? ~
~ Colonel . That is correet, sir. o

The CHamman. You agree, then, with the fundamental principles
of the bili?

Colonel Hagris. Yes, sir.

The Cmamman. Has the committes any questions? :

Mr. May. Mr. Chairman, just one or two. On the question of
ordnance supplies and materials, what is the reason why it would not
be a good idea for the War Department fo make some investiga-
tion, 1f they have not already done so, as to the availability of such
supplies and materials as manganese ore, which is an absolute neces-
sity as a war material?

Colonel Harms, The War artment has made a very exhaustive
study of the sources of m ese ore in this country, as well as
in other countries of the d, and has prepared plans, stating our

requirements and the probability of being able to meet them,
r. Ma¥x. Is it a fact that we are rather destitute of manganese
in this country? .

Colonel Harrrs, Wo would not have one-third of the amount of
menganese required in time of war or in time of peace from domestic
production. At the %rgsenﬁ time we do not have 10 percent of the
national requirement from domestic production. '

Mr. May. What do you think, as a matter of precaution, as s pre-
paratory measurs of the War Department, ntiliving some of its forts
I storing some man , or something of that kind, at strategic
points where it could be available in the event we needed it?

Colone! Hawris. The War Department has proposed, and has sup-
ported other proposals, in conneetion with stock pile reserves of man-
ganese, as well as other minerals of which we have a shortage.

Mr. SwoxTt. From where do we import most of our manganese, out-
side of Brazil and Russiat : -

Colonel Hagris. The Gprincips} sources of manganese in the world
are Russia, India, the Gold Coast of Africa, and Brazil. We are re-
ceiving more from Russia than any other country,

Mr. Suory. How many States in this country produce it}

Colonel Hageis. There are meager manganese deposits in almost
every State which hag other mineral d?emts, but these deposiis are
mostly of low-grade manganess ore. There is plenty of E)w—grade
manganese ore in this eountry but there is a scarcity of what is
known as the Ferro grade manganese ore, that is ore of 50 percent
metallic man

Mr. Suort. Are you aware of the fact, Colonel, that since the nego-
tiation of the reciprocal tariff treaty with Brazil last year, or about
18 months ago, that a large firm in Arizona hag invested about $5,000,-
000 in this? = .

Colonel Harris. I am familiar with the developments generally
speaking, since the passage of that agreement, but I did not know of
that particular case.

Mr. Ssuonr. Do you think it would be wise for us to try to develop
more manganese in this conntry#? :

Colonel Harris. We are faced with two conflicting thoughts there,
We have only a Iimited supply in the ground. From a national de-
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fense point of view, that small reserve in the ground is of greater
value to national defense by remaining in the ground than it would
be by being mined and sold. .

Mr, SHorT. Yes, sir.  We are storing some manganese, are we not {

Colonel Harris, The Government is not storing sny manganese.

Mr, Sport. None

Co{pnel Hagars. None, Industries have a stock of several months’
supplies. :

r. Harter. Colonel, these various essential raw materials, in the
case of national emergency, in addition to manganese, comprise sev.
eral other items which we do neot preduce in this country which would
be necessary, do they not?

Colonel Harris. ’thaf, is correct, sir,

Mr, Harrer. Such as rubber and tin#

Colonel Harris. About 26 materials are on what we call our stra-
tegic-material list, that is, of materiels for which the domeatic supply
would be totally inadequate in time of war. There are some 9 min-
erals on this list of 26, such as manganese, chromium, tin, nickel,
tungsten, antimony, mica, and then there are others,

}frs. Harter. Rubbert .

Colonel Harris. Rubber is one. There are some fibers, jute, sisal,
manile fiber, there are some drugs, such as opium. There are five
drugs. We are short of coffee and our supply of sugar, domestic
supply of sugar, is not adegunate, but we are very close to world
SOurcCes,

Mr. Harten. Did I understand you to say that the War Depart-
ment had mide up estimates for the procurement of a certain supply
of these various articles so that they would be on hand in case of any
national emergencyf

Colonel Harrs. Our studies have been devoted to the questions of
how much would be required for the national needs, how much is
usually on hand in this country, what the possibilities of domestic
production are, and what are the most likely world sources. We have
not been able to securs & stock pile reserve of any of these materials.

Mr. Harter. That would take the appropriation of additional
moneys by the Congress, would it notf

Coionel Harnts. It would take approval by the Congress and funds.

Mr. Harter. And no stocks have ever been built up?

Colonel Harpia, No, sir., We did have left over from the war some
of these necessary materials. In the case of platinum, that reserve
is maintained today.

Mr. Fappis. Mr. Chairman and Colonel Harris, I might say for
the information of those members on the commitiee who are not
aware of the fact, that I have introduced a bill providing for the
acquisition of certain essential materials in this country in time of
war, and I intend to ask for hearings upon this bill at a very early
date, 8s soon as the committee has the time to devote to it.

Mr. May. Does your bill provide for acquisition during wartime or
previous §

Mr. Fappia. During peacetime, to store them in this country, and
this bill is drafted along the lines of the recommendations of Colonel
Harris and the War Planning Division.

You undoubtedly know of that bill, Colonel$

‘Colonel Harris, Yes, sir; I have seen it.
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Mr. Fapnis. I will state as a matter of information, that I am
going to ask for hearings on that bill at a very early date.

Mr. Epmisron. Colonel, of these necessary materials, which ones
of the nine in that list.of 26 are most.needed and the hardest.ta pro-
cure in the event of war! '

Colonel Hagris. Naturally some of the materials have a higher im-
portance gnd are more difficult to obtain than others. I place man-
ganese at the top of the list, chromium next, and the minerals more
or less at the top of the list. Rubber would have a high priority also,
I put manganese and chromium at the top.

. Epmzsron. Rubber and tin can be used over and over again?

Colonel Harmis. It has been estimated that we can use reworked
rubber and get perhaps 40 percent efficiency out of the rubber. We
have a detinning industry in this country that in time of war could
produce 30 percent of our requirements, and under stress of war it
could probably be slightly increased.

Mr. Faoprs. That is sll, Mr. Chairman.

Mr. Mzrerrr. Colonel, have not we made some provision for the
raw materials through the Tennessee Valley Authority$

Colonel Harrrg. The Tennessee Valley Authority has charge of
the nitrate plant at Muscle Shoals, and they are making certain re-
searches into the possibilities of &eveloping materials in the Teu-
nesses Valley,

_ Mr. Mzreirr. If these researches turn out favorably, that will
eliminate some of this forsign-country participation, won't it

- Colonel Harrys. Researches have been made for years and have
not been particularly successful in developing materials to supply
the shortage. There is no substitute for manganese, Without man-
ganese the steel industry would produce a. very inferior quality of
steel, and there is no substitute.

Mr. Crason. I wonder how much it would cost in these days,
when we talk so much about deficits, to lay in a supply of these re-
quired materials?

Colonel Harris, To lay in a supply of the materials which we
believe should be in the stock-pile reserve, eliminsting. any duty
charges, would cost approximately $100,000,000.

Mr, Crason. How Emg would that supply last?

Colonel Harriz. That 15 figured on 2 years of war.

Mr, Crason. In other words, you feel that would be a good meas-
ure for the Government to adopt, do you notf?

Colonel Harrzs. I do, sir.

Mr. Crason. In other words, if we were prepared for war, other
countries would be less likely to attack us?

Colonel Harnis. I would like to say one thing, however. This

uvestion of reserves of raw materials is s national question rather
an a military question. The needs of the Army and Navy are
relatively small. Wa could commandeer from stocks available right
now the amounts that the Army and Navy would require for their
use, but these materials are nesded in national industry so that the
ime sctivities of the countiry would go forward. It is the na-
tional industry that requires these reserves. Therefore, i is more of
;{ national problem than it is & problem pertaining to the Ariny and
avy.
130976—37—48
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Mr. Crasoxw. Then these reserves are not solely for the Army and
the Navy but for the whole Nationt ‘

Colonel Hagms. These reserves which I mentioned are to carry the
national industry through 2 years of war.

Mr. Crason. What would you do—keep selling ofl every year as
fast as the goods start to deteriorate, and keep buying fresh goods!

Colonel Hapmia. The ones which we have felt should be stored are
the ones which would not deteriorate throuﬁh storage. For example,
if stocks of rubber were stored, they would have to be turned over,
because rubber would not stand indefinite storage; but menganese,
tungsten, chromium, and all the minerals will keep indefinitely.

Mr. Crasox. What sbout the drugs?

Colonel Hagms. While the drugs will be short, we have not placed
them on this list for stock-pile reserve, There sre many conservation
measures which could be taken in time of war, like prohibiting the
use of strychnine to kill vermin, which uses haif the amount consumned.
By denying that use in time of war, it would make the remainder
available for the needs of men and would go & long way toward
solving the requirements of that particular strategic materal.

Mr. Crason. There is only one other question which I would like to
ask, and that is probably because I am & new Member. Before you
read this statement, I understeod somebody had approved it. I was
wond?ering who approved this statement—or is that your own state-
ment

Colonel Harris. No, sir; that is the statement of the Secretary of
War. I would rot present my own statement.

Mr. Crason. That is the statement of the War Department iteelf!

Colonel Harria. That is the official position of the War Department,
approved by the highest authorities in the War Departmest.

r. Crason. That is all.

Mr. AnpezsoN. Colonel, of these 26 materials, what percent of im-
ports is involved ¢

Colonel Harms, About what percentage is involvedt

Mr. AnprrsoN. Of the different materials which are imported.

Colonel Hagris. It varies with different ones. There is s very small
domestic production of chroms, and therefore it is Jargely imported.
There is practically no preduction of ferromanganese ore except the
kind going into the manufacture of batteries. That is practically
all rg;forted, There is no production of nickel, and that is all im-
po There is no production of virgin tin, but there is about a
30-percent recovery from tin-plate scrap. So that the figures vary
for each one.

1 would say that at least 50 percent of the 26 articles listed are
imported for the Nation’s needs,

Mr. Beooga. Colonel, what about oil? Is there sufficient oil pro-
neimfoomal.,

onel Hakrrs. There have been many estimates made on the su

ply of petrolenm. I have heard it stated{)y Government depnrtmen!;
charged with that responsibility that we have 12 to 15 years’ supply
already identified. At the present time we have no shortage of
petroleum ; but what the future holds, nobody knows.

. Mr. Brooxs. In respect to sugar, what provision, if any, would
you suggest in reference to that commodity; that is, the sccumula-
tion of 2 supply? _
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. Colonel Hagrrs. Due to the proximity of Puerto Rico, and Cuba
particularly, and our own domestic supply, I do not believe in time
of war we wouid have any shortage of sugar,

Mr. Brooxs, I believe that is

Mr. Wicox. May I interpolate at this point, Mr. Chairman?

The Cramman, Yes, sir., . .

Mr. Wicox. Colonel, assuming that we adopt a policy of so-called
neutrality, by which we prohibit the shipment of any goods or mate-
rinls, including foodstuffs, to belligerents, it is reasonable to assume
that other nations will ai’!opt the same policy toward us. We im-
port about 40 percent, I believe, of our total sugar supply from the
Republic of Cuba, which is an independent nation. In the event
Cuba should adopt the same neutrality policy that we are now con-
templating for this country, would we not then be short about 40
percent of our supply of sugar?

Colonel Harris, Iythink your question almost answers itself, I
do not want to talk too much about these political mattars, - -/

Mr, Wocox. That is nof & politieal matter but is an economie
matter, It is a national question.

Colonel Harris, I will say that I agree with you; yes, sir.

Mr. Broors. Colonel, may I ask one more question? In reference
to that, then, your argument would be to increase the domestic pro-
duction. Is not that the idea?

Colonel Harrzs. In some cases, yes; and in some cases, no. Where
we have ample resources, where industrial production can stand
on its own economic feet and would not require & subsidy, ¥ would
be in favor of it; but if it requires a subsidy and becomes a weak in-
dustry and exhausts our limited reserves, I would be opposed to it.

Mr. Wocox. Colonel, you do not mind if I quots you for about
an hour and a half on the foor?

Colonel Harrig. I have been threatened with being hung before.

Mr. Max. There is one question, Mr. Chairman.

The Cramman. Mr. May.

Mr. May. Colonel Harris, when you speak of the requirements of
the War Department, is that based upon s major conflict§

Colonel Harris. Yes, sir; that is based on the national needs of &
major conflict.

Mr. Epmiston. Colonel, has the War Department ever followed a
sort of subsidizing of industries policy which use these various mate-
rials, particularly manganese, and getting them to keep a larger
supply on hand than they would need for their own requirements?
I have in mind the Carbide & Carbon Co., which has a large manga-
nese plant in my district in West Virginia. . They import their man-
ganese largely from Africa. They get ferromanganese, ferrochro-
mium, ferrosilica, and the necessary ingredients for steel in this
plant. They have ample storage space there for manganese and have
great mounds of it stored in this plant. I wondered if the War De-

artment ever thought of aiding those peopls in keaping on hand a
E:r or supply than they could afford to do for their own business.

lonel Harnrts, Mr. Edmiston, we have thought of every possible
solution to this problem, I think. We talk a Jot about manganess;
but, without duty, you could supply the whole requirements of man-
ganese for $11,000,000. The -question of subsidizing somebody to
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keep it in storage would bring in & very complex accounting rela-.
tionship to the Government, so that I do not believe it would work..

The CHamrMaN. Are there any further questionst

Mr, Saorr. How about lead and zinc¥

Colonel Harris. We have got plenty of lead and zinc,

The Caamman, In Missourit

Colonel Harrrs. In Missouri and elsewhere.

Mr. Saorr. We would like to sell you some more.

CoTha lcmm:uax. If there are no further questions, that is sll,
lonel.

The Cramman. Miss Rankin, do you want to say something on
this bill¥ You were with us 2 years ago when we had hearings on
the bill then, and you made a statement, and I judge you want to be
heard during this hearing some time.

Miss Rankin. 1 wozzld%ii{e very much to be heard during the hear-
ing. I don’t suppose it makes much difference when. I do not sup-
pose 1 would be any better prepared, because I am going to say the
same thing I said last year, but I would like to say 1t agein.

The CHAIRMAN. We will permit you, Miss Rankin, to make your
statement. Miss Jeanette Rankin, formmer Member of the House of
Representatives.

STATEMERT OF MISS JEANETTE RANKIN, REPRESENTING THE
NATIONAL COUNCIL FOR THE PREVERTION OF WAR

The Cramman, At the present time what is the name of your

Grﬁ,nization, Miss Rankin?p
. “irss Rawngin. I am with the National Council for the Prevention
of War.

The Cramuman. All right, Miss Rankin, we would be glad to have
you make any statement which you see fit.

Miss RaxgiN. I did not expect to be heard this morning. T could
talk to each one of you separately, and yet I find it rather difficult
to talk fo you all together.

I think that the first problem that is before this committee is to
decide what our military policy is. Is our military pelicy to fight
wars in other countries and to be prepared to fight the world? If
we are going to be prepared to fight in other countries, we should
be prepared to fight a combination of the whole world. Nothing
less than that would be adequate. If we are going to prepare for a
major conflict, we should plan sccordingly. If we are going to pre-
pare to carry out a military po}icﬁewhich is in conformity with our
national policy expressed in the Kellogg Pact, which says that we
will not settle our disputes in other countries by war, then we have
another problem.

There is nothing in the fa.ci; which prevents us from protecting
our shores from invasion. 1t seems to me that before we continue to
prepare for the next war we shouid decide what our military policy
15 going to be, whether it is to fight the world or to protect our shores,
from invasion,

This should be determined, since our treaties are & part of the
sa;i‘r];ams law of the land.

e Constitution says that the supreme law of the land is made up
of the Constitution, the laws of Congress, and all treaties, We have-
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‘ratified this treaty, we have given our solemn pledge that our na-
tional policy is to renounce war for the settlement of disputes, and
-as long as that exists, it seems to me that we should state our military
policy to be to protect our shores from invasion.

Mr. Fappis. ’gﬁﬂ the lady yield right thered

Miss Ranzan. Yes, sir,

Mr. Fappis. Mr. Chairman, we have some important matters to
take up in executive session, matters which have been delayed for
-quite & while. This subject is not pertinent to the legislation at
hand, and while I do not wish to appear to be discourtecus o Miss
Rankin, nevertheless we have business before the committee, and we
-ought to either hear testimony on the legislation before us or go
into executive sessicn, I beliave, :

The CaamrMan. I am sure that the committee wants to extend
-every possible courtesy to Miss Rankin,

Miss Rangin. It seems to me that it is pertinent, because it is on
this basis that we are Elanning for & war, and what kind of & war?
You can take the profits out of the military system to protect our
shores from invasion, but you cannot take the profits out of & mili-
tary system to fight the whole world, because-1n order to fight the
whole world we must have a military system that is so gigantic that
it makes profits in peacetime necessary, and the only way to get rid
-of profits in wartime is to take the profits out in peacetime.

It is possible to take the profits out of war in peacetime,

Of course, if you do not want me to talk, it is sll right, but I
‘would like to be heard on this question. IXf this is not the time, I
could come back some other time,

The Crarsman. Have you studied the bill before us, Miss Rankint

Miss Rangrw. Yes, sir. .

The Cramman, Do you or do you not favor the biil?

Miss Rankin. I do not favor the bill.

The CaammaN. You do not favor the billt

Miss Raxkin, No, sir.

The Caammawn. Now, if you are opposed to the bill, have you any
plan of your own to suggest?

Miss {AXKIN Yes.

The Caamman. Could you summarize that briefly for us?

Miss Baxrix, That was what T was {rying to do. I said that we
-should restate our military policy to protect our shores from inva-
sion, and in that way we could take the profits cut of peacetime
preparations for war. As it is now, we have an armed truce. We
are in practically a state of war and we are preparing for war. . If
we are preparing for war in other countries, we should be prepared
to fight the world. I believe that we can protect our shores from
invasion and tske out the profits in peacetime to such an extent that
we will not need to be worried about profits in wartime. Because
as long as we are getting ready fo fight the world, we must have the
private manufacture of munitions in order {0 have enough muni-
tions to supply a great emergency.

If we are preparing to protect our shores from invasion, then the
Government can produce all the munitions that are necessary to
keep other countries out of this country, and in that way we take
the profit out of war from the munitions makers during peacetime.
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It seems fo me that that is the only way. There is no law which
holds in war—not even the Constitution. The emergency and the
desire fo win breaks every law that is written before war comes. No
law written in peacetime will hold in wartime. The only law that
does hold is the practice of the people in peacetime which will go
©h In war{ime,

Mr. Fapors. Will the lady yield right theret

Miss Rawxin. Yes, sir.

_Mr. Fappis, There is one law which holds, the law of self-preserva-
tion.

Miss Rangrn. The law of military necessity, as stated by the War
Department, and not as stated by the people. That is the only lew
which holds, the law of military necessity, not self-preservation,
because we destroy ourselves in war. But the law of military neces-
s;ty is ﬂm!s: law which holds above the Constitution and sbove every-
thing else.

I sat through & war Congress, and I heard it said over and over
again, “What 1s the Constitution in wartime”

You know perfectly well there is no way to take the profits out
of war without an amendment to the Constitution, and even that
won’t hold.

The CramMAN. Then, you do not think it is possible to legislate
on this subject{

Miss Rangin, Yes; I think it is possible to legislate to take the
profits out of war by taking them out in peacetime, and that neces-
sitates restating the military policy. .

Thﬁngmmax. Have the gentlemen any question they would like
to as

Mr, May. I want to ask ane or two questions.

Your idea is that the United States should engage only in 2
defensive war and in no offensive war; is that it

Miss Rangrw. I expect that is right. I do not like the words
“defensive” and “offensive.” I like to say, we will protect our shores
from invasion, but we will refrain from going to other countries to
settle disputes. ‘

Mr, May. Are you aware of the fact that it has been the policy of
the War Department for 50 years, and it has always been the policy
of this country, to pursue a defensive war policy rather than an
offensive war policy, and we have never started s war with anybody
in the world?

Miss RaxkIn. I do not know very much about history before the
last war, but X do know this, that our National Defense Act ia writ-
ten on the basis of being prepared to go to other countries and put
millions of men in another country to fight.

Sinee the National Defense Act was written we have said that our
national policy is to give up war ss 2 means of settling disputes,
but we have not adjusted our military policy to confrom with that
new national pelicy.

This national policy is more than merely a treaty, because today
we have an overwhelming ,thisﬁe opinion against going to other
countries to settle disputes. There is no one here in the War Depart-
ment or anyone else, who suggests where we are going to fight
major conflict, whether we are going to fight & combination in
Europe, or a combination in Asia, or where we are going to fight.



TAKING THE PROFITS OUT OF WAR 83

No one says we must be ready to fight these other countries, because
it would be so unpopular among the people. - .

The pecple today want to protect our shores from invasion. They
have the fear psychosis that has been created by the military system,
and so they want to protect our shores from invasion. I think that
we could take the profits out of war by protecting our shores, having
everything that is necessary to protect our shores from invasien. -

Mr. May. Will you pardon me agein? Had you considered the
modern preparation of other countries on the question of determining’
whether or not it is necessary for us to prepare! In other words,
the countries of Europe and all other countries of the world are not
what they were 25 years ago.

Miss RankIN. But we are. We are still an island in the middle
of an ocean. We are protected on two sides by oceans and by two
friendly countries on the other two sides. , .

Mr. May. And you think that those two friendly countries, north
and south, and those two oceans, east and west, are sufficient to keep
& fleet of airplanes out of this country? :

Miss Ranxix. Yes. I think it is sufficient with a fleet of air-
planes and with these marvelous antiaireraft which ars falked
about and all those things that are good on a ship are good on shore,
a little bit, better on shore. All the military preparations that the
militarists say sre necessary to keep invaders out are all right, but
wa should not prepare to fight in another country. :
*  The CHAmRMAN. Are there any further questions?

Mr. Taomas., I would like to ask one or two questions.

Miss Rankin, have you ever seen an antfiaircraft gun, the wonder-
ful antisircraft gun, as you term it, in operation?

Miss Rawxin, That was a description which I have heard from
the militarists. It is not my description. I do not know sbout.
things military,

_Mr. Taomas. I do not kmow much about them, either, but some-
times they do not work out so wonderfully as they are supposed to.
I would like to ask one serious question now. Do you not think that
it might be necessary for this country really-to defend itself by put-
ﬁlélg up a real offense? In other words, the best defense is a good
offense.

Miss RankiN. I heard & member of the Military Establishment.
say that the way to get something over to the country was to make
a statement and if repeated often enough the people will believe it,
and that is one of those statements. The best defense is from our
own shores, according to other militarists.

. For instance, General MacArthur stated the other day on the ques-
tion of defense, that the morals of the people was the lowest when
they are trying to attack a country, and so forth. There is no ques-
tion in the world but what we can protect our shores from invasion
with & relatively small proportion of the Military Establishment
which we have today. .

I happened fo be in New Zealand shor%g after the English tried
to land the Anzacs at Gallipoli. Here on island of New Zealand
they said over and over again: - R

‘We sre perfectly safe. You caunot land troops on an enemy's shores,

The situation at Gallipoli is the one modern engagement which we
know of, and we know that that was e failure, gam é
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If you want to ask the militarists what they need to land troo
on an enemy’s shore in another country, and then reverse the pro
lem, you will know that they cannot come over here. The largest
number of troops which we sent to any other country in the war was
300,000 in 1 month. We had all the facilities of this country, we had
a friendly sea, we had all the facilities of the ports of other coun-
tries, and we did not send them ail at one time. We sent them in little
driblets. They could not possibly send 300,000 here at one time. If
they used all the facilities of all the countriea it would take them 85
days to put 50,000 men on our shores,

Mr. TroMas. Miss Rankin, do you not think that the military
men know a little bit more about how to conduct 8 war than the
average citizen would{

Miss Rangiw. I only quote militariste when 1 use statements about
the military. I do not use my own. I select my statements.

Mr, Faopis. In that connection, it might be interesting, Miss Ran-
kin, if you would furnish the committes with the opinion of soms
militarists, showing where any major conflict has ever been won by &
passive defense.

Miss Ranxzxn. I am not talking about a passive defense,

Mr. Faopis. You are guoting militarists and using them to back up
your argument. Your chief argument is to the effect that this Nation
could win the war by a passive defense. No major conflict in history
was ever won, except upon the territory of the loser.

Miss Rangin, I do not think I said “passive defense.” T said as
gmg a3 we have this fear psychosis that we should have military

efense.

Mr. CrasoN. Does your organization approve of taking profits out
of war, or is it opposed to taking profits out of warf

Miss RankiIN, They are very much in favor of taking the profits
out of war, but they do not want to be disillusioned later by a bill
which is futile, and legislation is futile which waits until war comes
to be put in operation.

. The only way to take the profits cut of war is to take them out
in cetime, oo

r. CrasoN. You ere evading the issue, so far as this particular
bill is concerned, which iz what we are talking on today, and to which
I think any evidence should be addressed that is germane. That ques-
tion is, what would you say with respect to this%fill as a way to take
th;ﬂ)mﬁts out of war? Do you favor it or notd

iss RaNgIN. I do not favor it because it does not begin until
war comes, and no bill which does not operate until war comes can be
relied upon. The situation may be c{:;nged the day that war is
declared.

Mr. Crason. Is your organization in position to bring forward such
a bill as it feels would take the profits out of war, starting any time{

Miss RangIN. Yes, sir. It is a modification of Mr. MeSwain’s bill,
which he had before this committee. Mr. Boileau, of Wisconsin, in-
troduced it in the House last year, and it has been reintroduced this

ear.
¥ Mr. Mzrrrrr. Will the gentleman yield?

Miss Rankin, is it not a fact that your organization does not want
any money spent for war materials at all #

Miss RangiN. Noj that is not our point at all. We say we ought
not to have things made ready to go to other countries to fight and
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settle disputes; that we should have all that is necessary to protect.
our shores from invasion.

Mr, Merrirr. Do gou not think that is what we ara trying to dof

Miss Ranxin. I doubt it, because I do nof know what we could
do with battleships, except go to other countries,

Mr. Merrrrr. We could not patrol our shores with a rowboat.

Miss Raxgin. Certainly not with battleships, Admiral Simmg
says that if we should be attacked, we would put the battleships up
the Mississippi River, and we certainly held them up the James
River last time. Submarines would be better than bs.ttPeships. The
point is, we have not modified our military policy since the writing
of the National Defense Act, which provides for going to other
countries, and it is on the basis of not going to other countries that
we ars trying to take the profits out of war.

Mr. Mererrr. It is only a question of quality, thent

Miss RangIN. Noj; it is quantity as well as cf;ua.lity.

Mr. MerrerT. I mean to keep our shorss safe,

Miss Banxin. Some things will gmve useless to keep our shores
safy, and some things will prove helpful.

Mr. Brooks. Does your organization spprove of the recent war
in reference to the United States, that is, the World War?

Miss Raxxmv. I do not Imow that, sir.

Mr. Brooks. Do you approve of it?

Miss RanxiN, No; I voted against it, and I am still against it.

Mr. Brooxs. Do you spprove of the Spanish-American War!?

Miss Ravkin. I do not know about that; I was too young.

Mr, Brooxs., How aboué the Revolutionary War$

Miss Raxxin. I would not know about that, either.

Mr. Axprews. Mr. Chairman, I move we go inte executive session.

The CoammmaN. Wo are very much obliged to you, Miss Rankin.

‘We are going into executive session, but I understand there is s
representative of the Navy Department here. Is that correct?

Capt. A. M. R. Aprex. I am here representing the Navy Depart-
ment as a spectator. The War and Navy Departments have gotten
together in connection with the comments on this bill. I am pot in
& position to state further, as the Secretary has not signed our com-
ments nor has the Bureau of the Budget passed upon them, and I
a2m not in a position te give any testimony.

The CrammaN. The.committee will now go into executive-session.

(Whereupon the committee went into executive session.)
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WEDNESDAY, FEERUARY. 10, 1087
House or REPRESENTATIVES,
CoMMITTEE 0N MILITARY AFFAIRS,
L , Washingéon, D. C.
The committee met at 10:30 a. m., Hon. Lister Hill {chairman)
presiding, S . ' .
The Caamwmax., The committee will kindly come to order. We
have with us this morning, gentlemen, Mr. Millard W. Rice, legis-
lative representative of the Veterans of Foreign Wars.
- Mr. Rice, we would be delighted to have you come around and
make any statement which you may see fit on the bill now before the
committes to take the profits out of war, H. R. 1954.

STATEMENT OF MILLARD W. RICE, LEGISLATIVE REPRESENT-
ATIVE, VETERANS OF FOREIGN WARS OF THE UNITED STATES

Mr, Rice. Mr. Chairman and gentlemen of the committee, the vet-
terans of _Femliqgn Wars is very much in favor of the principle of
teking the profit out -of war and out of war preparation, -behevin%
that it is a very important factor in & *Peace for Exnerica, Program
in preventing wsir; and that thet can be sccomplished by preventing
the accumulation of abnormal profit during war time or by reason
of war preparation. -+ - : -

‘We had hoped that our-national commander in chief, Col. Bernard
W. Kearney, could be present at one of these hearings, locking for-
ward toward that possibility for the first part of next week, I un-
derstood that the committee wished tc wind up these hearings as
#oon 88 possible. In any event, the national commander had ths
misfortune to have a broken kneecap and could not oome down at
;t}_lis time. . X N

The V. F. W. is in favor of the general prineiples of this bill,
H. R, 1954, ' Prior to its introduction, howéver, we had been study-
ing the bill directed toward the same-end which had had consider-
ab%e study during the preceding session of Congress, and we had
made arrangements for the introduction of such a biii, now H. R.
4202, which was referred to the Ways and Means Committee, de-
signed to take the profits out of war, designed to provide for propsr
mobilization ¢f industry and manpower.. - - T
I *Inssmuch as tlis other bill; known as H:- R, 4202, was framed on
the basis of what had been prepared after long consideration through
the House Committes on Militery Affairs, the Senate Special Coms~
mittes on the. Investigation of Munitions, and then by the Senate
Committee on Military Affairs, thus embodying what had been ar-
rived:at by such committees u&{bp_the tima of its being: reported out
by the Senate Committee on -Military Affairs during the Seventy-

87
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fourth session of Con and therefore goes into considerably
more detaii than does this bill, the V, F, W, sponsored the introdue-
tion of H. R. 4202. )

We have no disagreement with the rincig'tea of this bill, H. R,
1954, merely believing that the bill, H. R, 4202, which has been sub-
mitted and is before tha House W’nys and Means Commitiee, goea
into more detail and therefore makes more sure of retaining the civil
rights of citizens during time of war and at the same time mobiliz-
ing industry and manpower in such a way as to be effective for tha
interests of the defense of the Nation. _ i

The financial or tax provisions of the other bill, going into much
i;nera detail, are much preferable to the simple tax provision in this

il. -

It is very difficult to criticize this bill specifically, and I do not wish
to be put into the position of doing so, because it would be infinitely
better than is now the situation. It is certainly a step in the right
direction, i

We would, however, urge that the bill be further amended by incor-
porating all of the provisions now in H. R, 4202 relative to steeply
graduated income taxes, estate taxes, excess-profita taxes, surtaxes,
and so forth, and also that it be amended to go into more detail as to
the steps which should be effected in the event that this country were
to be involved in war.

_There are some other provisions not taken up in either one of these
bills which should be taken into consideration in trying to prevent
war or in equalizing the burdens and, profits of war. One would be
that there oziﬁht to be assurance to tﬁe veterans of possible future
wars that if they were disabled they would receive the sams benefita
as granted to disabled veterans of the last war, and that their de-
gendents would be given the same benefits as were granted to the

ependents of the veterans of the last war, being granted to them at
the time that such future war, if any, might begin.

- That, of course, can be subject to another bill, and is perhaps not
properly a part of thisbill. We do believe certainly that there ought
to be provisions in this bill which would prevent individuala who
have a gersoz_m_.l interest In any certain industry from having an
power of decision concerning the Government’s contracts with suc
company.

We would like to see a provision in the bill which would provide
that there be a licensing of all manufacturers of munitions during

as well are during wartime.

I understand that the National Defense Act now provides for a
war planning board, but I believe that it would be desirable that that
be spee;ﬁcaaiiy mentioned in this since it does purport to set up
a plan for advance preparations in the event of a future war,

let me say, on the whole, gentlemen, that we are in favor of the
principles of this bill; that we do not wish to make any criticism of
it; but at the same time believe that this committee and that Con
should take advantage of the very detailed studies which have
msade preliminary to the preparation of H, R. 4202, since it had been
considered by the entire seventy-fourth session of Congress.
Whether that be done through amendment of this bill or through
adoption of another bill, we are not at all particular.
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I thank you for this opportunity of stating our position concerning
this bill. :

The Cramman. Thank you, Mr. Rice. Perhaps some members of
the committee would care to ask you questions.

Mr. Arenps. I was interested in what you said about the bill being
introduced to pay pensions in futuie wars. Was that done with the
thought in mind that that would be a fair thing to do, or was it done
with the thought in mind that it would lend further assistance in
future wars? :

Mr, Rrice. Both, sir; that the young men in future wars will be
sccorded the same benefits and protection that we accorded the veter-
- ans of the last war, and becauss such advance assurance to them
would tend to make them more willing, enthusiastic, and efficient
defenders of the Nation in the event of unwanted future war,

Mr. Arexps. That is merely a statement of fairness, in your
opinion ¢

Mr, Rice. And also in the event that we should ever get into a
futurs war that the youth of our Nation would be apt to be more
enthusiastic in coming to the defense of the country.

Mr. Arenps. And slso bring to the people’s minds the matter of
the cost of another war, which would have 'some effect on theni?

Mr, Rice.-They should be made to pay for the cost of war, and its
profits and burdens should be equalized in all respects, as well from
the human as from the pm}i)el:ty and material standpoint. We con-
sider it a cardinal factor in being prepared for war as well as equal-
izing the burdens and profits of war. May I insert at this point an
outline statement of the policies and objectives of the Veterans of
Foreign Wars relating. to this question?

Mr. Arexps, That is all.

The Cramyman. Mr. Rice, we are very, verﬁlmuch obliged to you.

(The statement prepared by Millard W. Rice, national legislative
;*eﬁreseniaﬁve, Veterans of Foreign Wars of the United States, is as
ollows:

PoINT 5. A “PrAce yOom AMTRICA” PROGERAM, BY TAKING THE PRoFrr OUT or WAER
AND WAR PREPABATION BY GOVERNMENT CONTEOL oF MURITIONS, PY STRICT
NPUTRALITY WITE NO FOREIGN ENTANGLEMENTS,.AND BY 4 More EPFECTIVE -
NATIONAL DEFENsz )

A. PREPARATION AGAINST WAR

1. Equalization, insofar as possible, of the profits and burdens resulting from
war, preparation for war, and from the aftermath of war by (G} present adop-
ton of detalled plan for the effective mobilization of men and money, labor, and
Ipdusitry in the event of war.

{d} Such graduated taxes during and followlng war as will recapture all extra
profits therefrom &nd as will pay for the cost thereof.

(¢} Limitation of profit from sales of supplies or services for military prepa-
ratlons during pescetime.

{d) Rigld governmentsal conirol and supervision of manufacture and sales of
all munitions.

(e} Au adequate preparedness ageinst war, and for war, so 83 to redoce
buman cest of unpreparedness.

{7} Adequate present provisions for those who dle, or are disabled, in or by
Tuture service In our armed forees, ard for their dependents. *

{g) Punishment for espionage during peace just as in war.

{ht!.ry No cancelation or reduction of the war debts of other eouniries fo this
<country. :

2 8trict neotrality: (s} Opposition against any foreign treaty alilances or
agreements with any other coumuiry or countries—World Court, League of
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»

g;ldo;a:—wmch might commit, or endanger tbe mzmlity of, cur vountry in
e of war,

~ {b) No extension of ¢redit or loans by this country or Its cltisens !o any
eountry or Its citlzens at war,

{¢) Mandsatory embargo agaiost shipment of any war munitions frmn thin
¢ountry o any country at war.

{d)} Withdrawal of armed protection to American citlm:, after expiration of
period@ of warning, durlng their continued travel or residence in s war sone,
either an the high seas or in any country at wer.

' {¢) Shipment of merchandise t0 & nation at war or into & war sone ic be at
the rigk of the shipper without any protectlon or the assumption of any other
responsibility by the United Btates Government

{7). Prohibit travel of American citizens on the ships of asiy nation &t war.

{g) Continue provisions of the Johnson Act.

{1) Refusal to enter into any armed confliot with sneothrer nation to proteet
or promote the profits or sources of profits, ourside of the United Remtes or ia
Territorial poasessions, of individual American citizens or corporations

{f) Making it a punishable crime maliclously to disseminate fgise information
with Intent to inflame caur country to declare war agalast another nation,

K &N ADEQUATE NATIONAL DEFXNSE

1. United States Army: (a} 18,000 officers and 288,240 enlisted men in the
Regular Establishment, a8 National Guard of 425000 officers and men, ag pro-
wided for in the National Defense Act of 1022, to be attatned In § yenrs.

() One hundred and twenty thousand officers of the Orgnanized Heserves
within & &-year period.

{g) Complete mechnnizatlon of all branches of the Army and National Guard
within @ 2-year period.

- {4y Complete motorization of all traine for more than half of the Artillery
gnd for nll transportation facilities for the various branehes of the Army within

Fears.

“{e) Modemization of ﬁe!d artillery, of adeguaie aptialreraft eruuerv, of ali
necessnry seacoast defenses, complete complements of beth lght and heavy
machine guns, and complete egulpment of semiantomatie shoulder rifles for the
Regaular Army and the National Guard within a pericd of 2 years, -

{7) -Buch reserves of eguipment end ammunition as would be needed during
the Brst 90 days in the event of war to be accumulated within 2 pears.

{g) At least 5,000 combat and bombing planes, and the necessary commnis-
gitoged and epiisted personnel to maintain and to operate them, within & peried

yaars,

£h) Increase in Air Corps Reszerves and of Natlona! Guard Alr Corps to bar-
.monlze with the above, with expanded opportunity to eligible young men for Alr
-Corps training to gualify for commissiona,

{1} Completion of one well-equipped fiving fleld In each strategic area in the
U=nited States and in each of its overseas possessions within the next 2 years.

¢J) An annual 2 weeke' training period for at least 80000 eombat Heserve
officers and an annusl 2 weeks' tralning perlod for st least 1004900 members of
the citizens milltary tralning camps and for such increase in additlonal Eeserve
Officers’ Training Corps units 88 may be necessary te insure s Reserve officers
strength of at least 120,000 within 8 years,

{k) A well-rounded program of constraction of barracks, quarters, storsge,
and technical facilities, adequate for recommended increased strength of the
Regular Army, National Guard, and Organized Reserves to be completed In time
te meet such expanded needs.

{1) New National Guard armory in the Distriet of Columbia.

{m) Construction of g national defense highway along our coast and borders
where needed, to be called the Peace Highway.

{n) Milltary trainoing, similar to that of the Reserve Officers’ Training Corps,
in our colleges and high schools and the teaching of military disciplinae to be
included in the program o fthe Civilian Conservation Corps.

2 Unfted Statea Navy: (e} Continuing program to bring the combatant
ships of our Navy to that established by the naval treaties and aunthorized by
the Vipson-Trammell bill.

{%) Maintenance of the fleet In 8 modernized and efficlent status.

{e} A continuing replacement of naval auxilisry tonnage, to provife maxi-
mum mobllity of, and repair facilitfes for, our combatant fleet.
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- {4} Sufficient trained officers and enlisted persongoel, to maintain &nfull
commission ail vessels of the anthorized Navy. B

(e} An enlgrged United States Marine Corps with sufficient strength for
exerclising its normal faoctions .

{f} Adequate training of officers and enlisted men of the Naval and Marine
Corps Reserves and. for the mainfeoance of these Reserves at & maximum
. strength of personnel and material as determined by the Navy Department.

{g) .Development of & moderized adeguate United States merchant msarine
io be manned by American citizens, .

(A} At least 4,000 naval aireraft, within & 2-year perlod, with corresponding
expansion of the Naval Air Reserve. : :

{i) Adequate seientific laboratory facilities for experimentatien toward the
development of more efiicient, effective, and seientific material of ail kinds
useful for defense or combat purposes. '

() Development and construction of dirigibles and completion of experd
ments relative to same. ’ : 2

3. Armed forces personnel: {a) World War veterans to be eligible for active
Reserve commissions up to 55 years of age. ) .

{5} Retroactive reeniistment grahiity.

(¢} Transportation ¢f dependents of eniisted men of the Naval and Marine
Corps Reserves upon transfer to Fleet Naval and Fleet Marine Corps Reserves,
to their homes. .

{d} Reorganization of Naval Reserve. ..

{e¢) Double time for oversess service during World War for retirement pur-
poses. -

{f} Liberaiized retirement provisions for regniars. (Not less than three-
fourths of average pay received during last 10 years prior to time of retire-
ment. } . .
~ {g) Longevity pay for warrant officers. _ _ .

" 4, Reemphasis of all objectives nuder points 1, 2, 8, 4, and 6 a5 & part of
and as invelved in an adeguate national defense. : B

The Caamman. Mr. Thomas Kirby, legislative representative of
the Disabled American Veterans. We would be happy to hear from
you, sir, on this bill, the subject of which is taking the profits out of
WEarI. .. . :

STATEMENT OF THOMAS KIRBY, NATIONAL FEGISLATIVE CHAIR:
MAR, DISABLED AMERICAN VETERANS

Mr. Kmey. Mr. Chairman, for nearly a score of years there have
been before successive sessions of Congress various proposals having
as their purpose more universal service and prevention of unrea-
sonable profits in the next national eme;:gmcy. During this long
period literally volumes have been published on this szﬁajact, 50 it
would appear at present that the task before this Congress is to
evaluate 5? this testimony and bring forth a definite plan covering
the principle upon which there is such general agreement.

No cross section of American citizenry has more deep-rooted oppo-
sition to armed conflict than those who today are physically or men-
tally handicapped because of the part they played in the last war
It is in that spirit of detestation for war that the Disabled American
. Veterans earnestly urge enactment of the principles of the measure

now before this committee to &revent profiteering in time of war and
~ to equalize the burden and thus provide for national deferse and

promote peace. i

Based upon all history of all nations, it is to be expected that
America is to be calied upon agsin to protect herself, although it is
impossible to forecast the time of arrival of the next war, Neverthe-
less, we submit that ordinary prudence should prompt us to take
proper precaution in the calm days of peace rather than endeavoring
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to meet the situation in the troubled times when the emergency is
actually upon us,

It is to be anticipated there will be obstacles in the course of this
legisiation through many well-meaning persons as well as profes-
sional ‘Paclﬁsts to 1nject & proposal against America entering anything
but a “defensive war.” ose who propose this term should be com-
pelled to define the term. .

In other words, what is a defensive war? Does it mean that the
American fleet shall remain without our territorial waters to be shot
at without pursuing the enemy? Does it mean that our nerchant
marine must give up her intercourse with other parts of the world
and remain in ;ilort? Does it mean that any flest may a]m:oach within
range and bombard our seacoast towns? it mean that our Army
on the borders ghall not cross the iine even though another enemy
may shell our border cities? Does it mean that our air squadrons are
merely to continually fly around the limits of continental United
States, while heavy air forces penetrate such & thin line and destroy
our cities, not only on the coast but well inland¥ -

It is axiomatic that a successful defense must have a threat of
offense; but if the catch phrase “defensive war” is to be carried to
its literal limits, it is obvious that America would practically be
prostrate when threatened by an enemy.

Only the other day a distinguished American, Mr, Bernard M.
Baruch, whose activities in 1917 and 1218 constituted a distinct factor
in the triumph of our arms, and who during recent years has made
a profound study of the whole subject, stood before this committee
and expressed sentiments on this subject with which the Diasbled
American Veterans fully concur.

This former Chairman of the War Industries Board said it was
his deliberate opinion that if the enemy and the allied countries had
believed in the early, stages of the war that we were prepared and
ready to fight, this country would never have been drawn into the
catastrophe for which we have paid so heavily in losses of manhood
and riches. - :

Indeed, Mr. Baruch properly stated that the economic conditions
that for years have borne so heavily on our citizens are traceable
directly to the war. In view of these well-established convictions, it
seems strange that there should be any further delay in taking the
action that would lessen the chances of war and at the same time
;st;;.béish such policies as would leave us prepared when all reason has

ailed.

The matter of preparedness is so closely interwoven with so-called
neutrality that they are almost inseparable. We feel that there would
be & distinct lessening of the probabiiity of war if we announced to
the entire world that when other countries engage in hostilities we
will not lend them money, we will sell them articles they desire and
psy for, but we will assume no responsibility for delivery outside of
our territorial waters; and, while our citizens may travel on foreign
ships, they do so at their own risk once they leave our shores,

’Flslgs may be considered as our neutrality views, but it is utterly
essential that we be prepared to enforce our position. This brings
us directly to the purposes of the bill before the committee. .

Recognized German authorities have persistently contended that
the defeat of the Central Powers was fraceable more to the collapse
'of the home front than the bresk-down of the actual military fromt.
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To state it differently, these experts blame the retreat directly to
demoralization of support within the embattled empire with the
weakening of the cxﬂia.n morsle, by privation and starvation,

In distant times armies were sent to the field ; today whole nations
go to war, meaning that prostration of civiliens means military

isaster.

It is not necessary at this time to review what we have called, in
the absence of a better term, profiteering in this country during war-
_times. However, if the bill sponsored by the able chairman of this
committee is enacted it will mean that this country, for the first
time in its history, has taken proper precsutions to prevent that
which was.a potent factor in the defeat of the Central Powers less
than 20 years .

Upon the dezﬁ-ation of war, such a law as is proposed would set
s maximum price on all commodities, with distinet penalties for
thoge who attempted to go beyond these costs in s;elhngl either to
the Government, or civilians; there would be, upon the declaration
of war by Congress, a conscription act that would draw into the
military servioe all gble-bodied men between the ages of 21 and 81:
those éngaged in activity necessary to the prosecution of the war
would be compelled to register and this registration could be used
to force them into the service of the Government as civilians should
such aunthority be needed; all manufacturers, importers, exporters,
or producers would be required to operaie under ficens& controlled
by the Government ; the President, through agencies created by him,
would have power to enforce %z‘iority, meaning that orders could be
filled at*ths discretion of the President; any agency necessary could
be established and existing agencies could be rearranged to meet the
emergency. Any profiteering could be effectively stopped by a tax
of 95 percent of allpizzcome of individuals and corporations above the
previous 3-year average income of such individuals or corporations.

One of the results of such legislation as is now before this com-
mittee which has hardly had the consideration it merits is that one
of the direct results of such an act would be a marked reduction in
the cost of war to this country,

Much time has been devoted to justifiable resentfulness toward
unconscionable profiteering from the misery of war. Nevertheless,
such profiteering has come because there has been no preventative
against excessive profits, for should there be such a prohibition
against profiteering by the proposed ceiling in this bill, the difference
in cost would be the amount between a small profit of 5 percent and
%16 stupendous percentages of profit that came out of the World

yar.

There is no living person who is a greater suthority on this ques-
tion than Mr. Bnnzcgean(i he estimates that one of the results of
such legislation would mean s reduction of the financial outlay for
any national emergency at from 40 to 50 percent.

Even if there were no other consideration in connection with this
bill, the fact that ié.sggulé m;yteﬁally reduce the cost of war to the
country would, in i justify its passage.

Such a ls.w: in our ’judgment, would, in fact, mean & national
mobilization to meet any need that war might force upon us, whether
it be manpower, industry, labor, or money, but, at the same time,

136976—37T—T7
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provide adequate profection for those who, through no fault of thei
own, couid not be in the military or naval service,’

In attempting to forecast conditions as they may be found at th
uncertain time of the next war, it is manifestly impossible to wor
gat ;,he details to meet every angle of this situation that migh

avelop.

Nev};rtheless, wo are deeply convinced that such s law will go far it
the definite establishment of the principle, in fact and in theory, i
time of war, that every individual in the Nation has s definite par
to play and in playing that part each one makes a definite contribu
tion to the strength of those who must bear the brunt of battle v
the firing line or in hostile waters,

The CHAmRMAN, Any questions, gentlemen?

. Mr, Syrra. Just one question. In the bill proposed in the Senate
in place of putting a ceiling on prices they would provide for th:
setting of maximum, minimum, or absolute price limits on commedi
ties and articles. Did you go into the question as to which of thosm
provisions would be the more desirable at alit

Mr. Kmrsy. We feel that there naturally must be more or less elas
ticity about it. There has got to be a give and take, In a genera
answer to the Senate bill, it would be our judgment that there should
be set up in the Treasury Department » division or section, individual
or a group, having a position comparable to the War Planning Board
of the War Department, so that when the emergency arises, the Treas.
ury is in a position to say, “As of this date this is the fact”, just
exactly like the industrial preparation of the War Department tells
you where to go to get clothes, automobile parts, or anything else.

In other words, the Treasury has a very, very definite part and
should have & war preparation board of some sort.

The Caawrman. If there are no further questions of Mr. Kirby, we
are very much obliged to you. Thank you very, very much.

Colonel Wattles, national secretary of the Reserve Oflicers’ Associa-
tion, 18 with us this morning. Colonel, we would be very happy to
hear you on H. R, 1954

Colonel Wattres. Thank you very much.

STATEMENT OF LT. COL. WM. P. WATTLES, NATIONAL SECRETARY,
RESERVE OFFICERS' ASSOCIATIOR CF THE URITED STATES

Colonel WarrLes. Mr, Chairman and members of the commititiee,
in the first place, I want to say that our national president, Lieutenant
Colonel Engler of the Reserve Officers’ Association is very sorry that
he 13 unable to be here at this hearing, and wishes to express through
me the appreciation of the association for this opportunity to appear
before the committee and make a statement.

In reference to the hearings of the committee on this bill (H. R.
1954) to prevent proﬁteerinﬁ in time of war, we, as an association,
are in entire sympathy with legislation along these lines. A few
weeks ago I had the opportunity to sit in with a group of some of
the ex-service organizations when they were considering various
phases of the whole national-defense program, so thia gave me an
opportunity to become somewhat familiar with the details of this bill.
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I might add that so far as our association is concerned, its general
attitude can be summed up, I believe, in the words of a very short
paragraph of article 2 of the constitution of our association, and
that is:

That the object of the association shall be to support and assist in the
developinent and execution of a military program for the United States which
will previde adequate national defense.

Now, in our group of the Organized Reserves we have about 96,000
officers. They are all of them trying to prepare themselves in any
way possible, through various forms of active and inactive duty
training, in order that they may be in a position to meet the demands
which we Imow will be put upon us in time of any emergency, not
only in conmection with our own units—that is, the Organized Re-
serves—but in avgmenting the Regular Army units, both the active
snd the reserve units of the Army.

We believe very definitely that trained personnel, in themselves,
is not sufficient. The physical means of carrying on a modern war
are equal, if not of greater importance, and there should be no lag-
ging behind in this phase of preparation.

For this reason we heartily endorse a program which will facilitate
the accomplishment of this program, and we feel that the bill under
consideration provides for this.

Our asscciation bhas not had an epportunity completely fo study
the details of this bill, and that is not true through any lack of
interest or any indifference on our part, but it is simply that we feel,
as ons of the largest groups of civilian officers, that our main objective
is national defense from the military point of view, and we make
most of our efforts along those Lines.

We work as closely as possible with the other service organizations
who are interested in some of the refinements and details of national
defense, but we strive as an association to keep pretty definitely to
our main objective and not get off on too many tangents, namely,
the idea of national defense from the military point of view.

However, we do feel that this bill and the provisions in it—al-
though, as I say, we have not had the opportunity to study it in all
its details—does facilitate the idea of national defense from an all-
rounded point of view, from the personnel, from the materials, and
from the financial view.

Under those considerations, we very definitely endorse the general
principle of this bill before your committee,

The CHarrman. Thank jyou, Colonel. Are there any questions
which the members would like to ask the colonel? If not, Colonel,
we are very much obliged to you.

Mr. Clerk, we were to have Mr. Arthur J. Lovell, legislative
representative, present. Have you heard from him? I know he has
been sick with the flu,

The Crerk. I was unable to reach him yesterday afternoon.
&Thg Crmamnmax. There is no one else here at the present time, is

ere ?

The CLerk. No, sir. .

The CramMaN. The committee will go into executive session.

Mr. Tavvor. Mr. Chairman, before the committes completes its
hearings on this particular bill, may I say at this time that I have
gone over the suggestions made by Colonel Harris of the War
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Department, in the form of amendments to H. R. 1034, and 1 wish
to state that, speaking for the American Legion, -we endorse all of
them. Wae approve of all of them. Thank you very much,

The Caamman. Any questions which any member wonld like to
Mr. Taylor{

(At this point the committee went in executive session.)
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TUESDAY, FEBRUARY 23, 1837

House oF RePRESENTATIVES,
CoxmrTres o MrurTArRY AFFAIRS,
Washington, D. C.

The committee met at 10: 30 a. m., Hon. Lister Hill {chairman)
presiding,

The CmarrMaN. The committee will kindly come fo order.

‘We have with us, gentlemen, this morning Mr. William C. Hush-
ing, whom I am sure most of you know. He is the national legisla-
tive representative of the American Federation of Labor. We had
the pleasure of having Mr. Hushing with us at the last session of
Congress on this bill to take the profits out of war. He made a very
interesting statement at that time and we are delighted to hear from
him this morning,

STATEMERT OF WILLIAM C, HUSEING, NATIONAL LEGISLATIVE
REPRESENTATIVE OF THE AMERICAN FEBERATION OF LABOR,
WASHINGTOR, D. C.

Mr. Housming. Mr. Chairman, as yon have stated, T appeared
during the last session of Congress and I think it might be well if T
referred to the hearings on H. R. 8 and H. R. 5293. I put in the
record of those hearings a verf comprehensive digest of the attitude
of the Federation of Labor. It covered over 100 pages, and showed
our attitude toward this legislation over a period of years.

I also inserted similar testimony in the Senate, on Senate Resolu-
tion 208, in the last session.

It is my intent, after having referred to these previous hearings
inasmuch as our attitude is unchanged, not to go into as great detai
here today. It is my understanding that H, R. 1954 is the bill under
consideration.

We have been apprehensive as to what might result from the en-
actment of such legislation. We are in thorough sccord with the
priuciple sought, but like some of the other legislation that is oft-
times proposed, we are worried as to how it may be enforced.

For example, there was a special committes in the last session of
Congress, headed by Mr, McCormack, which brought in legislation
or proposed legislation against those engaged in subversive activities
against our Government. Now, we were in accord with the principle
the committee had in mind, but we were fearful that the enactment
of such legislation might result rather disasterously to us, due to the
fact that previous experience with laws enacted by the Congress has
shown that it has resulted in a detrimental way so far as our organ-
izations are concerned for the reason that the courts do not always
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keep in mind the idea Congress had in mind when they apply auch
laws,

I notice in this bill, on the first page, that it refers to Congresa
declaring war, or the existence of an emergency due to the imminence
of war, On the next page it refers in a different manner to 8
national emergency, not necessarily caused by war.

I want to be entirely frank with the committee in saying to them
that we are not apprehensive about the present Congress decluring
= national emergency, whether it is on account of war or otherwise
bt;:; I did note the difference in the wording there and I wondered
winy.

Then it seems that in section 3 there is language to the effect that
the unorganized militia between certain ages, 21 and 31, may be
drafted into the military service.

I went into the details of such procedure at the last hearing end
1 think at that time I pointed out the difficulty some of the European
nations ran into during the World War on account of adopting that
policy. The{ injected mechanics into their services without exemp-
tions, and when it became necessary to recall them for the purpose
of manufacturing certain munitions, it took, in some instances, a

riod of months to discover what portion of the service they were
in; to locate them and send them back and put them into industry.

XNow, we cooperated very closely with the Government during the
World War. 8;1’ international end national organizations know the
location of every one of their members. In case it is necessary, for
example, to have 100 or 1,000 boilermakers immedistely, we can send
them, because we know where they are. We can send them imme-
diately. It seems to us that that should be considered in drafting
such legislation as this.

I note that in the original bill there is a clause in section 3 which
reads as follows: .

Provided, That nothing in this section shall be construsd as conreription of
those employed in industry,

It is left out of section 3 of the bill introduced January 6.

1 do not wish the committee to get the impression that we are
objecting to doing our share in any national emergency such as &
war, but I am pointing out the desirability of protecting the Govern-
ment itself in the manner suggested by me which is, 0of course, the
stand of the federation.

In section 4 of the bill, the President is anthorized to require the
registration of all or of any class of persons engaged in the manage-
ment or control of any industrial or manufacturing establishment.

Of course, I do not suppose that that couid be applied or would
be applied to the ordinary workman in industry, unless it should
be for the supervisory forces, and there might be some objection from

that viewpoint.
As to the freezing of prices and profits, we are not certain whether
that can be done in a practical way.

I notice in section 8, whoever drafted this proposed legislation,
evidently had that point in mind when they say that after prices
have been set, they can be reviewed—I am not quoting the bill
exactly, but that is what it means—and a proper compensation de-
termined, and so on and so forth,
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I can see that whoever would be administering this law would
have his hands full on account of the protests that would come to
Congress because of dissatisfaction, )

1 believe that is all .that I have to say, Mr. Chairman, except
again to point out, as I have at several previous hearings, that the
commander of the Ameriean Legion has admitted on several occa-
sions that you cannot draft wealth and property and therefore that
leaves only the drafting of the worker either into industry or into
the Military Establishment. . )

Naturally, we object to the drafting of our people into industry
for the reasons I have just stated.

The Crammaw. Mr. Hushing, of course you realize that so far as
the intent and purpose of the bill are concerned, there is no intent
or purpose fo draft the worker into indusiry, i

Mr. Hosarne., That may be the intent but, as I said at the begin-
ning of my testimony, the courts, or whoever enforces the law, do
not always follow the intent. I believe all members of the committee
will agree with that statement. Such has been our experience on
" numerous occasions.

The Cramman. Mr. Hushing, as I gather your position, you are
in accord with the idea——ro

Mr. Husmine. Exactly.

The ?x{muaﬂ. Of doing anything we can to take the profits out
of war

Mr. Hosming. That is right.

The CrammmanN, You are in full accord with that$

Mr. Husaing. Yes,

The Cmamkman. But in doing that, you want to be careful that
nothing is written into the law, that nothing is done by the Congress
that might be interpreted or construed to permit the drafting of
labor in industry?

My, Husune, That is right.

The Cuamman, Or to do anything of that sort?

Mr. Hosming, That is right,

The Caamman. Is that correctt

Mr. Husmine. That is correct.

The Cramman. That really is the gist of your position$

Mr. Husaine, That is it. And, in addition, I point out that it
would be more beneficial to the Government if mechanics, certain
high-grade mechanics, are not drafted into the Military Establish-
mant,

The CrammMan, In other words, if you had a man working in an
ordnance plant who knew how to do some very technical and impor-
tant end delicate job there, it would be a very foolish thing to take
him out of that jobt

Mr. Hosaing, That is it.

The Caamman. In order to Euﬁ a rifle in his hands?

Mr. Husning. That is it. At the time of the war I happened to
be employed on the Panams Canal. We were exempted E‘om the
draft, an éessite the fect that we wers exempted, 10 percent of our
fellows enlisted, over the objection of the superintendent who was &
commandant in the Navy, Commander Gatewood. He even threat-
enied to put on our personnel files “objection to Government reem-
ployment.” But we took that up with the commanding general and
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he had that taken care of. So 10 percent of our fellows actually
enlisted and served, although exempted. ’

In my own trade, we had five men on the Canal. They wanted 30
but they could not get them allotted to the (anal; they were tuo
far away. We did the best we could.

The CrAmMan. What was vour trade, Mr. Hushing¥

Mr. HusuiNg, Pattern maker. During the wartime all of our
members in the central part of the United States were called in and
sent to either one of the two coasts to work in shipyards and navy
yvards. Of course, the alternative, I suppose, would have been to
enter the service.

But they were glad to do their share and I, myself, endeavored to
enlist, but the superintendent did talk me out of it.

Mr. Anorews. I would like to ask one question, Mr. Chairman,
As I understand it, you have been discussing the labor featurs of this
bill as labor wouldy be affected by the draft for military service;
is not that correct { )

Mr. Husaing. Yes.

Mr. Anprews. There is another labor feature of the bill which I
have been particularly interested in. We will all admit the idea
back of this bill is one which we would like to attain. I am under
the impression that it can only be attained through an idesl set-up,
and an ideal set-up is one which usually you are not able to atfain,

Mr. HusHine. That is true.

Mr. Anprews. I do not think there is any great secret about the
fact that there is opposition to conscription of labor other than for
military service; ig not that correct{

Mr., Husming, That is correct.

Mr. Anprews. Human nature would run against the attainment
if the ideal of this bill, would it not

Mr. Husaina. That is right.

Mr. Anprews. I asked Mr. Baruch—and I think you will agree
with me—whether to attain the object of this bill you would not
have to go to a completely idealistic end; yon would have to con-
script every single person in the country.

Mr. Husmina. I should think so. [iypeinted out, I believe it was
during the testimeny taken at the last session, that if merhanics
were conscripted a.miT put into industry, they would not render the
same sort of service that they would render otherwise, if they were
more or less free agents.

Mr. Anprews. I would like to ask you a question st this point,
the same question I asked Mr. Baruch.

Getting back to the question of conscription or control of luber
other than in the military service, suppose there is a bakery muking
bread and there are 10 men working for 50 cents an hour in that
bakery, and there is a munitions plant near by making fuze caps,
whose men are paid for that specialized kind of work $1.25 an bour.
Now, there being a labor shortage dune to conscription for military

urposes, some of the men working in that bakery may say, “What
1s the use of our working here for 50 cents an hour; they need men
over in the fuze-cap place. Let us go over there and work for $1.25
an hour.”

I do not see any way by which you could prevent those men from
doing that, do you?
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Mr. Hosamng. No. I think that during the last war we got along
exceptionally well. We had these boards which took care of any
controversies between employers and employees, and their rulings
were final.

In the beginning, Mr. Gompers, whe was the president of the
American Federation of Labor, made an agreement with Secretary
of War Baker that there would be no strikes during the duration
of the war.

Now, these boards were appointed, and when some question came
up, such as those 1 have mentioned, it was referred to these boards,
and usuaily an adjustment was made refroactive; but there was no
cessation of work.

So that I believe anyone whe is familiar with the manner in which
such matters were handled during the war will agree that it worked
out very well and there was no criticism directed at laber,

Mr. Axorews. That is all.

Mr. Harrer. Mr. Hushing, granting that it is pretty difficult to
reach the millennium in legislation of this kind, %et me call your
attention to the language in section 3, to which you seem to object;
that is the drafting into the military service of the United States
such members of the unorganized militia between the ages of 21 and
31 as he, the President, may deem necessary, subject to such condi-
tions, exemptions, rules and regulations as the President may pre-
scribe and publicly proclaim.

Of course, that taies in those men between the agss of 21 and 31
only. You would have in industry many skilled mechanics who
were outside of those age limits, would you not?

Mr. Husuixa. That is true.

Mr. Harter, And also subject to the exemptions that the Presi-
dent might impose. He conld very readily impose exemptions to
take care of the class of mechanies that you need in the skilled crafts
to carry on the industry of the war,

Mr. Husaine. That 1s true, but you know as well as I how these
exemptions would be handled by the President. The originators of
this bill probably would have a lot to say as to who should be ex-
empted, and he would follow their recommendations.

The Cramrman. Will the gentleman yield there?

Mr. Hapter. Yes.

The CmairMax. Is not that just exactly what was done by the
Selective Draft Act during the World War?

Mr. HosaiNng. Yes.

The CuaeMan. How else could you do it? You could not write
info the law exemptionsi

Mr. Husamng, No.

b g‘he CaamMan, You have got to leave that discretion in some-
ody.

o M&'. Hysnine. This means not only males but females, as I under-
and it.

Mr. Saars. T think the definition of a member of the unorganized
militia is a male between 18 and 435. t

Mr. Hosnine. I do not so understand it

'Il‘he Crarmrman. I believe the word “militia” would be limited to
males,

Mr. Hosmrne, It is?
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The Cuamman. So I understand it. Of course, yon woull have
to do just exactly what you did during the World War, The ex-
emptions were not written into the law. They were provided for in
the regulations issued by Woodrow Wilson as President of the
United Ststes; is not that correctf

Mr. Husmineg. I think that is true, yes.

The CHamMaN. Of course, he wouii have in mind {imi exactly
what you have said, that the great objective is to win the war end
that one of the worst things that could be done would be to take
skilled mechanics, necessary in industry to the winning of the war,
and put them into the army.

Please proceed, Mr. Harter; I did not mean to interrupt you.

Mr. Harter. Mr. Hushing, do you not think it would be very
desirable if a ceiling upon prices could be established, during times
of emergency due to war, so that we would not have the outlandish
prices that were reached during the World War, prices that went
sky high, with the attendant profiteering that took placet

Mr %USI*HNG. Yes. We are on the short end of that, because we
are always miles behind in our wage increases. Labor wages never
keep pace with prices as they skyrocket. We never could catch up
with them.

The CuarmaN. Mr. Baruch made that same statement before this
committee.

Mr. Hosmiva. That is right.

The Caamman. That wages never did go up, during the world
war, at an equal pace with the increase in prices.

Mr. Husming. That is true. You will find an analysis of that
made bﬁ the United States Department of Labor, in the last testi-
mony that I gave before this committee. I inserted thoss tables
showing how prices went up, the various price indexes, and how
wages Iagged behind.

Mr. rTER. 1 believe you made some statement, Mr. Hushing,
that you did not feel that capital and wealth can be conscripted.

Mr. Husuine. I did say that on several occasions I have heard the
commander of the American Legion state that before this committee,

Mr. Harrez. Do yon not think that a properly drafted measure, to
be a complement to this bill which the committee has before it
which would impose both income taxes and excess-profits taxes, could
be written, that would very largely take care of the profits repre-
sented in income above normal, that might arise during war periods?

Mr. Hosaing. We understood that at the last session, or at least I
understood that that could be handled in that manner, and so stated.

Mr. Harres. Do you not think that is practicable?

Mr, Husming. I believe it is.

Mr. Hagrer. That is all.

Mr, Fappis. Mr. Hushing, of course you realize that the sense and
feeling of this committee are that it would be impracticable in case
of war to undertake to draft either capital or labor for industrial

urposes. The object, of course, in conducting a war, is to conduct
it to win.

Mr, Husuine, That is true. -

Mr, Fappis. And the President of the United States is Commander
in Chief of the forces, not only of the military forces in the field in
time of war, but also of the industrial forces behind the Army;
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because, after 4ll, warfare today is not s matter of the man in the
field alone. It is a matter of industrial forces behind that man. It
takes three or four men back of the lines in industry to support one
man on the front line.

Mr. Huspinag. That is true.

Mz, Fapors. Therefore, do you not feel that the President, as Com-
mander in Chief, not only of the forces in the field but of the entire
Nation, at that time, and all of his advisers, should not be limited
any more than absolutely necessary in the conduct of a war; that
they have to use their judgment as to the distribution of these men
in industry?

Mr. Husmrne. Az I said before, the only thing ¥ would be fearful
of is who would make the recommendations upon which he would
make his exemptions?

Mr. Fapprs. I suppose the men who would be drafted into the
Army would be fearful of that elso in time of war, would they not?

Mr. Husmine. Of course. But I do not know sbout the exemp-
tions that would be recommended by the persons who I understand
drafted this bill,

Mr. Epzmsron. Mr, Hushing, you referred to persons who you
understood draffed this bill. 'Who do you understand did draft this
bill, My, Hushing?

Mr. Husming. 1 understand that a commission from the War De-

artment did. I do not know. I have been told that, but I do not
ow. I have had plenty of personal experience as a civilian work-
man under Army officers.

Mr. EpminstoN. That was your experience in the Canal Zone dur-
ing the World . War#? '

r. HusmiNg, Yes, sir.

Mr, EpmisTon. I do not think that Army officers can handle civil-
ian workmen; and you agree with me in that?

Mr. Hosming. They have their difficulties.

Mr. Epamrston. It usually ends in difficultiest

Mr. Housming. Yes.

Mpr. Epszston. But under this bill, there is nothing that puts Army
officers over the civilian people even in case of war.

Mr. Husaive. No; that 1s true. But I should think that they
would have a finger in the pie, whether they were over them or not.

I suppose, for example, that the Secretary of Wer consults with
the high-ranking Army officers before he to a Cabinet meeting,
I do not know that this is the procedurs, but I assume it is. I sup-
pose he consults with the high—raxﬁdngPArmy officials before he
confers in a Cabinet meeting with the President, on questions of
major importance. It is gquite likely or possible that he would re-
flect the views of such officers and so express them to the President.

Mr, Epmrsroxn. I would think that would certainly be true in mili-
tary matters. I do not think that the Secretary of War in non-
military matters would be at a Cabinet meeting, or be paid a great
deal of attention.

Mr, Husaine. I should think, if this bill were law, the President
would probably discuss it with his Cabinet before he made exemp-
tions, and se forth; and naturally, if this biil emanated from the
War Department, it is quite possible that Army officers would ex-
press to the Secretary of War their views.



104 TAKING THE PROFITS OUT OF WAR

The Crairman, Will the gentleman yield theret

Mr. EomistoN. Yes, sir. )

The Ciamrman, Referring to this bill, let me say that this bill ia
not & War Department bili.

AMr. Hosming, Well, T did not know.

The Caamman. Not in any sense whatever. This bill is the prod-
uct of this committee, having been hammered out through all the
years that have elapsed since the World War. This committee
started working on this legislation right after the World War. This
bill today is, as I say, the product that has been hammered out
through all these years.

I think in that connection I ought to say that Mr. McSwain, the
late Representative from South Carclina, made a Inrger contribution
to the bill than any other member that has ever been on this cum-
mittee. But it has been handled through all these years entirely as
a nonpartisan measure, and without the War Department, so far
as I know, and I think I know the situation. . There i8 not a line
or & word in this bill today that has been put in thers by the War
Department up to this time,

Mr. Husming. I understand that they favor the bill, and——

The Cnammaw, This bill is strictly the product of this commit-
tee—strictly so.

Mr. Scuaerer. Will the gentleman yield?

The CaammaN. Yes.

Mr. Scmaerer. Would not the president of the American Fed-
eration of Labor have a finger in the pie, in reference to these
exemptions, as you stated was the case during the war{

Mr, Husming. Yes. We would make our protests, but we would
not be as close as & Cabinet officer, of course,

Mr. Scmaerer. You were pretty close during the last war, were
you not, when Mr. Gompers was president of the Federationt

Mr, Hosming. Yes.

Mr. Scuaerer. Why should there be any difference in the case of
another war?

Mr. Husming, Well, there probably would not be; we would prob-
ably be just as close.

The Cramyan. Is there anything further, Mr. Edmiston{

Mr. Epmiston. To my mind, the fixing of prices would benefit
the very laboring class iou speak of more than any other ¢lass in
the country, because of the fact, as admitted by the gentleman a few
moments ago, wages never keep pace with the skyrocketing prices,

Mr. Hosaing. They never have.

Mr. Epmiston. I personally know that that is true and waa true
in the coal-mining industry during the last war. '

The Ceamaan. Will the gentleman yield right at that point?

Mr. Epaiston, Coal was sold at $16 a ton, ﬁut miners’ wagea did

nai:;ncrease n &ny way in proportion to the increase in the price of
coal. .
The Caammax. Not only that; not only have wages not kept pace
with increases in prices, but the fact that labor was forced to ask,
during the war, for a8 number of increases, to try to keep up with
those prices, caused the condemnation of labor in the mimf; of many
people. Is not that true?
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Mr. Hosmixe, I think that is true, but those who were fully
uainted with the facts did not condemn labor.

he Crairman, Those who were fully acquainted with the facts,

yes; but lots of people did not stop to think ho‘&;gmcas had gone up.

But they did read in the paper where labor wanted to increase wages.

Mr. Husmine. That is true.

The CramMax, And proceeded to condemn labor for that reason;
is not that truet

Mr. Husaing, That is true, when they made application for neces-
SAry increases.

The Crsmman. Yes.

Mr. Fapprs, The very fact that labor did demand an increase in
wages, gave the industrialists an excuse to drive prices still higher.

Mr. Hussineg., That is true.

Mr, Fapprs, Because they have nothing in the world to limit them.

Mr. Husming. That is true. It sets up an endless chain.

Mr. Snorr. Of course, the wages of the soldier in the trenches did
not incresse.

Mr, Fappis. That is true; but that is something that we cannot
measure in dollars and cents.

Mr. Smrra. Thers is just one question I would like to ask, Mr.
Chairman, The last time we got this bill out on the floor an amend-
ment was adopted which stated, as I recall it, that the bill was not
to be construed to allow the conscription of those engaged in indus-
try. Do you recall that amendment?

Mr. Husmine. I think I mentioned that. It was in H. R. 2, and
provided that “nothing in this section shall be construed as cou-
scrii)ting of those employed in industry.”

Mr. Sarra. Of those employed in induastry #

Mr. Husming. Yes.

Mr. Smyra. By the terms of that provision, there could be no con-
scription for military service of those emfjloyed in industry? In
other words, it would exempt all industrial workers from the mili-
tary draft?

" Mr. Huosmine. Yes.

Me. Sanrra, That is not the thing that the Federation wants, as I
understand it

Mr. Husming. No. We do not object to our fellows going if they
can render better service in the military establislunent tian they can
in the plants,

Mr, gMI’I’E. You want to be treated the same as everybody else;
is that it.¢ '

Mr, Hosring. That is it. .

Mr. Sarrra. But in some cases it would be better for the Govern-
ment to leave the skilled men in the plants, to give them exemptions?

Mr. Husming. We know it would,

Mr. Saari. But you do not want industrial workers exempted
from the service?

Mr. Husmine. No; we want to bear our share of anything that
comes along. .

Mr. Smrra. Just as you have done before?

Mr, Hosming, Yes,

The CrarmMan. In-other words, you want to play your part te the
best interests of the Government

-
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Mr, Husaineg. Yes.

The Cuarnman, If it is to the interest of the Government and the
country for one of your men to be in & stecl mili or an ordnance shop,
vou want him there?

Mr. Husmine. That is it.

The CrrairMan, And if it is to the best interest of the Govern-
ment and the country for that man to be with the Army, you want
him there? .

Mr. Hosrine. That is the place where he should be,

The Cuamman. Mr. Dorsey

Mr. Dorsey. I have just one guestion, Mr, Chairman, on this matter
of the exemptions. You fee] that these exemptions should be man-
datory; in other words, during the World War the experience was
that many men were exempted who were vitally needed in some in-
dustrial process, some particular line of manufacture, but there were
some of those men who refused to take the exemptions and stayed in
the Army. There were many cases like that.

You feel in a case where it is important to have them in industry in
order to pursue the conduct of the war to a successful conclusion, that
they should be forced to accept an exemption fromn the Army and
stay in industry¥

Mr. Husming, Well, T do not know. That is drawing it down
pretty fine. I was one of those who was exempted on account of
working on the Canal. I really wanted to go and enter the service.
But I was persuaded, as I have stated, by the superintendent, not
to go, becauss I was more valuable where I was. I intended to enlist
as a private. But I have not given that phase of the question, as
put by you, very much consideration. I should think that if a man’s
services were vital, he ought to have to go in industry.

Mr. Dorsey. That would practically mean drafting men in in-
dustry, would it not?

Mr. Huszine. Yes, it would. But we cannot eonjure up such a
situation; we cannot imagine such a situation arising; you would not
have many such cases confronting you, in my opinion, I believe the
great majority of our people and our worknien in time of war are
patriotic enough to want to do the service that would be most bene-
ficial to the ﬁtion, and ¥ think that if a board should say to any
inechanie, “It is better for you to be in this plant rendering this
service than it is for you to be over there on the firing line with a gun
in your hands”, practically every one would render tgat service which
they believed would Be most beneficial.

That was my attitude. I was considerably younger and abler-
bodied at the time of the World War, and I wanted fo be init. I did
not want to be exempied. Now when I meet other men who were in
the service, I would rather not have to be obliged to say that T was
not in the service, although exempted, because I did not want to be
obliged to make such explanations. I was young and single and
wanted to go. But for the reasons that I have explained, I did not.

The Crammman. Mr. Wiicox

Mr. Wincox. Mr. Chairman, as I view this matter of exemptions, it
seems to me that the only possible method of handling it, of handling
a matter of that sort, is to leave the matter entirely flexible in the
hands of the commancier in chief, .
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It is physically impossible to write into the law a set of exemptions
for all people in time of war. The services back of the line are just
as Important to the winning of the war as the services of men in the
trenches. You have got to have food for them, and you have got to
have farmers to raise the food. You have got to have munitions, and
you have got to have workers to make those muniticns. You must

ave automobiles and you must have men to maks them.

But if we exempted everybody engaged in a necessary industry,
you would neeessarily exempt practically the whole §opu}ati0n.
So it seems to me Fou ave to leave this matter flexible. If you said
that all the people engaged in the business of raising wheat—be-
cause bread is so necessary—should be exempt, of course everybody
who did not want to go to war would go out and start raising wheat
and he would be exempt. We would soon have more wheat farmers
than we had any use for. ,

It scems to me that these matters are matters that have to be lefs
flexible, to be administered by the President as the Commander in
Chief of the Army. If he finds that he has more wheat farmers
than he has any need for, he can loosen up the exemptions of wheat
farmers and take a few of them into the Army. If he finds he has
more munitions makers than he needs, he can loosen up the exemp-
tion as to them and take some of those men,

It seems to me you cannot write any kind of a law that would be
effective unless you make the matter of exemptions flexible in the
hands of the Commander in Chief, so that it might be changed from
day to day as the war progresses. .

‘We might find it necessary, after we get into the war, to take
some men out of the Army and send them back to make munitions
or to make automobile paris or something else that the Commander
in Chief found to be absclutely necessary. You cannot lay down
any ironclad rule. ‘

he purpose of this bill, as I understand, is not a conscription
either of capital or labor. It is a bill designed—whether the ma-
chinery set up in the bill is sufficient or not is another question—
but as I understand the purpose of this bill, it is to fix & price on
everything at a fixed date. That would include all manufactured
articles, food and wages and everything slse. The prices would bs
fixed as of that day. If a man was getting $4 & day on that date,
$4 a day would be his wages during the war, and they would not
have to go up, because focd prices would all be fixed, as well as
clothing and everything else, as of the §Jrice of that day.

Of course, that may%)e a vistonary thing to try to accomplish. It
may be impractical. But I submit that if it can be done, if ma-
chinery can be set up, it is an ideal end toward which we ought
to strive.

The CHamman. May I sa&v to the gentleman that the bill does
not freeze thoss prices; it does not msake them static. It fixes &
ceiling. In other words, they cannot go higher.

Mr. Wrcox. Yes; above which nothing can go. .

The Cmamumaw. That is correct; it could not go beyond that,
bat it could go lower. ‘

Mr. Wncox. If you fix the price of meat or the price of bread,
things of that sort, you are fixing a ceiling beyond which they can-
not go. Therefore, 1f the worker does not have to stand up against
profitesring prices, there is no need for him to try to profitesr as
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inst the other fellow, because his wages will be Gxed also. In
other words, if he has an unlimited ceiling, he can go up snd make
the cost of production higher.

Now, whether this bill is practical is another question, but as I
understand it—and if I am wror:f in my understanding of the
purpose of the legislation, I would like to be set right—but ns I
understand it, that is the pu of it, and if 8o, it certainly seems
to me to be an ideal toward which we certainly ought to try to move,

The CaamrMax, Not only is that the purpose of it, as the gentle-
man has expressed it, but what also it seeks to do is the very thing
that the Government scught to do after we went into the World War
but which, in many cases, it was too late to doj; the thing ha
already gotten out of hand. It had run amuck, so to speak, and it
was impossible to get back on & normal plane.

Mr, Wircox, Yes.

The Cuamman. In that connection, speaking of exemptions, 1
would like to ask Mr, Hushing this question, use we are just
trying to think this thing through here. Have you any sugpestion
that you could make as to any better way to handle these exemp-
tions, Mr. Hashinﬁ?

Mr. HusuiNg. Mot at present. There is one thing further that 1
would like to say in regard to section 2. 1 was wondering whether
under the terms of that section manufacturers could refuse to seil
to the Government {

Mr, Tromason. The Government could confiscate the property.
Even if they refused, we could take it if war were on. There would
not be any trouble about that.

Mr. Wrcox. Commandeer it

Mr, THomasoN, Just take it; yes.

Mr. Husnine. Section 3 says, “That in the event of war or of
a national emergency declared by Congress to exist™—

Now, we have a situation at the present time, as you probably
know, in the Navy Department, where the steel companies are
refusing to furnish steel to the Government under the conditions laid
down by the Government. I am wendering what would happen to
such a law as the Walsh-Healey Act under the terms of this bill,
Of course, it is not for me to question the committee, but I just want
to leave that thought with you.

The Cramsman. Mr. Clason

Mr. Crason. Do I understand that the American Federation of
Labor faaels that & bill of this type should not be passcd at all prior
to s war

Mr. Hosaixe. Well, we do not like all of the phraseology in the
bill.

Mr. Crasor. You feel that a law of this type should be passed
prior to a war, do you?

Mr. Husming, Yes; if at all. We want to take profitcering out
of war, if we possibly can, because we suffered, our people suffered,
during the last war on account of profiteering.

Mr. Crsson. I may be wrong, but in my opinion labor is going
to get the worst of this bill, because manufacturers can keep on man-
ufacturing, even though you take 95 percent of their excess profits.
But on the question of wages, no wage earner can get more than 5
percent of the increase of wages that may be granted him during
the war under section 9. In other words, if you are getting $30 &
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week for a certain {ype of work, if you go up to $40 a week, you
would only get 50 cents more wages.

Mr. Fappis. That is not s0 under the terms of the bill.

Mr. Crason., Why not? Under section ¢ it says that there is a tax
imposed of 95 percent.

Mr. Fappis. That does not apply to wage rates. The manufacturers
are taxed that above a cortain av .

Mr. Crason. But the Government 1s going to tax the worker on
his income. The wage earner, if he comes within the scope of the
income-tax brackets, has to pay 95 percent tax above a certain
ave

Mr. Scuaerer. It has been specifically stated several times that it
is not the intention that that section should include the individual
worker. That has been made clear at several of our meetings.

. The CramuMax. I thought it was prettg well understood T)y all of
us that that section—it has been suggested by 2 number of witnesses,
and I thought pretty well understood—that section has got to be
reworded, rewritten. .

Mr. THoMAsSON. Even %o, the 95 percent, as I understood it, was
only on the increase.

The Cmamman. That is right.

"~ Mr. THoMasoN. That is on the increase of profits of industry, or,
if you tock wages, based on an average over the previous 3 years,

Mr. Crasow. That is what I am saying.

Mr. TuomagoN. The only income tax he would have to pay would
be on that increase in income. .

Mr. Fspois, It is not figured on the increase in prices that he gets,
but increase in the volums of the business and profits.

Mr. Dorsey. Mr. Chairman, under the section as it reads now, no
doubt it would be construed as all income. Looking at it from the
Iabor angle, if & man is not a skilled mechanic and he is taken into a
job requiring skill and is trained in it, you may bave working besids

im a skilled worker who has been worlding at that same job at a
wage commensurate with his ability. Now you bring an unskiiled
man in and train him and he becomes skilled in that operation dur-
ing the war. The skilled man is not taxed on the same basis as the
unskilled man who has become skilled, because he has been getting
that salary all the time. The man who has become skilled in that line
of work suffers & tax of 95 percent above his previous average carn-
ings. That is a discrimination against the man who has been trans-
forred fromn one job to another. It seems to me that it has to be
rewriiten.

The Cuamman. Let me make a suggestion to the gentleman that
when we get ready to rewrite that section, as we have all agreed that
we are going to do, we bear that in mind, so that we can take care of
that very situation.

Mr. Hosaing. That was my understanding, that this was not in-
tended to apply to the workman, this section.

The Cramman. That was my thought, too. It may be, as the
language is now, it would be so construed. But that was not the
intent. :

Mr. Husmina, I understood that there was some eriticism of the
section due to the fact that business might be in the slump for 3
years prior.

130978—37T——8
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The Cramman. Yes; that is right.

Mr. Husuina. If thig provision, as it is written, were fo apply to
iabor, if a workman had been working, say, but a quarter of his time
for the previous 3 years, he would suffer terribly when he went on
full time during the war.

Mr. AnoersoN. Mr. Hushing, do you think the Government should
apply first the method of enlisting men and after they get all enlisi-
ments that they can get, then take up the method of conscriptionf
Do you think this i3 & better law

Mr. Husuineg. Ido not know. It seems to me that the last method
that was used was a good one; it got immeliate results under General
Johnson.

Mr, AnoersoN. Have you read section 41

Mr. HusHiNg. Yes.

Mr. Anperson. Have you any objection to thatt

Mr. Husmive. I mentioned that 1n the course of my testimony, I
said it might, of course, be applied to supervisory forces.

Mr. AnprrsoN. You favor striking out the word “emergency” in
section 4, and have it read “for the period of the war”§

Mr. Husaina, Yes. But, as I said before, I have a Frest deal of
faith—and I do not s&y this by way of flattery merely—I have a
great deal of faith in Congress. I do not think they would declare
& national emergency unless there were reason for it.

The CHAEMAN. (Jentlemen, if there are no further questions, we
will excuse Mr. Hushing.

We want to thank you very much, Mr. Hushing. It has been a
pleasure e have you with us.

Mr. HusmiNg. Thank you, gentlemen.

The CrammaN. Gentlemen, we have with us Mr, Arthur J. Lovel],

who is the vice president and national legisiative representative,
Brotherhood of Locomotive Firemen and Enginemen.
We will be very happy to have & statement from you, Mr. Lovell.

STATEMENT OF ARTHUR J. LOVELL, VICE PRESIDENT AND HA-
TIORAL LEGISLATIVE REPRESENTATIVE, BROTHERHOOD OF
LOCOMOTIVE FIREMENR AND ERGINEMER, WASHIRGTORN, D. C.

Mr, Loverr. Mr. Chairman and gentlemen of the committee, I am
pleased to have the privilege of being here. I have had the honor
of appearing before this committee for approximately 15 years.
There have been many changes in the faces in that time,

The bill that we have before us is not entirely different from
similar bills that have been before this committee in other sessions
of Congress.

I appeared in the last session on a very similar bill when your
former distinguished chairman of this committee, my dear friend,
Congressman McSwain, was presiding. And many years ago, when

-he was one of the members of the committee and former Congressman
Quin, of Mississippi (now in Heaven), and when Col. John Speaks
was a member, and others; certain bills that were sponsored by
former Congressman Johnson, as I recall, to take the profits out of
war or to draft capital as well as labor,

So far as the organization that I have the honor to represent, and
the 21 standard railroad labor organizations, we are intensely prac-
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tical. In other words, regardless of all the beautiful fine-spun the-
ories, our work is such that we have to be practical.

‘W carried all the passengers on all the railroads in these United
States in the year 1935 without loss of life to a single passenger,
which means that we are practical day and night, Sunday and Mon-
da. 1ra,:m or shine; we go through and we take care of the traveling

ublic. ,
P We are in sympathi with the motives proposed in this legislation.
But it is the means, the method—how you are going to approach it.

‘When I appeared before this committee last year I stated, as well
as I recall, that I have absclute confidence in Congress, in the House
and in the Senate, and in the members of this committee. I pointed
out then, and I will point out again, that this bill has in it the possi-
bility of doing more than I think you infend to do. .

Personally, I am never enthused about a dictator. They have them
in Europe; maybe they are all right, but s & good United States
citizen, I do not think that I or the organizations I have the honor
to represent want them. And there is the possibility of setting up
in this country a dietator in the person of the President of the
United States. And when I say that I yield to no man in the
respect that I have for President Rogsevelt. But I do not think we
want to make a dictator out of President Roosevelt, or any other
President,

You say you are going to take the profits out of war by this pro-
posed legislation. That is a fine altruistic motive, We all got fed
*ﬂlp with profiteers and the cost-plus system and all the rest of it in
the last war. But I think we did the best we could through our
Council of National Defense. I think that Europe maybe did.the
best they could to eliminate them, but out of it all, leading up to and
during the last World War, we made more millionsires and mulfi-
millionaires than all the rest of the world put together.

It seems to me that in this particular bill you fall short. You say
in section 3, I believe, when a national emergency exists; in the event
of war or a national emergency declared by Congress to exist: Now
what is a national emergency? Was the recent flood in the Ohio
and Mississippi Valleys a national emergency? I will bet you that
the folks down there thought it was, but Congress did not declare
that it was,

The drought that we had a year ago last sutumer out West, was
that a national emergency? I’ll bet you the folks out there thought
it was, but it was not declared a national emergency by Congress.

So far as drafting labor, that has always been done. But you have
never yet drafted capital, and under the Constitution of the Unifed
States I do not know how you can. I doubt if it can be done under
the due-process clause—I think it is section 5 of the Constitution.

So that even if you enacted this bill and the Senate enacted it and
the President signed it, it would simply be a gesture. It would not
accomplish the purpese you desire,

I am not a lawyer, and maybe T am as wrong &5 a honexpert
trying to give an expert opinion, I do not want to do that.

There is not a word in the bill about conscripting wealth, It says
something about conscripting labor and sbout a lot of other things,
but there is not a word that I find in the bill anywhere about con-
seripting wealth,
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As far as the railroad employees are concerned, you know that
during the last Worid War the mailroads were taken over by the
Government and operated under Federal control. Al of us worked
that way, to say nothing of the thousands of our men who went
oversess and manned the trains on the railroads in Euarope, or who
were in the ranks. And we are ready to do that agnin if the necessity
comes, and it probably will.

There is another place where your bill falls short. You say when
wsrhcomes. Are you going to be there soon enough with this bill to
catch it

If you read the newspapers you have noticed the reports during
the last week of eop{])er going up, I think, 2 cents a pound. It went
to 15.35—is that right? Other metals that are prime factors in war
munitions also went up equally with copper last week. You gentle.
men know that steel went up, from 3 years ago, when it was about
$2 or $3 a ton for steel scrap to $21, and 2 or 3 weeks ago it went to
$23 a ton for scrap steel. You know who is buying it and you know
what it is going to be used for. It is merely s question of time.

Undoubtedly you are well advised to have a bill like this before
this committee. But it seems to me, gentlemen, that a good deal of
consideration should be given to it. I doubt seriously whether any
act of your committee or any act of Congress, except by way of a
constitutional amendment, will accomplish what you desire,

Gentlemen, I have tried to cover briefly all the points I had in
mind for the 21 standard labor railroad organizations that I repre-
sent ; first, for my own organization and also the others. One of my
colieagues, Mr. Farquharson, is present. 1f I have failed to cover
the poimnts that I should cover, I would be glad if you would give
Mr. Farquharson some brief time,

If there are any questions, I shall be glad to try to answer them.

The CHATRMAN, %[t Lovell, with reﬁerence to the last point that
you made, I call your attention to lines 3 and 4, page 1, section 1
[reading}:

Mr. LoveLL That whenever Congress shall declare war or the existence
of an emsrgency dae to the imminence of war, & ¢ ¢

The Caammax. The lanamge, “the existence of an emergency
due to the imminence of war”, would not that cover the very thought
taht you have expressed here! If war is coming and prices begin
to go sky high, if we just wait until after war is declared, then the
horse is out of the stable and it does not do any good to lock it.

Mr. Lovers. That is right; there is no doubt about it, Mr. Chair-
man. I think we are facing one, just as surely and as inevitably as
ever before. I said that a vear ago. I think we are nearer toit. I
stated then that we might be as near to it as we were in 191§, We
got in the last World War in 1917, something like 3 or 4 years later.
it is my personal opinion that just as soon as these countries can get
armed we are going to have it, gentlemen.

The CHAEMAN. Are there any further questions?

Mr. Wrcex. Is it your opinion that the clause to which the chair-
man just called your attention would be sufficient to avoid that which
you have just mentioned: if Congress saw that war was imminent
and prices were already beginning to get out of hand, they could
declare an emergency due to the imminence of war so as to stop prices
from going up? Would that cover the objection that you made?



TAKING THE PROFITS OUT OF WAR 118

Mr. Loverr. I do not kmow, Who cansay? Is the fact that copper
went to 15.35 last week sufficient ovidencs that we are going to have
& war within 12 mounths or 24 months or 4 years? Is the fact that
steel serap has gone up to $21 or $23 a ton sufficient evidence to have
Congress say that an emergency is present? War is perhaps right at
hfmg Perhaps we had better get ready. Apparently everybody
else is getting ready. )

Mr. Woox. You have just voiced an opinion and a sentiment
that everybody has voiced that has been before the committes; that
is, that something ought to be done. We all of us admit that it is
s tremendously difficuit task, And we say that something of this
sort cught to be done, I think we are all agreed on that, Now, if
the present bill does not provide the machinery by which to accom-
plish that purpose, I do not think we ought to become disecouraged
and throw it in the wastebasket. We ought to try to amend it and
enlarge it, extend it, or restrict it as necessity may require. But
we are all agreed, T think you agree with us, that the ultimate objec-
tive of this proposal is an absolutely necessary one if we are to pre-
vent a repetition of what took place in 1917. '
~ Mr. Loverr. 1 agree with you, Mr. Congressman, and as I have
sald several times, 1f the bill before the Military Affairs Committee
would accomnplish what it said, we would be for it; te conscript
wealth, and conscript capital as well as labor. But it is simply =
gesture, because it will require a constitutional amendment, if I know
anything sbout the constitution and the action of our Supreme Court,
to do that; and mere legislation by Congress will not accomplish
what you desire.

The CHamrvan. Does any other gentleman of the committee desire
to ask Mr. Lovell any questions? )

M:i.: Smrta. There is one question in that regard that I would like
to ask.

Do you think it possible under the Constitution as it is to draw
2 tax law which will reach wealth and will reach any increase in
wealth due to war without viclating the Fifth Amendment? Do you
;10t ?thi.nk we can do that if we go to work and draw a genuine tax

aw

Mr. Loverr, When are you going to start to apply the tax to the
fellow who made that profit last week, that I mentioned? How are
you going to catch him? War has not been declared. He will get
all of his profit before war is declared. He will get his millions or
perhaps billions, What are you going to do with him?

Mr. Surre. If you eannot reach him, why not reach the ones who
can be reached after the war begins, at Teast? - :

Mr. Loverr, Yes; but you do not get the fellows, perhaps, who
made the big pile. :

Mr. Surra. I think you get most of them.

Mr. Lovern. Well, you may; that is problematical. There are a
lot of them making millions right now. You gentlemen know now
what the stock market is doing on essential war materials, every
one of you, You are bright men. You know what is going on.
Stocks are skyrocketing, just as mueh as they did back in 1914 to 1917
and thereafter, aren’t they# '

Mr. Epaiston. That tax bill that we passed at the last session is
going to take a good portion of it away from them.
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Mr, Lovzri. Well, let us hope that it does,

Mr. AxpersoN. Supply and demend cause the inciease in price of
any commodity, do they not?

Mr. Lovews. Yes; the actual supply and the actnal demand do,
But there are ways of manipulating those things. In the past peaple
have got corners on the wheat market. You remember Leiter made
millions many years ago in the Chicago wheat pit.

Mr. AnnersoN. Do you not think that the wars that have been
raging in Europe, the Italo-Ethiopian contest and the Spanish civil
war, have caused a shortage in metals, so that copper, for instance,
in this country has had & rise in price? Do you not think that is
the cause of the rise in price of copper}

Mr. Lovets. The people who are Euying are not Spain or Ethiopia.
The léeep}e who have been buying steel and so forth have been Japan
and Germany and Italy.

Mr. AwpersoN. Do you not think that we are unduly alarmed
about these prices going up! .

Mr, LoveLL. We are alarmed, Mr. Congressman{

Mr. AxpersoN. De you think we are going into war?

Mr. Lovers, Do I think so personally?

Mr. Anperson. Yes.

Mr. LoverL. We cannot keep out of it.

Mr. Anperson. How do you arrive at that conclusion{

Mr. LoveLL. We did not keep out of the last war, and the world
. has shrunk in size materially since then, by the advance of trans-

portation and communication. It is perﬁnps utterly impoasible for
the United States to keep out of a world war, just as utterly impos-
sible as it would have been for one city block in the city of Louisville,
Ky., to keep out of the recent floed.

Mr. AnpErsoN. Do you not think that we received a pretty good
lesson from the last wart

Mr. LovewL. We certainly did.

Mr. AnpErsoN. Do you not think that any man who was in the
last war feels that he would not care to indulge in another war?

Mr, Lovern. That is right. I was a soldier myself many years

0.

Mr. AnpersoN. And you know that there are men in many im-
portant posts, 8 lot of them in Congress, who were in the war in
1918, do you not {

Mr. Loveir. Yes.

Mr. AnpersoN. You do not think that they ere going to vote for
war to help anybody else, do yout

Mr. Lovern, They proﬂably will not. But we will undoubtedly
be in the war whether they vote for it or not. It is extremely
doubtful that we can keep out of it. It is just as inevitable as
that any one city block in the city of Louisville, Ky., could not escape
the recent flood in the Ohio Valiey.

Mr. AnpersoR. You think, then, that they are preparing to attack
this country, is that right}

Mr. Loverr. Not directly, oh, no. They will probably clean up
themselves first, and whatever residue or remainder is left will come
aver and get us, because I think perhaps we are the best hated Nation
in the world. We have 90 percent of all the world’s gold, and that is
what they want, gentlemen.



TAKING THE PROFITS OUT OF WAR 115

Mr. Axpersoxn, If they cleaned each other up, there would not
be very many of them left.

Mr. LoveLL. Oh, there will be plenty of them left, )

Mr. Axpersox. Do you not know that the ocean on both sides of
this country is a great help to us? . :

Mr. LoveLr, Oh, yes. That used to be a barrier a hundred years
ago. It is no longer a barrier. )

Mr. Anderson. Why is it not a barrier any more? )

- Mr. Lovere. Because they can get across in an airpiane now in
about 10 hours.

Mr. AxpersoN. Where are they going to stop to refuel?

Mr. Loverr. They do not need to, they will not need to.

Mr. Axpersox. What are they ﬁezng to do, run on thin air?

Mr. LoveLr. No; they will get here .

Mr. Anperson. That is all.

Mr. Dorsgy. Mr. Lovell, during the World War, when were all of
these profits made in the United States, during the war or pricr to
the war?

Mzr. Loverr. Much of it was prior to the war.

Mr. Dorsey. When were all these fortunes accumulated ¢

Mr. Loveri. Some of them prior to the war and some of them
during tha war,

Mr. Dorsey. When was the mass of them accnmulated?

Mr. Lovewr. Probably before the war started. In 1914, cotton in
the South was 5 cents a pound in the bale. There were ads printed
in the public press to buy a bale of cotton. You know what price it
went to. The fellow who bought that cotton at 5 cents a pound in
the bale cleaned up, He did not need to work or go to war, he got his
without such effort or risk,

Mr. Dorsey. What we are trying to drive at in this legislation
is this, to limit profiteering in time of war, during a war that we
are actually engaged in in this country. 1 we can keep that end
in mind, I think we will get somewhere in the legislation.

Mr. Loverr. What are you going to do with the fellow who, for
instance, from 1914 to 1917, cleaned up millionst The same thing
is happening right today, the people that are making it are making
it out of copper and all of the otﬁer products used m munitions of
war, even scrap iron which, as you know, 3 years ago was $2 or $3
& ton, and which for the last 3 or 4 months has been as high as
$21 to $23 a ton. Those are facts, gentlemen.

Mr. Fappis. Has scrap iron gone to more than a cent a pound?$

Mr. Lovews. Colonel Olsen, general manager of the Alaska Rail-
road, told us in December that he had scld every bit of scrap on the
Alaska Railroad to Japan and they loaded it at Seward, for $21 2
ton; is not that right? .

Mr. Farqunarson. I do not remember the price, but they did load
it at Seward and took it over.

Mr. Lovery, That is a fact, and you can get that from the records.

Mr. Pace. Do you object to those people making money on that?

Mr. Lovew.. No. «

Mr. Pace. 1 did ot quite get the drift of your criticism.

Mr. Loverr. No: but the bill is designed to take the profits out of
war, is that right#

Mr., Pace. That is what I understand.
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Mr. LoveLy. It does not do that, because the profits are taken before
the war and perhaps durinf the war. Labor suffers always, The
railroad employees whom I have the honor to represent worked
just the same, prior to and during the last World War and, just ns

r. Hushing stated, our wages never canght up with prices, We
were miles behind and we never have caught up.

Mr. Pace. I did not understand that labor or you or any of us
would suffer if some American ecitizen made & profit out of 8 sale to
Japan or France or Germany or Italy; there would be no one in this
country to suffer from such a transaction, would theref

Mr.r{ovm Maybe not immediately, but this steel scrap and otler
materials of war bought here might be turned into munitions or air-
planes and might come back hers and bombard us with them. We
wonld perhaps get it sooner or later,

Mr. Pace. That would be be a question of preparation end not
the result of a financial transaction {

The Cuarrman, Gentleman, it is 12 o'clock.

Mr. Lovell, do you have someone with you whom you would like
the committee to hear?

Mr. Loverr. Yes, Mr. Farquharson is here, and he may have
something additional to add.

I am very much obliged to you gentlemen,

STATEMENT OF J. A. FARQUHABSON, NATIONAL LEGISLATIVE
REPRESENTATIVE, BROTHERHOOD OF RAILROAD TRAINMEN,
WASHINGTON, D. C.

The Cunammman. Mr. Farquaharson, is there anything especinily
you would like to add to Mr. Lovell’s statement?

Mr. FarquaarsoN. No; nothing particularly, but I would take
only 2 or 3 minutes, if I may,

The Cramman. Proceed.

Mr. Farquanarson. I am very much in sympathy with this type
of legislation. If I understand the bill, the purpose is to take the
profits out of war and remove that inducement to get into war, That
1s one of its purposes,

During the World War the men whom I represent, the trainmen of

this country, worked for $3.88 a day, when wages outside were $10
and $12 and $15. Our men really suffered, and their little savings
that they had were gone. It was the aftermath of the war that hit
us very badly, and I think in legislation of this sort, if we can stop
profitesring, we would not suffer as we did in the aftermath of the
war in 1918 and 1919. We were still on very low wages, and you
remember the strike that followed in 1920 as lt-';;e resuit of that.
. Labor has never been able to keep up. Prices have soared because
industry was unregulated and because there was a shortage of labor,
because foreign countries were in the market and buying everything
that we had, and when that was over the terrible collapse came.

I want to say this, that as I mnderstand this bill, you weuld give
to the President the suthority, if I may use that worcf: to ennscript—
perhaps that is too severe a word to use—but to take control of cer-
tain industries that we needed in the prosecution of a war.

I am so bitterly opposed to war that I think we onght to regulate
as far as possible, because unregulated industry is going to run wild



TAKING THE PROFITS OUT OF WAR 117

in such an event because of the shortage of labor, because of the
demand created by the waste of war, that ultimately all the protec-
tion that we seek to give here would not prevent a price rise.

Referring to section 2, the President would have to try to adjust
either upward or downward, and T am quite convinced that it would
be necessary to go upward to meet these unregulated industries, or
the ones not under control.

I hope that, regardiess of what Europe may do, we will not become
involved in another world war, and I still have hope that the Congress
of the United States is not going to be misled and call upon young
men of this Nation to fight for somebody’s dollar that was placed in
Europe. I have confidence that we will not do that.

I have not any specific suggestion, Mr. Chairman. I am reslly not
competent to offer a suggestion or an amendment to the bill as to how
to correct this situation. But you cannot go tod far to suit me and
the men I represent.

The men in the organization that I represent went overseas and
manned the trains. At one time, out of 180,000 members, we had
15,000 over there. The rest of the boys at home paid their dues and
kegt up their insurance and took care of them. "But we do not want
to have to do that again. Not that we would not go if war is declared.
We will do our. part. But we still hope that this committee will be
able to work out something that will retard the possibility of our
getting into war.

Gentlemen, I thank you, and I wish you all the good luck in the
world in the undertaking that youa have before you.

The Coammman. We very much appreciate you statement. Are
there any questions?

Mr, Dorsey. I would just like to make one observation. When I
came from the war, a certain manufacturer told me directly that he
regretted that the war had not lasted 3 months longer, because then
he would have aceumulated a certain amount of money to leave to his
family. That is the thing that we want to stop by this legislation.

Mr. Faroraarson. And that is why I wish you all the good luck in
the world in your efforts.

The Cramaax. Thank yvou very much, Mr. Farquharson,

Mr. Scuserrr. Mr. Chairman, before Mr. Hushing and Mr. Lovell
leave, T was wondering whether they would not submit any sugges-
tions that they may have concerning this legislation in writing?

Mr, Husmixe. I shall be very glad to make an effort to do that.

The Cramrsxsaxn. Gentlemen, Mr. Boren, of Oklahoma, is present and
has a brief statement he would like to make to the committee. We
shall be glad to hear him at this time.

STATEMENT OF HON. LYLE H. BOREN, A EEPRESENTATIVE IN
CONGRESSS FROM THE STATE OF 0ELAHOMA

Mr. Bogex. Mr. Chairman and gentlemen, I shall take only 3 or 4
minutes of your time,

In the first place, in nse to petitions and resolutions from
various peace clubs in my district, I want to present for your con-
sideration a brief statement. These pefitions, resolutions, and re-
¥uests have come to me primarily from the Women’s Peace Council;

Tom & eommittee of the American Legion Auxiliary in my district;
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a resolution from five organizations in five towna of the Women's
Voters League; and from the Women's International League for
Peace and Freedom, which I understand will be represented Iater in
an appearance before this committee,

In response to those requests and petitions, I present for your
consideration as a cross-section of public opinion the suggestion
that section 3, following line 17 of the present bill, might be amended
to read, in scidition, as follows [reading]:

Provided, That no member of the militta drafied into the srmed forces of
the United States uader the provisions of this section shall, while a membor of
such armed forces, be required to serve on forelgao soll,

Without any further comment on that much-debated issue, I want
to present for your further consideration the only other ides that 1
fin particularrv different in this bill from the one that I advanced
in the House, Mr, Chairman, and that is that after the eonclusion of
seetion 1 we add the following phrase [reading]:

Beginning from the date of the declaruticn of war the per-dlern pny of
soldiers shall be n sum equal to the daily wage of unekilied labar as of the
date proclaimed by the President for price determination; and the President
is bereby authorized ahd directed to determine and proclalm the amount of
that wage.

If you agree to this amendment which in substance fixes the
salary of the private soldier in a compensatory way in comperison
with that of the day laborer, it would then be necessary to amend,
following line 17 of section 3 to read that [reading]:

The per-diem pay of such members of the unorganized militia so drafred
shall be a sum not less than the daily wage of unskilled labor ss of the date
proclaimed for price determinstion by the President; and the President In
bereby authorized and directed to determine and proclaim the amount of that
wage,

Those are the only two items that I wish to suggest. The first
one is a cross-section of public opinion. The second one is & sug-
gestion on my part as an mdividual Member, if you see fit, to amend
the present bill to fix the per-diem pay of soldiers on & par with
the Eer-die;n pay of wage earners, nonskilled iabor, at least.

The Crarrmax. As I understand your first amendment or your first
suggestion it is as the voice of certain organizations in your district
rathiz{l: than as an amendment to the bill out of your own heart, so to
spea

Mr, Borew. That is correct, Mr. Chairman. I might add, of course,
that as an individual I am opposed to engaging in wars on foreign
territory. However, I recognize in this suggestion a possibility that
it might inveolve a handicap in the eventuality of an actual war, in
the successful manipulation of our troops.

The Caamman. Some of the gentlemen zitting on this committee
come from a section of the country where a great war was fought
snd I am sure that we are all convinced that if the United States
has got to go to war, we would rather fight it on the other fellow’s
soil than on our own soil. 1 am sure that that is true so far as
Alabama is concerned.

Mr. Costerro. In the last war, when our troops began to get over on
German soil, Germany quit.,

Mr. Fappis. May I suggest to the gentleman that he accept the
ladies’ intentions as being very excellent, and ask them to cite any
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example where any major conflict was ever won except on the soil
of the enemy? It is impossible to win a war anywhere else,

Mr. Boren. Of course, you gentlemen understand the purpose of
this provision and what the intent is behind this provision. It is
offered, as I said, only as a reflection of public opinion and perha
something may be developed in line with the idea that is behind the
motivation of that paragraph.

Mr. Fapors. They are very well intended, but misguided.

Mr. Boren. I understand the gentleman’s viewpoint,

Mr. Faopis. I am sure that anybody who ever saw the devastated
areas in France will not want to see any war fought on our own seil.

The Cramman. Of course, that thought might be germane to the
consideration of the declaration of war, %ui: it would be impracticable
i the use of our troops after we onee went into war,

Mr, Borex. I think that is true, Mr, Chairman,

Mr. Scmseree. I would like to ask the gentleman a question with
reference to the amendment as to the prevailing wags-rate per diem.
Who establishes that rate?

Mr. Borex. According to the terms of your own bill the President
is authorized to determine and to proclaim the wage rate, and so
forth, of any individual party, and so forth, as you have it in the
bill. I suggest simply to add to that that the per diem pay of the
common soldier shall be set at an equality with the per diem pay of
the unskilied labaorer.

Mr. Scuaerer. I understand that, but where, in what section of the
United States? -

Mr. Boren. I have not seen, reading your bill, any disposition to
differentiate between sections of the Umited States in the fixation of
wages anywhere. I will confess to you that I had not given it any
thought. ~ As you have aptly pointed out, there might be one wage in
one area and another wage in another ares.

Mr. ScHaxFer. You have that in your own district. I know that I
have in my own district with the W. P. A, prevailing-wage rate.
Every town in my entire district has a different wage rate. The city
council and the board of supervisors will meet and they will declare
that this is the rate, and B(H)Oti}‘ knows what the prevailing rate is.
That is the reason I ask the question, .

Mr. Borex. The gentleman would not go on record, though, as in
favor of the differentiation which is made in the W. P, A. wage rates?

Mr. ScearFer. No. The point I was trying to make is, Who is
going to determine that rate?p That is the reason T asked the question.

Mr, Borexn. I will confess to you that the thought had not oecurred
to me, although in my district that differential in the W, P. A. wage
rate does exist. Personally I ses no justification for it.

Mr. Sara, If 1 may make one observation, if I understand the
ﬁ;n'[mse of the bill, i{ is not to have the President set a wage that shall

followed, but to sst & ceiling for prices and wages; that those may
figctuate as conditions may fluctuate, but that anybody may sell at
less than that ceiling price. It is not the setting of a definite price
or of & definite wage, but the setting of & limit beyond which they
cannot go.

Mr. Boren. Yes; I understand that; a maximum rate. The point
that I think you gentlemen of the committes will understand that I
have in mind is that we are faced after every war with claims made
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by soldiers who are in the service-—perfectly just claims, in my
opinion—that their compensation had not been in lihe with the com-

nsation in private employment, Now, whether or not this exsct
anguage would be germane to the intention of the bill, I ain not com-
petent to s&(y, But the idea that I have expressed here is that the
common soldier should have a compensatory wage in keeping with the
wages of labor. I think that is a very important factor to be con-
sidered in this legislation,

Mr. Dorsex. Can you compensate a man who goes to war in any
way whatsoever? What sbout the $3,000-a-year man who goes in as
a private? You cannot do anything about him, Are you going to
try to fix & wage for him based on the conunon-labor wage rate! Are
you going to have the man who is in the Army pay for his mainte-
nance out of the wage that he gets, in order to put him on the same
basis with the common laborer in industry, who must during the
p;ri%é of the war pay his own maintenance] Have you thought of
that .

Mr. Boren. Yes; I have thought of that. Of course, I recognize—
and it goes without saying—that you cannot compensate a man for
his service; and, as you say, there might be someone drawing $25,000
a year who enlists as a private, But in your reports and in the debate
on the McSwain bili last year—I am sure you gentlemen have read
the debates on the McBSwain bill, and particularly the amendment
which was presented by Congressman—now Senator Les, from my
district. I think perhaps that amendment covers the subject better
than I could cover it in the discussion here, and I do not want to inke
your time now to go into it. 1 know you gentlemen are anxious to
recess.

If there are any other gquestions that I might perhaps answer at
this time, I shall be glad to do so.

Mr. Scraerrr. May I say that the reason T asked you the question
is that I have had a lot of experience with W. P. A. wage rates, [
have a city of 80,000 and a city of 40,000 and they have & boundary
that is just imaginary. The prevailing rate in one city is 85 centa
an hour for common labor and in the other 75 cents an hour.

Mr. Boren. I have the same situation in my district. I have three
counties that are on one wage scale and six counties that are on an-
other. However, I am of the opinion that if justice were done, the
unskilled worker in the W. P. A, organization would receive the same
wage throughout the United States, regardless of where he lives. I
say that after considerable study of the fluctustion of living expenses
in various sections of the United States,

Mr, Scuaerer. That ia the reason I asked the specific question,
Who would determine that rate?

Mr. Boren. It would have to be determined by the President; and
if he did determine a flactuating wage rate for unskilled labor in vari.
ous areas of the United States, then, of course, this amendment would
be impracticable. If he did that, I weuld change the language to
read “the maximum rate for unskilled labor anywhere in the United
States.”

The Cramman. Is there anything further, Mr. Boren?

Mr. Borex. Nothing, except I would like you gentlemen to under-
stand the point that I am now driving at: If there is a fluctnating
rate for unskilled labor in the United States, I would add in my pro-
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posed amendment & phrase to the effect that the President shall fix it
at the maximum found anywhere in the United States.

The Cramemaxn, If that is all, we are very much obliged to you for
the statement you have given the committes. We have %zen delighted
to hear you.

Mr. Boren. I apg‘reciate your courtesy, gentlemen,

The CrammMan. The committes will now adjourn and meet on call.

{Whereupon the committee adjourned, subject to the call of the
chairman.}






TAKING THE PROFITS OUT OF WAR

THURSDAY, MARCH 4, 1837

House or RerRESENTATIVES,
Cosearrree oN MIuiTary AFrarms,
Washington, 1. C.

The committee met at 10:30 a. m., Hon. Lester Hill (chairman}
presiding. .

The commitiee had under consideration H. E. 1954

The Crameman. The committes will please come to order.  We will
continue our hearing this morning on H. R. 1954, commonly known
as the bill to take the profits out of war, ’

" We have with us this morning Dr. Raushenbush, who, I believe,
ig a professor at New York University.

Mzr. RavsmensusH. No, sir; that is not correct. I am afraid you
are mixing me up with one of my brothers.

The CEarrMaN. Are you the more eminent of the twot

Mr. RAUSHENBUSH.‘N%Z sir; I am not, .

The Cramuman. Let me say that the Women’s International League
for Peace and Freedom are very much interested in our hearing, Dr.
Raushenbush.

Doctor, before you start your testimony with reference to this bill
and the general subject, we would be very happy for you to give us,
for the benefit of the record, a brief statement about yourselgl

STATEMENT OF STEPHEN RAUSHENEBUSH

Mr. Ravsmexpouse. My name is Stephen Raushenbush, of Harris-
burg, Pa.; former chairman of the Fennsylvania Security League;
formef assistant professor at Dartmouth; former chief investigator
for the Senate Munitions Committee; former chief investigator for
the Pennsylvania Legislative Commities on Utilities; former chiet
investigator for the Pennsylvania Legislative Committes on Sweat-
shops; former director of the Bureau of Mediation of the Common-
wealth of Pennsyivania.

By the way, Mr. Chairmen, I am not a doctor. 1 was onece a profes-
sor, but not a doctor.

The CHamumaN. Just let me say that I am glad you are hers to
testify today and not to investigate. Now, will you please proceed
in your own way, Mr. Raushenbush?

Mr, Ravsaensuse. Mr, Chairman and members of the commit
I am informed that the emergency peace campaign, which all o
you know sbout and which is now conducting a campeign to keep
us out of foreign wars, is also in agreement with the feeling that the
results of the bill you have approved will probably be very different

123
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than the intent stated in the preamble. It is to that }msamhle and
purposes of the bill that I would like to address myself and to point
out that it says:

To prevent profiteering In time of war nnd to equalize the burdens of war
and thus previde for the national defense, and promote peace.

I have had nmiany months ofstudy of these subjects, They worried
me as an individual, and I feel that I have some thoughts that might
be helpful to the committes. -

The first comment is that the probable result of the bill is different.
from its announced intent and that it really does not act to promote
peace, for this reason: The idea that low profits in wartime will
throw the weight of our heavy industries—the big industries of the
country—against our entry into war may have something in it. But
according to the provision which you have drawn, 83 percent on all
new profits—that will still allow these big companies to make even
more money than they are making now. Carnegie Steel, for in-
stance, in selling armor })Ia,te, make 58-percent. profit, or $203 a ton.
As I understand the bill, they would be allowed not only to make
normal profit but to make something more on top of it, and to keep
5 percent of whatever new profits they make. And Sperry Gyro-
scope makes flight indicators for the Army; instead of making 54-
percent profit, according to the Army auditors’ figures, could make
still more. When the du Ponts, in the last 3 years for which figures
ars available, average 36-percent profit on their powder sales to the
Army, and ifley could msS(e stil mere under this present bLill,

The point is, allowing them to make even more than those high
profits s not a discouragement of financial interest in our entry into
war at all.

I want to point out snother thing that I do not think has received
the sufficient attention, and that is that the taxation clause of the bill
not onlge operates unequally between munitions companies, which
would the ones supposedly suppltying Germany, Iialy, Great
Britain, and France in the period before the entry into war, and
nonmunitions eompanies, for they would be getting the benefits
before the nonmunitions companies would be getting it. It not only
operates to the benefit of the munitions companies and to the detri-
ment of the nonmunitions companies, but it actually encouriges a
war boom by rewarding those companies which engage in it and
penalizea those who do not.

You may have noticed the action of Bausch & Lomb of Roches-
ter, N. Y., Army suppliers and Navy suppliers. Th? make optical
instruments of high quality. They suddenly withdrew from the
foreign market. They said they were going to discontinue supply-
ing them for military purposes.

In fact, a war is going on over there now without the benefit of
the declaration of war. Bausch & Lomb said: “We do not want to
mix up in it. We wiil continue supplying the Army and the Navy
but not the foreign countries.”

This idea of a 95 percent tax on new profits actually penalizes a
company like that very heavily. I shall illustrate it, if I may. Take
two companies of equal capacity, and let us say each has a capacity
to make about $13,000,000 profit. Let us say the first one I was
talking about, for instance, the Rochester company, stays out of
the present war prepsarations, the preparations which are going on
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for the foreign war, and it sverages a profit in the next 3 years,
1937, 1938, and 1939, of $10,000,000. The other company, the com-
petitor of this optical company, goes info war preparations business
in the sense that it sends & lot of material over and gets into this
war boom going on. You have probably noticed in the papers how
present prosperity in the various indumtries, automobiles and steel, is
due to this war boom in Europe. The second company goes into
the war preparations business and supplies England and Germany.
Let us say that in 1938 a war is actnally declared. Then, in 1940
we get in to prevent interference with opr war trade with belliger-
ents, sometimes called “the freedom of the seas.” By that tims the
second company has averaged its capacity, $13,000,000, and that is all
it can make and it has as big & factory as it can have, too. Then we
get into the war and other companies cancel their foreign orders.
And each of them had a capacity of $13,000,000. Then 85 percent
taxes on new profits come along, and the company that stayed out
of the European War is penalized by contrast with the company
that has been engaged in that war boom. The company that has
engaged in it has been going to capacity, but it pays no tax at all
The other company, which brings its profits from $10,000,000 up to
$13,000,000 would get $2,850,000 in taxes. So, in & way, by partici-
pating in a war boom the second company has been given lnsurance
against war taxes.

And that happened during the World War. For instance under
your tax the Du Pon# Co. would nofhave paid a single cent in taxes
to the United States Government because their profits were so high
in the years before we got into the war that affer we got in the
profits wers even less. So under your plan they would not have paid
a cent of taxes to the Unifed States Government, although after we
got in their profits were very great. But they were not greater
than in the years prior to that time, during our neutrality.

New, we come to this situation: Would this 95 percent tax pro-
posed on new profits induce companies to throw their weight against
our entry into a foreign war? I do not think it would induce those
companies which had been making high war profits to do so because
the alternative to high profits in a continued war boom would be a
depredsion. And the otﬁer companies, which had not been engaged
in the war boom would be financially worse off, and they want
whatever benefits of a2 war trade they can get, and t‘hey “'ei.llcfr prefer
to have the 5 percent that you leave them rather than take the
alternative position of not having anything. They are tied to the
wheels of the companies they had a war boom.

Professor Jessup, of Columbia University, has made the point
that the only way vou can take the profits out of war is to take
the profits out of neutrality. ' )

This encouragement of & war boom is tied in with the problem
of peace. As you gentlement know, a great many of the neutrality

roposals before both the House and Senate are based upon the

lief when a boom in trade with belligerents starts, once it gets
under way, nobody can stop it, not the most idealistic administration
. in the world and not the most materialistic administration.

Foreign governments throw 5 or 10 million dollars into our
economic system, and everything starts getting inflated and com-

130076—37—9
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panies expand, and everybody wants the trade to go on. It is not
only the munitions makers and the bankers but you and I who like
to see prosperity in the country. We sort of get into that atmos-
phere and then it is alinost impossible to stop the war trade.

I read with great interest what Senator Pitiman said on the floor
on Monday. lgle made practically the same case that the Senate
Munitions Committee haf made, that regardless of what administra.
tion is in, once you let a war boom get started it is almost impossible
to insist on our neutrality rights or to remain out of the war,

In the last war the war boom very definitely got in the way of
Mr. Bryan’s policy of loans, which was to stay out of loans to beilig-
erents. That was very clearly shown. Not only the bankers but
governmental] officials themselves said that failing to make loans
would bring about a depression and said “we cannot afford to have n
depression so we will have to change our neutrality policy.” It has
more serious effects than that. As Senator Pittman pointed out that
when President Wilson and Secretary Lansing were trying to get at
& settlement of the submarine problem they werke(f out & goond
one, but England came along and said, “No; we will not play ball,
If you don't like it, we will take our trade away from you.” And
that meant a depression.

Later when Congress voted into the hands of the President the
powers of retaliation against the belligerents the Department of
Commerce said “You cannot do it, it would hurt our trade more
than theirs.” . » $ a

The war boom once started is a dangerous thing to the country and
to our peace, by giving a reward to the compd#nies which engage
heavily in the war boom this bill does not help. In a way it put
the premium on the continuation of the war boom. Personally, I
think it helps make it worse, and we sumply get into a war for
economic reasons, And if you have that pressure it is a very im-
portant one.

Another comment on the bill, it seems to me, from the point of
view of peace, is that the announcement in the advance of war or
any emer(-fency that we propose to raise a huge Army for service
overseas does not come in the class of B peace move, So I take it the
draft provision in effect can hardly be considered as a peace move.
The National Guard is for the defense against invasion, and the an-
nouncement in 1937 of a proposed Army of several million men I
think would be anderstoog in the chancelries of Europe and Asia
as meaning that we are getting ready to have an Army for the in-
vasion of foreign countries.

I don’t know whether that is your intent, but it seems to me ita
effect on the peace of the world would be much ag if a great nation
like Japan or some other t nation announced that it would triple
the size of its navy. And it seems to me that that would give the
military rulers of some of the Asiatic countries & pretext for increas-
ing their own military forces and would add very little {o the peace
of the world.

Leaving its effect on peace and talking about equalizing the bur-
dens of war. This is a very thorny subject. Years ago I thought
it could be done. I think perhaps I have learned now something
more about it. And Co]oneIpHarris, who is in the room, in his testi-
mony before the Senate Munitions Committee, did something to
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convince me that so far as trying to equalize the burdens of war is
concerned, it really cannot be done, no matter how capably it is
attempted. I have read Mr, Baruch’s statement to this committes,
although I did not read his cross-examination. He said, “You have
t6 remember that this is not & goal; this is an iderl”! And I have
the same feeling about it,

It is almost impossible to equalize the burdens of war, because of
the very nature of things. Some men go out and get shot, some
work in the factories, others manage them, while others ¢clip coupons.
I do not feel that this bill moves really in the direction of equalizing
those burdens of war. :

The four great economic interests that you treat with are treated
very differently. Capital, as I have attempted to point out, has a.
chance to make bigger profits out of business. No restrictions are
placed upon costs in the tax section; very large profits can be con-
cealed, it seems to me, by certain methods of padding costs which
were used in the last war.

Management, the second large group, is safeguarded from the
military draft without at the same time being rendered independent
of business control, Some of the Senate bills, Senator Connally’s,
Senator Clark’s, and so on, follow the idea that you can seperate
managenent, from business control by simply giving them the Gov-
ernment salary and forbidding them to take a private salary, the
idea being that they are working entirely for the Government.
Leaving aside the meuits of that, certainly the section here does not
render them independent of business control. They can still receive
a million dollars bohus, and since they will go back into private
business as soon as the matter is over, it seems to me what they actu-
ally get is a wholesale way of getting out of the military draft.
They did it in detail the last time. They were too important to die
or to be shot dead, they were more valuable where they were. There
were a great pany attempts to get out of the draft by individuals,
So far as anybody’s finding equality between classes of citizens is
concerned, it is not there. Boys in their shirt sieeves and overalls
will bs drafted but management automatically will be protected.
Probably it would be anyway. .

The third group dealt with is very important, as I interpret your
bill, although I may be wrong in my interpretation. Labor is not
exempted from the provisions of price fixing during “compensa-
tion.”

Mr. Baruch made special suggestions to you that that should be
made very clear by adding that the President has the power to fix
wages or to fix service. If seems to me you have it fairly clear here,
and I do not see how any court could hold contrary as to fixing
“compensation.” That means, in effect, fixing wages.

You gentlemen have probably reviewed all of these hearings of the
War Policy Commission. Mr. Baruch, who I take it, represents the
guidiﬂg thought in these matters, described to the War Policies
Commission what it meant. It meant to work at & fixed wage or 2
starve-or-fight proposition. He put it that way, that labor should be
treated that way. He said, “Don’t ‘draft’ them but put them under
a work, starve-or-fight proposition.”

Since the War Policies Commission started operating years ago
the dictators of Europe had given all of us a scare as to the use of
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the draft of labor, which seems to be the essence of both the Italian
and German set-up and applying it as 8 means of social control
rather than as anything else.

Finally the fourth class, men are to be drafted for fighting. You
have treated the fourth class differently, and, ag I say, q:rimps to
some extent in the very nature of the thing they must
differently.

During the emergency the power is given to conirol the press and
put out of business the press and the radio stations, which is given
through licensing, through priorities and the like.

I simply want to say that I am inclined to agree with the War
Department that capital will not work for bread and butter and a
dollar & day like drafted men. The duty of the War Department is
to wage a successful war, and it wants no interference through high
taxation or any interference through price fixing on a low basis.

When it comes to patriotism, I do not believe that capital can be
forced to be as patriotic as drafted men. I agree with the War De-
partment that capital cannot be as patriotic as the drafted men,
Therefore, I do not think & tax on all of the profits—not on new
profits but I mesn on all profits—is going to be put on without get-
ting a reaction from capital—that they will not work. Many cases
came up which show their stubbornness and their refusal to work,
representing some of the most prominent industries in the country.
And, essentinlly, they are in the position where the (Government
needs them more than they need the Government, and they have
the power,

There seems to be an agreement that capital cannot be drafied
without a constitutional amendment. I have heard nobody who said
they think it can be drafted without a constitutional amendment.
There is very little certainty that it is quite constitutional to fix
profits during an emergency.

1 think also it shouig be remembered that even if this amendment
be ag};}roved, capital, which the National Grange has spoken of—
the Nebraska legislation has described this bih as being, if that
amendment were carried as proposed, to draft capital, it will not
work. I do not think you could get a single War Department officer
to say, “I am going to put that into effect.” The comments of people
like General Johnson in their columns are, in effect, that you would
be trying to actually draft capital, and the Veterans of Foreign
Wars and the Legion have talked about it, and the comments are
that you would have to change your economic system in time of war.
__And you cannot do that sort of thing in the time of war, So even
if you passed the amendment and agreed, we eould not draft capital
with 2 constitutional amendment I do not think you could got a
single War Department officer who would say he would apply it.
They do not have the facilities and the trained men to run the thou-
sands and thousands of businesses of all kinds in the eonntry and
g: wi)lu}d interfere with the winning of the war for them to try to

o that.

Since the committee, I take it, is not recommending either an
amendment to draft capital, which would be necessary, or an amend-
ment to fix prices, which might very well be necessary, then it cer-
tainly is unequal treatment for the bill to stand ag it does, pro-
viding what I think very definitely coercion of labor. I will say

treated
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a draft of labor under another name and a draft of the military
men for service overseas.

It seems to me that if the committee—if you will allow me this
freedom, sir, conceives that a draft of labor itself is a good thing
or if a draft of men for service overseas in advance of any emergency
is in the national interest, that those two propositions should be put
to the Pubiic in that way, and cut out everything in the preamble
except *provide for the national defense,” and peﬁmps even change
that to say “previding for national activities overseas.” And then
put those two propositions, the draft of labor and the draft of men
for service overseas before the country on their own legs without
being tied in with anv of these propositions, which I feel so strongly,
from what study I have been able to give to them, do not either
promote peace or prevent profiteering or equalize the burdens of
War

I am now almost through, but I would like to add one thing., If
the committee sees that it is in the national interest to require an
Army of several million men for service overseas, and if the com-
mifiee feels that some kind of draft of labor is desirable, then T do
beg of you to consider the dangers to democracy involved in turning
into the hands of the President the terrific powers of a draft or
control over the civilian population.

Mr. Baruch said befare you, according to his statement as released
te the papers, that “all wars are economic in origin. None of these
wars are ever won.” If that is true at all, and it our boys are to be

- drafted for service overseas in such economic wars, it does seem to
me that it might be playing fairly with the people to postpone the
draft provisions of this bill both as re%;u'ti to labor and as regard to
men until after the people have had a chance to vote on whether they
really think they want to run the risks of having so much of the
Government put under military control.

The Munitions Committes, and I do not think I am divulging any-
thing here—was torn by what I suppose you are being torn by at
this time, that is, by this dilemma; they tried to treat the four
classes equally. They put in s bill trying to tax capifal heavily,
and the bills are still kicking around over there, as you know. DBut
they did finally come out and say, “we really cannot put labor on
a par with capital or draft the men on a par with capital.” They
are treated very unequally. So they said that they preferred a refer-
endum under the circumstances. In view of the faect that any
President with control over the workers and over the Army for
an indefinite time after the war, and in view of that danger, I am
quoting now from the report of the Munitions Industry, No. 944,
Part 4, page 5:

In view of the growth of dictetorships in the world using laber under mili-
tary control, it i¢ very important fhat the pecple weigh the grave dsnpers
to our democracy involved in the draft of manpower and laber under the
conditions proposed. The price of a war may be actual operating dictatorship,
under military control, in this country. Pessibly, under certain circumstances,
that price will not be too high for the people to desive to poy it.

But in this matter the combtittee suggests that Congress consider putting a
Hmitation upon its own powers, niui submit a national referendom at the elec-
Eﬁn “in 1038 on the military draft of men for sevice outside continental

Teriea. -

The matter 18 certainiy of sufficlent impertance to warrant Congress in ask-
fuz the copsent of the Nation before imposing the type of draft indicated
to be part of the War Department plans.
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This was & unanimous report of the committee—four Democrata
and three Republicans. There was no objection to using men or
drafting men for service in the continental Americas, not only in
Panama but in any of the North or South American countries. It
is simply a case of asking to send boys overseas and the dangers
involved by control of labor and the like. At least, the penple should
have an opgortunity to vote on that, especiall nuse that com-
mittee could not say to the people that capital was being drafted
or that there was equality in war.

Just 8 few casual comments, if you will, on the price-fixing of
the provisions of the bill. I do not think there is very much argu-
ment about this. The price-fixing provisions of the Lill do not in
themselves hold profits down or prevent profiteering. (eneral Me-
Arthur has said such plans are “largely gesture.” The job of the
War Department is to make prices attractive encugh to get pro-
duection.

During the last war the very unusual situation arose. A com-
pany up in my State, Coatesville, the Lukens Steel (0., apparenily
refused to produce armourplate at $3.25 a ton. They said they
could not de it; they could not make any money on it. And they
were given an increase in price, which applied to all of the steel
companies.

Many years later in looking at the income-tax returns of that
comj)any it was found that in the year which they said they eould not
produce at $3.25 per ton they had made a profit of %0 percent.
Copper, steel, aluminum, and powder companies forced the (iovern-
ment to pay the prices they wanted, and delayed praduction until
they got those prices.

Under the bill, in spite of the fact you allow oniy b percent of
new profits to be retained, costs can still be padded, and far more
than those profits secured. For instance, Midvale Steel, which makes
armor plate and projectiles for the Government, is using 21 percent
of cost as depreciation. In other words, according to their own
testimony they are now making the taxpayers pay because of the
fact that during the years from 1922 to 1927 there was a navsl
holiday; so they are charging that up, that is, charging up all of
the depreciation to cover tgg;e idle years,

If you allow that figure to continue, think what those companies
will have in piled-up reserves ready to be declared as stock dividends
as soon as the war is over.

The munitions companies have considered that if they act to-
gether they will be stronger than the Treasury. They have been
fairly arrogant about it. A short time ago our Navy suppliers got
together and simply said we are being limited under the Vinson
Act to & 10-percent profit, so we will get together and fix up regu-
lations which will let us get more.

Mr. Gillmor, head of Sperry Gyroscope, said:

If the shipbullders, boiler manufscturers. and electrical manofaciurers set
in accordance with uniform rules, it will be so strong that I thipk the Income-
Tax Bureau would have & bard time resiating it.

A Government suit against Bethlehem Steel for, I think, 17 million,
has been Elending for 18 years and has not been settled. About a
year ago the master came out and said, “Bethlehem has been making
25 percent on cruisers in peacetime. Therefore, 22 percent in war-
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time is not so much”, and apparently is going to allow the claims
of the company, although the Government very definitely charged
fraud and the padding of costs.

If there is to be even a faint echo of talk about equality in another
war, high taxes should be levied on all profits, and not merely on
new profits after our entry into the war.

I think, Mr. Chairman, from what T have said, that it will be
evident what amendments I think should be made to the bill.

The Cramman. Mr. Raushenbush, with reference to the tax see-
tion of the bill; I think T shounld say, in the first place, that this
committee is not a committee that has jurisdiction over tax matters.
As you doubtless kmow, the Ways and Means Committee has juris-
diction over all tax matters. If this committee attempted to draft
8- report to the House and a tax bill, so to speak, we would be ex-
ceeding cur jurisdiction, and unquestionably such a bill would be
subject to a point of order.

I think I should say also that I believe that it is the consensus
of opinion in this commitfee that what we have in the bill so far
as the declaration of tax policies are concerned, is not adequate
and not what we wish, I think the most that this committee can
do, so far as the tax end of it is concerned, is not to attempt to
write or report a tax bill. You realize even if this bill became a law
with the provision in it as now written, that provision of itself
would not lay any taxes; we would have to have & tax bill saying
that a tax shall be levied, and we would have to go into details, an
put in all of the definite steps and malke it s specific levy. I think
the most that this committee could do in a bill of this character
would be to declare some general policy of taxation.

I am sure you want to be helpful in any way you can. What I
would like to see you do would be to submit to this committes in as
succinct a form as possible just what you think the tax policy ought
to be in an effort to take the profits out of war. I do not mean that
you should write that out right at this minute, or that you should
answer it right at this minute. Of course, that would be a matter
that you would want to think sbout. I am sure we would be very
happy to have that from you. Have I made myself cleart

KE‘ RavusHENBUSH. Quite so, Mr. Chairman. I do want to be as
helpful as I can. But if the committee is not dgoing to go into the
taxing, or if you leave that to the Ways and Means ézmmittee,
should I submit it to that committee or to you?

The Caammaxn, Noj submit it to us. You understand we are not
asking for s tax bill. As I recsll it, the tax bill took in over 200
pages to cover all of the specific levies and steps that must go into
8 tax bill. We do not have jurisdiction to write such a bill, and we
shall not attempt to do it. 'What we would like to do, and the most
that we can do, perhaps, would be to have a declaration of policy
as to what & tax bill should be, without writing all of the details
of the bilL

Mr. RavsaensusH. I think I can give you that just as simply in
5 or 10 words as T could by waiting until later.

The Cuamman. All right, then. We will be glad to have it.

Mr. Ravsmaensusr. 1 would suggest that all profits made during
wartime, not only new profits but sll profits made during wartime,
be taxed up to the extent that the Treasury thinks it can collect. If
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the Treasury says 80 percent, all right; if it says 85 percent, all right,
But I woull not try to draft capital under a taxation provision,
- because I agree with Treasury officials who have testified, that it can-
not be done. I eculd elaborate on that, sir, but that would be about
the basis of my thought on the matter.

The CramMax. You don’t think the Government should or could
take all of the war profitst

Mr. RavsaexpusH, And still get capital to work{

The Cramsax. Yes; that is what lpn;ean.

Mr. RavsuexansH. No, sir; I do not. I think the evidence is very
much to the contrary.

The Cramman. In other words, it is your thought that capital in
this country would not work for what we might term patriotic
motives, but it would have to have a profit before it would work? 1Is
that your idea?

Mr. RavsrexsusH. Well, sir, I have better evidence on that than
some might have,

The Crammax. I would like to know what your information is,
Mr. Raushenbush.

Mr, RausuensusH. I agree with the munitions people that capital
would not work for almost nothing. The Boston ordnance district,
which, I take it, is composed of munitions makers up there, made
comment on these contracts the Army was submitting some yesrs
ago, and I quote from page 125 of the Munitions Committee report
on Wartime Taxes, No. 944, Part 2, in which this Boston ordnance
district commented.

The Caamrman. What Boston district is that {

Mr, Ravsuexsuse. The Boston district of the Ordance Burean, I
think it is. Colonel Harris can tell you something sbout this, 1
think they have the country divided up into ordnance districts, com-

rised of the people who are going to do the Government work.

ey shift around to these various districts their tentative contracis

and in effect said, “Will you boys work for this?” And this was the
answer of the Boston orcf;lance district.

The Crarrmax. What do you mean by the Boston peaple?

Mr. Rausaexsuse. The Boston ordnance district. 1 do not have
the identification of the individuals right here.

The cost-plus contract offers the ideal conditions for profiteering. It seemms
f{o the writer guesiionabie whether the Government wonld have recefved such
whole-hearted cooperation from mannfacturers durlng the World Wsar had sl
opp.rtuenity for proflteering been elimlnnted. In othet worde, it seems that
there are incentives to the best efforts of the manufacturers In both the fixed-
price and the eost-plus contracts which are absest from the sdjusted-compensa-
ticn contract.

The other districts also thought that the award proposed, which
was 6 percent, was very inadequate and that thee Government wonid
have a hard time getting their munitions in the next war.

The CHamMaN. When you spesk of the 6 percent profit do you
mean that was with reference to that much profit in time of war or
that much profit in keeping their business going in time of peace?

Mr. RavsaensueH. In time of peace they run up to 90 percent
and the like. The fizures which I gave you before were for Du
Ponts, 36 percent as a 3-year average. The Army suditors found np
to 90 percent for Sperry gyroscope. They make terrific peace-time
profits on such peace-time contracts as they get, in many cases. I
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think you would have a very hard time to get them to do it in war-
time. They are accustomed to getting good money.

The CramMan. I hold no brief for the munitions makers; but is
it not a fact that they do make those large profits, and those profits
have to be made in order to take care, perhaps, of investments that
have been made in these industries? To illustrate, in the purchase
of airplanes, take the Martin bomber. The Martin Co. put some
$400,000 into that particular plane. When the time came for the
Army so buy that plane and at the time when that plane came on to-
the market and was available to the Army, which was far superior
to anything else—thers was nothing like it at all—the Government
had to make some allowance in its price to let tlis company get back
that $400,000. And, of course, for the first purchases of those planes
this price proposition, 'Ferhn.ps, showed & very large profit.

Mr. RavsaensusE. That would be quite true in regard to prob-
ably a couple of other things, too.

The CrHamrMan. The Sperry gyroscope I am not familiar with.
But it may be that the inventor of that put a lot of his money into
the development of it and inventing it and bringing it out so that
the Government would have the benefit of it, We all agree that it is
fair as to that.

Mr. Ravsaexeusa. I was not saying particularly that I +was
morally indignant about the Government being charged 54 percent
by Sperry or 36 percent by the Du Ponts for powder. But you
might get up a little indignation by the fact they occasionally sell .
the powder to foreign government more cheaply.

You are trying to take the profits out in wartime, and my point
simply was that if they make high profits in peacetime you are going
to have a hard time undoing that and getting them accustomed to
low profits in wartime. It 1s just not in the nature of the animal,
it seems to me,

The Caammaw. What is your thought as to how to meet that
situation of their getting these high profits in peacetime and then
getting the profits down in time of war?

Mr. Ravsaersusa. 1 think you are sort of out of luck in trying it.
You are putting this up to the Army, whose duty it is to win the
war. After we are once in a war, after the fight to keep us out
of foreign wars is lost, then the Army just takes over and just has
to get production. It is a very good case it makes when it says
“What 1s a million dollars in saving? It does not mean anything if
we can get the munitions over there.”

The CEamman. But that does not answer my question. What
do you suggest in the way of making low profits in wartime?

Mr. RavsuensusH, The majority of the Munitions Commities
recommmended extension of (Government production of combat muni-
tions, Mr. Chairman.

The Cuamyan. Well, what do you suggest?

Mr. RavsHENBUSH. I suggest it with reservations, if you insist,
that is, the same recommengatien that the majority of the Munitions
Committee made. They thought that about the only way you could
do it was in this way. You cannot regulate it like you say in the
Vinson Act, but the only way you can do it would be to extend the
manufacture by the Army and Navy. They are now going s little
further—so as to take over almost all of their combat munitions.
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The CramMaN. You mean if they commenced to manufacture
combat munitions, do yout -

Mr. Rausuensusa, The Government is manufacturing combat
munitions. The Government is manufacturing about half of them.

The CHAIRMAN. But let them manufacture ail of the combat muni.
tions? Is that your thought, toot

Mr. RavsrensusH. I do not attech as much importance to it ns
they did. I may be wrong, but it seems to me that mejor wars are
caused by bigger things—trade matters, prestige matters, trade
rivalries, race prejudice, and so on. In other words, the wars that
we are likely to get into are probebly not going to be caused by
p&ogle who make cdmbat munitions. I think our whole Nation,
with everybody in it, from the farmers up to, or shall I say down to,
the bankers, and everybody else has just 28 much influence.

The CEARMAN. Down to the bankers, did you sayt

Mr. RausuENBusH. Yes; or down to the bankers. They have as
much influence in getting us into foreign wars as these particular
producers of combat munitions. I do think that you do s couple
of things. And ¥ wish ¥ could persuade the War Department of
this. You do save some money by producing in peacetime your com-
bat munitions. I really think that is the case. You might lose
something in the technological rapidly changing industries like air-
craft; and the Munitions Committee did not recommend that the
Government go into that. But, by and large, on the simpler things,
hike armorplate and ships, and so on, you can buy the best private
brains and save quite a lot of money for the Government by doing it.
And ‘you would also, to some extent, eliminate the practice of the
munitions companies sending salesmen all over the world with bribes
in their hands, I think that is impressive, But these Senators were
more emphatic than I am. I don’t think it would have much in-
fluence on our staying out of a foreign war.

The CratrMaN. Thet is your opinion, is it

Mr. Ravsaeneusa. That is just my own opinion, which you have
asked for, Mr. Chairman.

The CHamman, Mr. Raushenbush, you have commented a great
deal upon this draft of manpower for the Army and the Navy in
time of war, and you kept using and more or less emphasizing the
term “overseas.” Sco far as the.provisions of this bill are concerned,
they would apply in the event of war at home or anywhere else.

Mr, Ravseensusa. There is no limitation.

The CHARMAN, Certainly not. So you eannot read anything into
it that this is a special draft to send somebody overseas.

Mr. RauseENBusE. And let me explain how I did that. I may
have been wrong, but I was going upon the assumption that the
National Guard was really for that purpose, that is, the defense of
the country. Perhaps I am overly influenced by General Hagood's
recent book on that. But that was my picture of the defense—the
fleet, plus coast defense, plus National Guard, were essential for the
defense of the country. So when you add to that general structure
which runs all over the States of the country, a sudden draft o
two or three million men, or perhaps 4,000,600 men, I don’t know
how many you would get. But the point I made was not what you
and I thought it would be used for, but what effect it would have
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in the general world diseussion and how it would be understood
abroad. And that was the point that I was making.

The CHamyman. I can understand that there has been an honest
difference of opinion. But, frankly, I would like to say that I belong
to the George Washington school of thought on that—that believes
in adequate preparedness, as he so well expressed it, in maintaining
s defensive posture. 1 do not think there is a dictator in Europe,
however foolish he may be, who for one moment thinks wa have any
materialistic or aggressive design. They know that we are not seek-
ing anything in Europe. And when you take any step to build u
our national defense, whether it be an enlargement of our Nationa
Guard or to give somebody training as a Reserve, or prepare for the
raising of sn army by a draft in the event of war, they all know
that is for defensive purposss for the United States,

Mr. RausHeNBUsH. You may be quite right so far as Europe is
concerned. But I was looking at the other side of the world and
making & comparison with an announcement of this kind before we
got into an emsrgency and suddenly tripling the size of our flest,
or if M had suddenly tripled the size of their fleet, We would
then begin to recast plans and the whole question of disarmament
in the world. In other words, I think there would be an excuse for
M to put another 2,000.000 men under arms,

The Cuammax, Don’t you think if M wanted to do that, that
she would not hesitate to do it, anyway? .

Mr. RauvsHENBUSH. Yes, sir; because very recently it has been
shown that there is still a little democracy over there. The civilian
population is fighting back against that power.

The CEamrMaN. But the army is still pretty well in control, thought

Mr. RausaEnsusH. Yes; but they are fizhting back,

The CramMman. They are still pursuing their imperialistic designs
so far as C is concerned ?

Mr. Riausaexeuse. Yes, siv. It is just like giving the Army a
new lease on life. For instance, if one of our admirals, or if you,
as chairman of this committee, said that obviously our duty is to
fight M and we will spend the next 3 years getting ready to go
over there, that would give the Diet an excuse for raising a terrific
army in M. .

The Caamman. But that kind of a statement is entirely different
than one as to the idea of defense of the United States. But there is
room for a difference of opinion. Some people in this country do
not believe in any army or any preparsation at all.

Mr, Ravsuereusn, I believe in the defense of the country,

The CramrMaN. You believe in reasonsble preparednessf

Mr. RavsuENBusa. Yes, sir; I do. But I follow General Hagood
rather than some of our Navy people as to what preparedness is,
But perhaps that is & minor matter. But I was talking about the
pretext or the excuse that this would give the war lords abroad for
the further militarization of their countries. -

The CaamrMan. On the other hand, I think this would say to the
war lords abroad, “Keep your hants off of the United States.” I
think if we had some measure of preparedness in 1914, 1915, and
1916 we would never have gone into the World War.

In your testimony with reference to this provision about drafting
management, as I understood your testimony, you drew the conclu-
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sion that it left a thought that that perhaps might he a gond way
out, to exempt management from military or naval draft.

Mr, Rarsuexpusi. 1 think that would be the resuit of the section;
yes, Mr. Chairman.

The Crammvan. Of course, you realize that when we had the draft
during the World War we had exemptions, a3 we would have hers,
the i(ﬁ‘& being that what we wanted te do was to win the war and
make the Nation as effective and as efficient as ible to bring that
war to & successful conclusion as early as possible. And there would
be no more reason to exempt management than a8 man making shocs
for the men in the Army, or something of that kind. If manage-
ment is necessary to the carrying on of an industry, management
may be exempted from military service.

Mr. RavsaexsusH. I am & litile surprised to hear you interpret it
in that way. I thought this would pretty thoroughly take them out
of military service.

The CuairMan. Not at all. If the President of the United States,
in his wisdom in making these exemptions, thouglit & man was worth
more in a shoe factory or in an on'gmnm factory, then he has that,
and rightfully so, inrgis hands, whether that man be a mechanic or
an artisan or if he is in some administrative or managerial position.
There would be the power to permit him to remain where he was,
if he was of more value to the Government in that position than
in the Army. And that is what we had during the World War, did
we not?! If we had another war the chances are that we would
operate a draft abont as we did in the World War. And I doubt if
this country ever did anything more successfully or with less fa.
voritism, and certainly without any scandal whatever, than when it
administered the draft.

Mr. RavsaeExsusa. I did not remain on this side long enough to
find out. I was over there.

The CramMmaN. You come before the committee as an expert on
this subject; and wher you answer like that, that you did not stay
on this side long enough to find out, that is one thing. But v
studied this matter, and vou know how the Draft Act was sdminis-
tered during the World War, don’t yout I take it that you were nit
drafted, were you?

Mr. RavsueEnNeusH. No, sir. I volunteered. But it is one of those
special subjects on which you can get far better opinions than mine
as to how well it operat I assume it operated all right, if that
is the point,

The Cramzsman. Do you know of anybody who reported that it
did not operate all right?

Mr. Ravsnensvsa. The one time it came up, I think, was before
a House committee, 33 I remember, when Mr. Coffin, one of the
prominent ?eople in the War Industries Board, was questioned shout
one part of it. And this I do remember: He was asked about the
idea of drafting men and patting them into private industry. He
was referring te what is sometimes called the spruce division, out
on the west coast. Now that yon have asked me about it, I do remem-
ber that matter of putting men into uniform and apparently making
them take the jobs of private employees, which did provoke some
criticism. I had forgotten it until you refreshed my recollection
about it.
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The Cramitan. That was & mere incident as compared with the
great draft in this country of men into the military and naval
serviees.

Mr. Ravsaexnusi, Yes; I think so. The Munitions Committes
saw in these plans the evils, and it seemed to them that the laborers
were going under the practical draft, and they thought that waz a
dangerous thing.

The Cuairman. They were doing what?

Mr. RavsaensusH. In effeet, they were going to be drafted in the
next war. That was an innovation, and they thought it was
dangerous.

The Crammax. In your testimony you have left the thought that
you feel that under this bill labor is drafted,

Mr. Ravsaexsuse. Yes, sir. I did not see anything in this bill
which negates or throws cut any of the background of the bill, or
of the MeSwain bill, its predecessor, or of the War Policies Com-
mission report, the predecessor of that. The- same people in the
Army, I take it, Mr. Baruch, and others, are still making the plans
as to how the next war will he conducted, and no Army person has
ever come out and said: “Noj thess are not the plans. We have
changed them.”

The Cmairmax. What is your idea on the provision of this bill
which would draft Iabor; that is, that would make labor work in a
factory by compulsion as you would draft a man into the Army and
make him a solgier in the Army.

Mr, Ravsaexsusa. Wasn't the specific provision——

The C'uammax. There is no provision.

Mr. Rausgexnpusa. I think IP have 2 peint if you will allow me
to make it. It is not so much the specific provision as the omission
of protection. In section 1 compensation has been frozen. And, as
I explained, I take it to mean wages. In section 3, lines 9 to 18, on
page 2, it in no way protects labor from exactly the sort of provi-
sion which Mr. Baruch said would be applied to labor, which lan-
guage seems to me to be still governing until it has been pulled
ba,ck,kAnd I have not heard him nor anybody else in power pull
it back.

I am quoting from the War Policies Commission’s hearings, page
360.

The Caamrman. And who is testifying now?

Mr. Ravsaenruse. 1t is Mr. Baruch. [Reading:]

No matter what the grounds for your deferment may be, unless yon are
faithfully, continuously, and usefully employed in a capacity and for an enter-
prise determined by the Government to be essential to the presecution of the
war, your deferment wiil be canceled and you will Immedistely be called for
service with the colors.

In other words, T read into that that unless the man remains at
the job he is able to work at, at the wages fixed under section 1, he
will be immediately called to the colors. Mr. Baruch has said that
the Government can go much further. Still quoting from the War
Policies Commission %earing: \

It can say that if a man be called and found unfit for military service, but
fit for other work in the essentinl lists {of industries), he must se employ
hlmself ot be cut off from rations, iransportation, fuel, and supplies.

In other words, he will starve. Mr. Baruch said that that prin-
ciple, “waork, starve, or fight”, is capable of immense expansion,
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The Caamman. Of course, under a draft provision every man
within the age limits fixed in that provision is subject to the draft.
The theory is that every man would be drafted. But you make these
exemptions for certain men because they are doing more important
and more necessary work somewhere else. Then, of course, when &
man ceases of his own accord to do this other more important and
more necessary work he loses his exemption and automatically comes
in the draft. But there is absolutely nothing in that section to draft
a man inte anything but, as the clear language says, “the military
service of the United States.” That is not drafting a man to work in
industry somewhere.

Mr. RavssernpusH. I thought in your own bill, H. R. 2, you had
made some kind of an exemption, but there is not in this one, although
my memory may be wrong as to that. The preceding bills were all
sort of boiled together into this one short section ag eight lines as
drawn by the Armg. Senator Clark introduced them, nate 1718,
I think, is the draft bill. In there the whole procedure of deferrin
and then canceling deferment was worked out. In this section 1t
does not seem to me that you have %ut in any guaranty that in any
way protects against a hard-boiled President. And, Mr. Chairman,
we are assuming that the present President is not going to be Presi-
dent forever, and it is possible that we will sometime have a tough
man as President who is faced with an economic erisis of considerable
proportions who will suddenly find himself vested with terrific
powers. And it is against that sort of person, rather than against
the present President, that you might find it of advantage to guard
that condition. It would give a Hitler, if we ever had one in this
country, the power to put you and everbody else in Congress in the

y-

The Cramman. You are afraid that some President might abolish
Congress by drafting our Members?

Mr. RavsnensueH. No, sir. But I am pointing out the previous
bills did not have a guaranty against that. Nor was there a guaranty
for a laborer who went on strike and wanted 5 cents more and said
his children were in rags, from being cut off of rations and being
put into the Army. I do not think you have protected sgainst that.

The Ceamman. Have you ever studied the draft law as it was

assed ¥

F ﬁIr& RavsHeneusH. I have read it; but it has been 2 years since
I read it.

- Mr. May. In the first question you were asked to give your exper-
ience as a basis of your qualifications fo testify before this committee,
and you stated a great many activities in the way of investigations,
even including a lot of experience with congressional committees,
In the course of your investigations did you ever make any inquiry
as to the policy of the United States Government with respect to
the provoking of a war or having a policy of national defense of
its own in the nature of self defense?

Mr. RavseensusH. I have read as much as the ordinary layman
has read on it, I suppose.

Mr. May. You have discovered in the course of those investigations
that the war policy of the United States would keep out of wars
and to operate on a defensive plan, did you not?

Mr. RausaeneusE. Do yon mean throughout its whole history?
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Mr. May. Yes; throughout its whole history.

Mr. Ravsaexecsa No, sir; I did not.

Mr. May. Was there any instance in which we went out to fight
without first being provoked, except when we fought for the freedom
of the seas in the War of 18121

Mr. Ravseexsusa. If you pat the question in that way, I think
we have always had gen of provocation; yes, sir.

Mr. May. You made the iur&er statement here that you could not
tell from this bill whether this committes was intending to provide
for an invasion of & foreign country. You do not think this com-
mittee or any other congressionsl committeo wants to bring on any
invasion of any foreign country for imperialistic purposes or for any
other purposes, do you?

Mr. RauseexeusH. I certainly hope not. If you will allow me to
say so, Mr. May, I feel I was, perhaps, a little more guarded in my
language. You will remember I was trying to say, in reply to &
question from the chairman, that this might be misunderstoed. I
said its effect on the peace of the world, that is, in 1937, before we
were in any emergency, is equivalent to an announcement by any
great power that it proposed to triple the size of its fleet. It offers the
military rulers of other nations a pretext for increasing their forces.
‘That was the intent of my statement.

Mr. May. As a matter of fact, there are foreien nations which arse
now making immense preparstions for war and have been at it every
since the World War. Wouldn't this just be an announcement that
we are preparing for defense rather than invasiont

Mr. Ravsaessussa. The late Frank Simonds, whom you may have
read, who wus as good a commentator on military affairs as we
have ever had, pointed out the situation. He said, “We, the American
people. always considered curselves pacifists like the British®, becanse
we gad & small army. The British Navy and the American Navy
did manage to throw a scare into some people, as much so as if we
had s big army like France or Germany. But I do not feel qualified
as a military expert. ’ L.

The Cramemax. What do you say as to the principle of adequate
preparedness for war being a sure guarantee of peacef

Mr. Ravsaensusa. If you leave out the “sure guarantee”, I think
preparation for war in this modern world is something that we can-
not duck. c s .

The Caammax. In other words, you do not think if foreign nations
knew that we were better gmpared for war than we were before that
they would keep hands off ! ]

Mr, Ravsgeneusa. It is not so much & matter of their keeping
hands off. If you mean by doubling or tripling the size of our fleet,
then, eertainly the House and Senate has been wasting their time in
this neutrality legislation. And certainly Senator Pittman, in that
speech of his on Monday, was just doing nothing. He made & whole
case there for 2 hours on the proioﬂtion that the Navy could not kee
us out of a foreign war, that we had to do other things, And1I woulg
take the attitude that he is right, that other things are needed, such

as neutrality legislation, . . A
The CHA;RM?N Have you read the article in this week’s Nations

Business on Nentrality?
Mr. Ravsaensuse. No, sir; I have not. But I read that speech.
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The Cuamuman. Of course, under 8 draft provision every man
within the age limits fixed in that provision is subject to the draft.
The theory is that every man would be drafted. But you make these
exemptions for certain men because they are doing more important
end more necessary work somewhere else. Then, of course, when a
man ceases of his own accord to do this other more important and
more necessary work he loses his exemption and automatically comes
in the draft. But there is absolutely nothing in that section to draft
a man into anything but, es the clear language says, “the military
service of the United States.” That is not drafting a man to work in
indu somewhere.

Mr. Ravsaensusn, I thought in your own bill, H. R. 2, you had
made some kind of an exemption, but thers ia not in this one, although
my memory may be wrong as to that. The preceding bills were all
sort of boiled together into this one short section of eight lines as
drawn by the Army, Senator Clark introduced them. Senate 1718,
1 think, 1s the draf{ bill. In there the whole procedure of deferring
and then canceling deferment was worked cut. In this section it
does not seem to me that you have gut in any guaranty that in any
way protects against a hard-boiled President. And, Mr. Chairman,
we are assuming that the present President is not going to be Presi-
dent forever, and it is possible that we will sometime have a tough
man as President who is faced with an economic crisis of considerable
propertions who will suddenly find himself vested with terrific
powers. And it is against that sort of person, rather than against
the present President, that you might find it of advantage to grard
that condition. It would give a Hitler, if we ever had one in thin
country, the power to put you and everbody else in Congress in the

’I‘hi Crammax. You are afraid that some President might abelish
Congress by drafting our Members?

Mr. RavsaexsusH, No, sir, But I am pointing out the previous
bills did not have a guaranty against that. Nor was there a guaranty
for a laborer who went on strike and wanted 5 cents more and raid
his children were in rags, from being cut off of rations and being
put into the Army. I do not think you have protected against that.

Thg éCHAZBMAN. Have you ever studied the draft law as it was

asse

P Mra RavsuexsusH. I have read it; but it has been 2 years since
I read it.

. Mr. May. In the first question you were asked to give your exper-
ience as a basis of your qualifications to testify before this committee,
and you stated a great many activities in the way of investigations,
even including e lot of experience with congressional committees,
In the course of your investigations did you ever make any inquiry
as to the Eoiicy of the United States Government with respect to
the provoking of a war or having & policy of national defense of
its own in the nature of self defense?

Mr. RausaeNsusH. I have read as much as the ordinary layman
has read on it, I suppose.

Mr, May. You have discovered in the course of those investigations
that the war policy of the United States would keep out of wars
and to operate on a defensive plan, did you not?

Mr. RavseeNsusH. Do you mean throughout its whole history?
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Mr. Mar, Yes; throughout its whole history.

Mr. Ravsaexacsa. No, sir; I did not.

Mr. May. Was there any instance in which we went out to fight
without first being proveked, except when we fought for the freedom
of the ceas in the War of 18121

AMr. Rarsmexsosa. If you put the guestion in that way, I think
we have always had plenty of provocation; yes, sir.

Mr. May. Yon ma& the fur&er statement here that you could not
- tell from this bill whether this committes was intending to provide
for an invasion of a foreign country. You do not think this com-
. mittee or any other congressional committee wants to bring on any
invasion of any foreign country for imperislistic purposes or for any
. other purposes, do you!

Mr. Ragsaexpusa. 1 certainly hope not. If you will allow me to
say so, Mr, May, I feel I was, perhaps, a little more guarded in my
language. You will remember I was trying to say, in reply to a
question from the chairman, that this m]tf;i be misunderstood. I
said its effect on the peace of the world, 1s, in 1937, before wa
were in any emergency, is equivalent to an announcement by any
great power that it proposed to triple the size of its fleet. It offers the
military rulers of other nations a pretext for increasing their forces.
‘That was the intent of my statement.

Mr. Mar. As a matter of fact, there are foreign nations which are
now making immense preparations for war and have been at it every
since the World War., Wouldn’ this just be an announcement that
we are preparing for defense rather than invasion ¥

Mr. RavsaexsusH. The late Frank Simonds, whom you may have
read, who was as good a commentator on military affairs as we
have ever had, pointed out the situation. He said, “We, the American
people, always considered ourselves pacifists Iike the British”, becauss
we 1}Jls.d a small army. The British Navy and the American Navy
did manage to throw a scare into some people, as much so as if we
had a big army like France or Germany. But I do not feel qualified
as a military expert. ) oo

The CrammaN. What do you say as to the principle of adequste
preparedness for war being a sure guarantee of peace?

Mr. RausHENBUSH. 1f you leave out the “sure guarantee”, I think
preparation for war in this modern world is something that we can-
not duck.

The Caamman. In other words, you do not think if foreign nations
knew that we were better I;reps,red for war than we were before that
they would keep hands off

Mr. Ravspenpusa. It is not so much a matter of their keeping
hands off. If you mean by doubling or tripling the size of our fleet,
then, certainly the House and Senate has been wasting their time in
this neutrslity legislation. And certainly Senator Pittman, in that
speech of his on Monday, was just doing nothing, He made a whole
. case there for 2 hours on the proposition that the Navy could not kee
- us out of a foreign war, that we had to do other things. AndI wou;ﬁ
take the attitude that he is right, that other things are needed, such
as neutrality legislation. L. )

The CmaipmaN. Have you read the article in this week’s Nations
Business on Neutrality?

Mr. RausHeNBUsH. No, sir; I have not. But I read that speech.
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Mr. Maverick. I think what we want to arrive at is whether we
should do anything and, if we should do anvthing, what it should be,
I do not think that lias been determined. This bill has two or three
sections, Omne is for the drafting of soldiers and the other for the
drafting of labor, and ancther for the drafting of husiness. In the
first place, do you think it is necessary to have a bill of any kind at
this time?

Mr. RausaensusH. The answer would run Iike this, I think, In
view of the increasing tension in Europe, if the War Department said
“Well, sometime in the future there is danger of being drawn in, an
in order to be prepared at that moment we must be able to have a
little better mechanism for ﬁ{n‘ice fixing and contracts and the like”,
then presumsably they should have that power.

1 should say, sir, the objection I was making, was really this, The
bill would shape up as saying, or at least people sometimes say that
it tends toward drafting capital and that it tends toward drafling
management, and therefore, it is all right te coerce labor to ths extent
it is coercion and a draft of men. This bill certainly does not draft
capital. Therefore, the result of it, although probably not the intent,
is simply to put in a draft of men and power over labor long before
an emergency starts. And I do not think that is fair or equal treat-
ment, certainly.

Mr. Maverick. I want to differ with the chairman, because we are
all striving for the same purpose. And I think he said the purpose is
to declare & general policy.

The Caamman. I said on the tax matter.

Mr. Maverick. Then, would not the effect of that general policy
be that the business firms would be more or less freae(f in the draft
subject more or less to the discretion of the War Department and
the Internal Revenue Department, and that men and labor in effect
would be drafted?

Mr. Rauvsuensusd. I think the general conclusion is right, except
I do not think business firms would even feel any danger of being
drafted either by the War Department or by the Treasury. I do not
see how the War Department officials ¢ould come before you and
say “We want to draft capital.” I do not think you will find any
high Government officials doing that.

r. Maverick. In section 8 it says [reading]:

In the event of war, or of a national emergency declared by Congresa to
exist, which, in the Judgment of the Presldent, demands the hamediate in-
crease of the Military Establishment the Presldent be, and he is heraeby, ruthor-
ized to draft into the military service of the United Rtates auch membera of the
nnorganized militia between the ages of 21 and 31 as he may deem becenanry.

At the present time in the United States we have what we eall aol-
dier Iabor. In my district, which is the biggest military district in
the world, they use almost entirely soldier labor; and that is consid-
ered in military service. As a matter of fact, under these provisions
we will sny we have labor troubles in Louisiana, in the pine forests
there; and would not the President, saying that lumber is absolutely
necessary, or, let us say, coal in Pennsylvania, or iron in Alabama, or
whatever it is, under the broad powers of military necessity be able
to classify that as military service?

Mr. Ravseexnsusa. It would seem so to me from my reading of it
and from a reading of the background of it. And the spruce divi-
sion, where that was done, would seem to me to be in point.
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Mr. Maverice. You gave an answer about taxation which I think
is somewhat indefinite. I believe that yon used the words that the
Treasury should get as much as they could. But we do not write
laws that way. We cannot say, “Get as much as you can.”

Mr. Ravusueneuss. That was not my suggestion. My snggestion
in reply to the chairman’s question was to consult with the Treasury
experts, and if they said they thought they could get 85 perecnt, then

ood. If the Treasury really thinks it cannot be done, it is no good.
%n the course of thess hearings Mr. Baruch suggested the only way
to collect taxes, was, if I became Secretary of the Treasury. I said
I did not think if I were Secretary of the Treasury I would collect
any more taxes than anybody else. I would let the people down, be-
cause the pressure is too terniffic,

One of his own businesses lost its profits during the depression
after the war. They had paid out about $8,000,000 in dividends, and
after the depression they could not pay any taxes on their war profits.
And 1, as Secretary of the Treasury, to go in there and say, “Now,
pay up” and ruin their business? That would not do.

Mr. Maverics. The chairman said this tax bill I introduced was
200 pages long. And it is a mighty long bill. Do you believe this
bill comes nearer meeting the situation than the legislation which we
have before us? Is it any betterf I have no pride of authorship in
it, and you will not hurt my feelings if you say either that it is or
that it is not. :

Mr. Ravsaensusa. Let me answer as frankly as I can. I had
nothing to do with the drafting of the bill or Senator Nye's bill, and
I can speak with some detachment. First, X do not think that it will
pass, because the tax rate is high. And until an emergency comes,
or even after an emergency comes, no Congressman would hike to be
accused of levying taxes. However, that isa ﬁersoaal opinion,

In the second place, I think the bill approaches the draft of capital
more nearly than H. R, 1954. It starts by taking & great more of all
profits, whereas this one simply takes the new profits, which is a very
different thing. And then your bill comes in with equalizing the
burdens of war. And to a bill like that one could not make quite the
same objection as to inequality. Of course, there is the inequality
that some may die and other Iive on only $10,600 & year. But you
cannot say it 1s so terribly unequal. )

Mr. Mavenice. In connection with the draft, it is my opinion that
we have the best Army in the history of the United States. I don’
know anything about the Navy, but I think we have the best Army in
the history of the United States, With your familiarity with the
Army and the National Defense Act, do you think it wise at this time
to enact legislation which will, in effect, in my opinion, of course, be
a draft of human beings and not a draft of capitalt Do you think
it wc;uld be wise to enact that legislation, or is it necessary at this
time

Mr. Ravsaensusa. I disqualified myself as being a military ex-
pert. I think I should follow the general lines of General Hagood—
& small mechanized army. But I was arguing it from the point of
its effect on peace and on equality. I do not think the draft leaves
the men on a2 par with capital at all. I do not think it would have
& particularly saluiary effect on world peace. So far es your own

130976—37——10 .
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question as to military efficiency goes, I think you would have to call
others on that, .

Mpr. MaveriCcK. As s matiter of fact, do you not think that in order
to have a weli-balanced bill that we Shoitfd call in the War Depart-
ment a9 to the national defense and call in the Treasury as to the
taxation featuresf

Mr, RavsHeExBUSH. If your committes is going to deal with the
tax features; yes, sir.

Mr. Maverick. Well, I think we should, I think you testified we
have never been in an unjust war and that we never had any im-
perialistic designs? .

Mr. RavsuensusH. No, sir. Please don’t say that. I gqualified
that. The question was whether I thought that, and I said I thought
we had never gone into 8 war in which we felt we had no provocation
to go in.

Mr. Maverick, Do you think our war with Mexico, in which we
took the entire western portion of the United States, was one in
which we had sufficient provocation—that we wented the land ¥

Mr. RavsaensusH. Dr. Beard says that was the basis of that war—
that we had the best of reasons; that we wanted the land.

Mr. Smrra. You speak of General Hagood and his recent work on
gaﬁ?&n‘;ai defense. Do I understand you to believe he opposes the

re

Mr. RauseeENBUSH. As I remember the book, there is nothing in
there that bases the Army around the draft, I cannot remember the
whole book, but he does come out very clearly for a small army, with
a National Guard doing coast-defense duties, He is very much
against an overseas army.

Mr. Surra. He is very much in faver of the training of reserve
officers, is he not?

Mr. RavsaenpusH. Yes, sir; I think that is right.

Mr. Smrra. As the framework of a large wartime army of defensel

Mr. Ravseexpuss. 1 don't know whether it would be larger than
the National Guard.

Mr, Smrta. I mean larger than the peacetime army,

Mr. Ravsaensusa. He is for the National Guard being well
trained.

Mr. Surra. And also for reserve officers?

Mr. Ravenensusa. Well, I don’t know as to that. I don’t remem-
ber that.

Mr, Syura. I wondered if you had any statement of his opposition
to this draft?

Mr. RausueneusH. I have his book here but I do not remember
that, He makes an interesting point that I waa interested in, in
talking about the fact that it is practically impossible for us to go
over to M to fight them or for M or anybody else to come
over here. He does point out the change in warfare which makes it
harder for troops to go across, with aireraft bombers end so on.
So our ideas about shipping another 4,000,000 men to France today
would mean that it would be simply suicide for us to attempt it.

Mr. Surrr. As I recall his statements, he believes in an extremely
powerful navy and s very heavy coast-defense army. But 1 did
not understand that he was opposed to the drafi to provide an army

+
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for defense if we were attacked. That is one thing I wanted to clear
up in your statement. .

Mr. Rauvsaensusa. He spent so much time on the National Guard
that I don’t remember whether he commits himself one way or the
other on the other matter.

Mr. Dorsey. In time of peace, Mr. Ranshenbush, under our eco-
nomic and social set-up we have developed inequality throughout the
population in the conntrg, and, for instance, even within labor itself
we have mechanics at different rates of pay and different returns for
the work that is done. We have the labor, the capitalistic, and the
managing class with which we are trying to deal. And in time of
war we still have that set-up. From your statement I take it that
you feel that we cannot arrive at such a thing as equality in universal
service, that it is merely an ideal, and to keep an adjustment in time
of war it is rather impossible because capital will not cooperate and
will want increased profits. Is that your conclusion?

Mr. Ravsaewaose. Well, T have several other conclusions. That
is Mr. Baruch’s conclusion. He said this is only an ideal; it is not
a goal. I agree with the first part of what you said, namely that
there are those inegualities, not only in the classes but among the
<lasses, such, for instance as the big vice presidents and the little
viee president, and so on. And it i3 so among management; there
a;e those inequalities. And you really cannot equalize them in time
of war.

My only purpose in mentioning that fact was o comment upon
the fact that in this bill the intent is stated to be to equalize the
burdens. Bat I do not think you can do it. Therefore, I go further
than Mr. Baruch and I say that I do not think you should say that
you are going to do it, because you cannot do it.
~ Mr. Dorsey. Don't you think the object of such legislation as this
is not so much to equalize the burdens as it is to keep the balance in
wartime as it existed in time of peace?

Mr. Rausmaensusa. You sort of freeze things so that they do not
get unstable.

Mr. Dorsey. No; I did not use the word “freeze”, and I do not see
how you can read into the legislation the word “freeze”.

Mr. Ravspennausa, I read it in section 2. '

Mr. DorseY. There is no intent in section 2 to freeze anything,
If you read that section carefully you will see that it is so that prices,
rent, rates, comggnsation, commissions, or reward can be kept in
balance, can be adjusted upward or downward. It is not freezing the
particular price, rent, or commission.

» Mr. Réusmr;t?qsg. Thaﬁi: is;i réghl::é 1;_Ilnl gectio:} 1, price, compensa-
1on, and everything are fixed as of the date of such proclamati
I think that io freesing, | P tion.

Mr. Dorsey. Yes; but you must read the legislation, not one
section but all sections, as it pertains to other parts of the legisla-
tion, And section 2 says definitely in line 3 “or reward previously

roclaimed shall be adjusted either upward or downward.” The
gresident, by proclamation, can do this, .
ﬁr. mnmswm Yes;ﬁmfreeze. & d
r. Y. So it is really not freezing through this lesislatio
As T understand you, you say that there shoult? be a refereadug
before the National Guard is forced to engage in any combat on
foreign soil,
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Mr. Ravsrensusi. I was not thinking particularly of the Na-
tional Guard but I was thinking of the rest of the onutry. 1 say
that Mr, Ludlow’s amendment has some point to it, for the very fact
that you cannot get equality. So before you ask some people to
suffer more than others, it seems to me that there is some pomt in
allowing the people to say whether they really want their boys to
die overseas.

Mr. Dorsey. Of course, there would be no inequality if the war
were fought in the United States,

Mr. RacsuENBUsH. No, sir. 1 do not think you would want a
referendum in case the conntry was invaded.

Mr, Dorsey. Suppose this situation were to arise, that Great
Britain were to attack the United States and we entered info a war
and our troops go out to defend parts of the Nation; would you sa
after warding off that attack in order to prevent further attac
that we should not send troops over to England te fight them with-
out first taking a vote in this country{

Mr. Ravsuessusi. No, sir; I do net. :

Mr. Dorsey. It seems to me that that program would be imprac.
tical. :

Mr. Rausmenpusm. It was not Mr. Ludlow’s Prnpﬂﬂlﬁ at all,
Once England has started attacking us—although it seems pre-
posterous—then without any referendum war would be in operation
under the direction of the President, who could take his troops over-
seas, and he could fight the war in China, in Africa, or anywhere
else. And there Wouii be no limit on that if he thn;:gfit it necessary
to destroy the enemy. That is not the Munitions Committee’s pro-

osal or Mr, Ludlow’s proposal. The boys may want to be draltmi.

he people of the country ma{ be wrong, but at least they should
have the opportunity to say either yes or no.

Mr. Dorsey, In referring to the referendum you referred to some
time after the declaration of war?

Mr. RausuenNgusi. There are two propositions. One is Mr, Lud.
low’s for a constitutional amendment, as I take it, on any declara-
tion of war. The other proposal was the unanimous cone by the
Senate Munitions Committee as a way out of this dilemma, that you
are not going to draft capital and you are going to draft men. The
thought is tﬁat you are going to hold an jec&iﬁn in 1948 to govern
Geiifgress and let Congress be advised by that referendum as to the
se: ngof drafted men outside of continental United States.

Mr. Dorsey. In case there were an invasion of the country we
could not ward off the invasion.

Mr. RavsuensusH. It would not apply in the case of invasion.
There would be no referendum then.

Mr. Dorsex. After the country was invaded you would be free to
take the men overseas?

Mr. RavsuenBusH, Yes, sir; that is right.

Mr. Wiicox. T understand it is your ides that the Army should
not be sent overseas or onto foreigm soil unless an actual aftack
already had been made on the United States; that is, without taking
a referendum. T would like to get your ides as to that. What is
your opinion as to that?

Mr. Ravsueneose, I did not come here particularly qualified to
discuss the Ludlow amendment.
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Mr. Wocox, Irrespective of his amendment, what is your idea with
=rerence to the conduct of war on foreign soil?

Mr. RavsnexsusH. I do not think the country wants it at all.

1§y do not want to see the boys go over to China and die or over
R Tance,

Mr. Wooox. Well, T am sure they do not, I do not, and nobody
se does. The tronble about announcing the general statement of
“alicy that no war will be fought on foreign soil is that conditions
- a arise whereby your general statement of policy would leave you

en to invasion. Let us, for example, take some enemy. There is
- :e country, for example, which has engaged in some wars in the
15t and pursued the policy of not declaring war until after a death-

ow hed been struck. When Japan decided to make war on Russia

ey did not declars war on Russia and warn them that they were
ming to get into a war with them; they struck their deathblow.
=hen they decided to invade Manchuria she did not declare war.
~1e moved in and took it and said it was hers.
+Suppose & nation of that sort wanted to conduct an invasion of the
--ﬁite(fogiaws, and without a declaration of war, and with full
nowiedge on the part of the public in this country that that was its
stention, and suppose she moves her troops into Mexico and uses
-exico as Germany used Belgium to get at France; she simply uses
zexico as a corridor through which she would move into the gnite&
sates. Do you think we should wait on our side of the Rio Grande
atil there is an actual attack, or should we go down there and stop
sem before they get their army landed in Mexico !
- Mr. RavseeEnsusH. This proposal very definitely is only to forbid
¢ drafting of men for service outside of continental America. As

understand the Monroe Doctrine, we would be down there with our
‘hole Army and our whole fleet in order to prevent any foreign
wvernment’s entering their troops into Mexico or in any other place
» South America.
: Mr. Wicox. I do not know that the Monroe Doctrine requires
aat. The Monroe Doctrine is that we shall protect those countries
rom agpression against them. Suppose it were being done with
@ full agreement of Mexico; should we wait until after the army
i landed 1n Mexico before we take any measures, or would it not
2 the part of wisdom to go down there and destroy them before
ey had their army landed ¥
‘ Mr. RausHENBUSH. It would not only be the part of wisdom, but
‘think it is what all of these resclutions allow. As I understand it,
1ey do not prevent that, .
-Mr. Wncox, Take another case in connection with eontinental
america. Down in the Caribbean area there are hundreds of is-
unds, many of which are owned by foreign countries. They have

perfect right to occupy those islands at any time they see fit to
o so. Suppose without a declaration of war, or after a declaration
f war, we discovered that they are moving 1n their air forces and
itablishing air bases on their own islands in the Caribbean area,
ith the evident intention of flying those sirships into the United
tates at a later date. Should we wait until after she has actually
winched her airships against us, or should we go down there and
estroy those basest
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Mr. Ravsnexsuse. When you get it down to that basis, as (o
Holland, which has Caracao down there, or as to England or Frence
attacking us, you are getting into the realm of improbabilities.

Mr. WiLcox. In 1914 it was very improbable that we would ever
get into the World War also.

Mr, RavsuexsusH. It was less probable that we would ever fight
England. And that is stili the case.

h%r. Wircox. I agree with you on that. But I am just calling
your attention to the impossibility ¢f announcing a principle in gen-
eral terms that will apply. There will be exceptions, so you cannat
possibly stick to a principle of that sort. I am as much opposed as
you are to sending American soldiers to France to fight Germany
and as much opposed as you are to sending our boys to any other
country, except on just provocation. But 1 can viszza{ize any number
of instances where the appropriate defense of this country would
require the sending of troops to foreign soil to fight and to battle
for the defense of the United States,

Mr. RavssexausH. But not necessarily in the Caribbean Islands.

Mr. Wrrcox. Suppose they undertake to use Cenada as a corridor
through which to enter this country. All of those things may arise.
And you cannot announce a general policy which will apply in sil
instances and under all conditions; that is, that you will never fight
a battle on foreign soil exee(}mt with professional soldiers.

Mr. RavsgensusH. Canada is a part of the continental America.
There would be no restriction as to sending troops to Canada.

Mr. Wooox. My oginion as to an election on this matter is that
you are not going to find out what the election returns are.

Mr. RavsaeNpusH. That is a little swifter crack than I think the
thing warrants. You have your professional Army and your Navy.
Supposedly under the President they can conduct almost any kind
of war that the President wants to use them for and that Congress
lets them be used for.

This proposition is simply not fair in view of the danger of a
draft of laboring men, the danger in these days under s hard-boiled
President. You also want the people of the country to be drafted
instead of their volunteering, without letting them lgave the say so,
that is, for service in Europe.

Mr. RotHerrForp. 1 was wondering whether the people that you
represent have a substitute bill that they suggest for taking the
profits out of war which will meet the requirements,

Mr. RavseevBusd. Whether who has such a bill?

Mr. Rureerroap. Either you or the people you represent. I mean
whether you have a substitute bill to work out these matters.

Mr. RausHenNBusH. I was asked to present statements from four
organizations. I want to make it clear that they should not be held
responsible for everything that I have seid. ey may differ very
strongly on some things. I am not a member of any of those organi-
zations I mentioned,

I think amendments could be made rather simply to cut out the
preamble, except for the words “to provide for the national defense.”

On page 1, Iine 8, add some phrase such as “other than wages” to
protect wages. The same thing on page 2, line 3. The same pro-
tection on page 2, line 8, adding “in protection of the freedom of the
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press”, which could be put out of business, and slso radio stations,
That would have to be repeated later on under licensees of business.

Eliminate section 3, the whole military draft, and let it stand on
its own feet as a national-defense measure in another bill whers
people will not be confused by it as an attempt to establish equality.

Eliminate section 4, the draft of management, still letting them get
business salaries.

On page 3, line 21, aain put in the protection for the press, so that
not aifof the newspapers can be confiscated. )

Senator Clark in looking at the McSwain bill, which had some
language similar to the Hili bill, in a colloquy with Colonel Harris
called attention to the fact that you could put a newspaper out of
business under a section like that. Page 4, line 9, add the same sort
of protection for the press, and then in the final section, after you
have found out from the Treasury how much of these profits can be
successfully taxed, then do it. But put it in, whatever it is. If you
find in your judgment that tax is really not the equivalent of drafting
men or drafting labor, then it does not seem to me to come in a bill
in which an attempt is being made to equalize the burdens of war.

I think those nine smendments should be considered by the com-
mittes at any rate.

The Cramuman. Are there any further questions?

MréSCmm‘ Have those nine amendments been submitted in the
record ?

Mr Hnx The reporter is taking them now for the record.

Mr. RausaensusA. I was just reading them for the record.

Mr. CrasoN. I would like to ask if you think there would be mueh
left to the bill after the nine amendments were made.

Mr. RauvspensusH, If the War Department wants to make ths
nunitions people feel that they can only go ahead with contracts for
+ coming war, with the price-fixing powers to which Mr. Baruch
ittaches some importance they should have those powers. I do not
:hink they mean taling the profits out of war. General MacArthur
said they were simply “gestures.” And if the War Department
‘hinks they are important, they should get those powers. They will
zet & certain mmount of understanding of the matter so far as the
sublic is concerned. The Nebrasks Legislature’s action came to my
ittention, and the% said this bill drafted capital. I am sure your
:h‘a.inézan, or somebody else, wrote them and said that it is a great
nistake.

The CearrMaN, Oh, no; I did not write them. I do not always iry
0 correct witness’ statement.

Mr. Crason. It leaves a bill to provide for price fixing in time of
¥ar.

Mr. RavstzrsusH. And such taxes as you chose to fix; but let the
sther things stand on their merits. I think the other things should
se considered by Congress. I meant simply to submit them as plain
wational-defense measures. It is a tieing up with something that
:annot be done that I thought was worthy of comment.

Mr. Sceaerer. You were referring to what the War Department
hinks, and you always talked about munitions. How about other
:ommodities, the rise 1n prices of other essential commodities. That
s what I am interested in particularly in connection with the price-
ixing proposition. It is not only taking the munitions.
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Mr. RavsaeNsusu. Certainly if you are going to have s war you
will have and should have price fixing. I gg not think it has much
to do with taking the profits out of war. It is & mechanism of social
control,

Mr. Scraerer. Certainly if you had peace-time prices on com-
modities and labor you would preveut excess profita in time of war,
would you not?

Mr. Rausnensosu. Personally I would try to do it.

Mr. Scuaerer. That is all.

The CHairMaN. Are there any further questions?

No response.)
f not, is there anything further you would like to say, Mr.
Raushenbush? .

Mr. RavsnensusH. No, Mr. Chairman,

The Caareman. Then the committee will stand adjourned.

(Thereupon, at 12:33 p. m., the committee adjourned.)
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MONDAY, MARCH 22, 1937

House oF RePrESENTATIVES,
CoxMrrTee oN Mizitary Arrams,
Washington, D, C.
The committee met, pursuant to notice, at 10:35 a. m., to resume
consideration of H. R. 1954, Hon. Lister il {chairman} presiding.
The Crammax. The committee will kindly come to order. Gen-
tlemen, we have as a witness this merning one who needs no introdue-
ilon to this committee, or for that matter, to any committee in
America, because he is already known by this committee, and by
any informed group, our good friend Gen. Hugh S. Johnson, His
very name tells a story. 1 shall not elaborate on that story. We
are privileged to have General Johnson here this morning on H. R.
1954, on the general subject of taking the profit out of war. The
older members of the commitiee will remember that the General
was here 2 years ago on this same subject, and you will remember the
veg fine testimony he gave on that occasion at that time.
A eneral, without any more preliminaries, we are going to let you
re,

STATEMENT OF GEN. HUGH 8. JOHNSON, FORMER ADMIRISTRATOR
OF RATIORAL RECOVERY ADMINISTRATION

General JounsoN. I have no prepared statement. I merely came
down with the idea that if there were any questions that fcould
answer by reason of the study that I have given to this subject, I
should be glad to answer them.

During the war I was a member of the War Indusiries Board,
and at the time of its reorganization I was in contact with the
mobilization of industry and alsoc our mobilization of the manpower
in the War Department before that. After that I was associated
with Mr. Baruch, who was doing a great deal of work on this sub-
ject, and I made a rather exhaustive study of the records as far as
they were then availeble in connection with the War Department’s

lans, and in connection with Mr. Baruch’s testimony before the

ar Policies Commission,

Almost everything I have to say I have already said in connee-
tion with the testimony that you speak of and the testimony given
before the Senate Committes. In a general way, I do not know that
it is necessary to go through all of S:;t again. )

But there was developed in the World War a new kind of warfare
that had begun to be developed probably with the defeat of Na-

148



150 TAKING THE PROFITS OUT OF WaAR

poleon and the rise of the European system of the nations in arma,
which really meant that in modern war a nation could not any
Jonger afford to risk its existence on & mubilization of some com-
paratively small trained army or some fractional part of its re-
sources in men, money, and materials. The theory grew as it was
practiced, from that time to the Franco-Prussian war. In the be-
ginning of the World War it was recognized that when a nation goes
to war it must go with all of the strength that it has. The fact
was realized in & dim way at the beginning of the World War, As
the war {)rogressed it became more and more apparent thst great
industrial nations at war were going to mobilize all their strengih
from the farthermost farm in the remotest part of the country clear
up to the battle line. War was recognized as an economic struggle
as much as a military struggle—not only for additional praluction
but for the management of our own economic resources and the
restriction of economic resources of other countries,

I believe from what I saw of the war itself and what I have read
about it since that, perhaps, the systematization of the economic
factor went further toward application in this country than it did
in any other country. We came into the war late. Weo had the
benefit of the experience of other countries, and still we frittered
away our time here for over & year without getting very fur toward
an actusl economic mobilization. Toward the end it was being
pretty well done and the general prineiples involved were being
clearly recognized.

From what I have read and heard from people on the other side
of the water, they believe pretty much that tlhe system had gone
further here and with greater perfection than eisewhere. I think
that in the new economic planning for us in France, Great Britain,
and Germany, our own system in principle, at least, has been prett
well followed. I think we developed during the war the essentials
of an economic control for the purposes of war mobilization. 1t is
true that a great many mistakes were made and a great many blind
elleys were followed to an end to see that we couirﬂn noi get up that
way any farther. The subject has been very thoroughly studied in
the War Department, and the War Policies Commission went into
it gquite exhaustively.

ut of all this came, as I understand it, this bill. There have
been a great many ideas as to how a new mobilization should be
prepared for. Some people want to attempt to go into it to the
ultimate detail, in the g:gmning. They want to write a bill te cover
every possible situation that might arise. I think that is wrong
on its face. Nobody knows the circumstances we shall face in an
future war. The most that you can do, if you do anything in ad-
vance, in the way of actually passing a statute, is to pass one in the
very broadest possible terms applying the lessons that we learned
in the World War and avoiding tge mistakes that we made. It is
on that principle that any legislation must be enacted. I think
this bill does attempt to avoid going into meticulous detail and yet
sat up the necessary power and authority for an organization around
which to build an effective mobilization of the resources of this
country for war.
H'I ﬂ.i:hmk that is all I have to say in a preliminary statement, Mr.

i
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The CrammaN. General, vou have said that if we go to war today
we would have to mobilize the whole economic strength of the Na-
tion. Is it not true that in doing that the nearer you can keep to
what you might term your peacetime economie set-up, the better
off you aret? .

General JonnsoN. Yes; there is no question sbout that. This
economic pattern is such a delicate web of complicated and inter-
related causes, effects, and lnes of communication, that whenever
you disturb it you can not foresee the extent to which that disturb-
ance will go to paralyze some remote part of it. The closer you
can approximate your existing peacetime structure, and merely ac-
celerate it and strengthen it, the better your bill will be. There is
no dovbt about that, I think.

“The CrammMax. And the less chance you have of losing the war,

and then the better off you are at the end of the war, so far as

ing back intec normal peacetime operations is concerned. Is not
that true?

General Joenson. Yes, sir; that is absolutely true.

The Cmamxan. And if you write too many details into the bill
today and tie it down too tight, {lou do not know how much you
may handicap the operations of the administration of the war, if
and when war comes?

General JorNnson. That is true, Mr. Chairman; and, in addition
to that, I think that you cannot prevision the circumstance of war.
During the last war it was hardly possible for anyone to prevision
the developments of the next 2 or 3 months. So, as to economie
demands, you have to maintain yourself in the position of the great-
est possible flexibility in order to meet changing situations.

My, Max. General, at the time when the War Industries Board
was considering this particular question I believe the question of the
constitutional authority of the gongress to mobilize industry and to
use private property arose. There was a report made by & com-
mittee appointed by that board that,.as I remember it, was unani-
mous on_the subject, that the Congress does have the power to
mobilize industry in time of war, with the exception of the dissent-
ing opinion of Mr, Collins, of Mississippi, I believe. Have you given
any thought to the constitutional power of Congress in time of war
in relation to the mobilization of industry and private property?

General JoxnsoN. Yes, sir; I have given it a great dets of thought.
I was not aware of the report you mention being made by the com-
mitfee on the question of the constitutionality.

The CramewaN. I think what Mr. May has in mind is the report
of the War Policies Board. g

My, May. That is the board vou studied with?

General Jorxson, Yes, sir; I g‘articips.ted in that study and in
the legal aspects of the subject, I thought you meant during the war.

During the war counsel for the War Industries Board was Gover-
nor Ritchie, and I know that he advised Mr. Baruch that practically
everything he was doing was of doubtful constitutionality. There
was a great question as to whether or not a statute could be passed
at that time authorizing a great deal that was being done, and it was
determined -that it was better not to have a statute. Governor
Ritchie thought that action should be taken in aceordance with the
supposed svar powers of the President—that it was better to do that
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than to attempt to enact a statute and get into s lot of litigation,
There was, and there has been right straight along, considerable
doubt as to the constitutionality of the paraticular appliestion of
these principles that we are talking about.

Mr. Max. But for the same reason that you gay now that the
statute should be general and elastic on the subject of mobilization
or demobilization and carrying on the war in the use of our economic
structure, you advise that the question of the details of it be
omitted?

(reneral Jouxsox. Yes, sir; becaunse whether there are war powers
not expressed in the Constitution or not, even those who advorate
this indefinite residuum of Presidential power recognized that the
1ight to exercise them is measured absolutely by the neeessity exist-
ing at the time—like the comimon-law theory of the right of welf-
defense. So that, if that theory is correct—I mean the theory that
the Constitution created extraordinary war powers—you ought not
to attempt to determine the extent you can go in self-defense in
recognition of the Constitution befure the event arises.

Mr, May. Since the Constitution expressly conferred on the Con-
gress the power to declare war, do you not think it gives the inci-
dental power to do everything that is necessary to make it effective
and to win the war?

General Jouxson. My opinion is that it does, except that it may
not contravene an express constitutional inhibition,

Mr. Costerro. General, it has been suggested several times that
the only way to take the profit out of war would be to have the
Goveérnment take over all the manufacture of munitions. Do you
think it would be practicable to do that?

General Jonnson. No, sir.  From my experienca I would say that
it would be utterly impracticable.

Mr. Cosrerro. In other words, you think that the Government
could not properly handle the manufacture of munitions?

General Jonxson. My opinion is that it could not. I do not
mean by that that the Government eould not make munitions, but
I do mean that in a great modern war, when you get into the field of
munitions, and the factories necessary to move them, it involves
gmctlcally our whole industrial structure, and I do not think the

overnment can undertake to manage that.

Mr. Wircox. General, I understand from your opening statement
that you agree with the view that has been expressed here that any
bill of this charaeter should not undertake to go into detsil as to
plans to be adopted in legislation, but should simply provide for it
in a general way.

General JounsoN. Yes, sir,

Mr. Wicox. It is your opinion, however, that in peacetime, when
we are normal, and can approach the subject in 3 normal state of
mind, that we should enact some legisiation of this character, Is
that not true?

General Jonxson. Yes, sir; I testified before the Senate com-
mittee that I had some misgivings about legislation in particularity.
Very frankly I had in mind that if this sort of legislation were
initiated it might go too far into detail to be practicable. That is,
we might come out with an inflexible bill that would hamper the
application of the resources of the Nation to a particular war.
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A broad bill of the kind we have here could resolve a great many
doubts, and have two or three effects. First, it wounld enable plan-
ning by the various departments of the Government to meet the
situation. Then, it has another effect that I think is very important.
It serves notice on the world that this country will be prepared for
its defense, and to the extent that that notice is a deterrent of war,
it is a very good thing.

Mr. Wooox. Just on that point, I am very happy to hear gm
make that statement, General. We had a witness before us a few
days ago who said that the mere enactment of this sort of law, au--
thorizing the mobilization of the Nation in time of emergency, wouid
tend to upset the peace of the world, that some nations would imme-
diately begin a race of armaments simpI% because we had enacted
& statute which would autherize us to mobilize in case of necessity.
Is it not true, or is it not your opinion—and it certainly is mine—
that instead of being a measure that would incite war it would
actually act as a deterrent, because it would simply say to the world
‘that the United States is prepared, in case of an emergency, to be
:able to mobilize? .

General JoaxsoN, Yes. I agree with you there. Of course, I do
not see how they could pursue a race for armament any faster or
‘more thezoughly than they are doing already. I believe that this
Measure proposes no aggressive step at all. Tt merely sets up the
pattern under which this Nation would proceed in case of war. 1
«cannot see how that would be regarded as an aggressive move by
any nation. It is purely defensive.

Mr. Wircox. Do you think if we had had this authority on our
statute books in 1914, 1915, and 1916, that it might have somewhat
-deterred Germany in her aggressive attitude toward us, if she had
‘known that we had already set up the machinery by which we could
mobilize ?

General JomxsoN, That is a rather difficult question, because the
Germans were so cocky that they thought we could not even get
across the sea in time. In addition to that, of course, this kind of
bill eould not have been written then, because nobody had the exz-

rience with this kind of thing, neither here nor in Germany.
‘However, I do believe that if this country had taken a more aggres-
sive attitnde toward both belligerents and said, “We will fight Both
sides or either side that interferes with our rights on the sea”, there
‘might not have been any war or at least not for us.

Mr. Wrncox. General, of course, we do not admit that there is any
possibility of any war mn the future, but do you not think it is the
part of wisdem that the United States keep on hand a sufficient
supply of those necessary things that we do not produce ourselves
and which we might need in case of war? That we should build
up a supply of those materials?

General JomxsoN. Yes, sir; T think that is especially important
now, when it is very evident that a vast accumulation of some
strategic materials is taking place in practically every European
nation to an unprecedented extent. It is not only the copper, tin,
lead, and zinc that are being bought up for actual conversion into
munitions of war. Practically every one of these nations seems to
be accumulating great reserves of those things. Apparently also pri-
vate citizens, apprehensive of the value of money, are buying up and
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storing those nondepreciating commodities in order to preserve their
fortunes. .

Mr. Rurnerrorp. Have you any suggestion as to how the Govern.
ment could mobilize industry end compel it to take part in the
movement ?

General Jounsox. Well, with the authority of thiz bill and the
experience that we had in the War Industries Board you are pre-
pared to do it. My suggestion would be that you just take up where
we left off. Set up something like the War Industries Board and
apply these provisions that you have here. Proceed on the experi.
ence that we had in the war, with some modifications of that organi-
zation—modifications that have been suggested by various people.

Mr. Rornerrorn. Suppose industry does not want to come in, how
do you compel them to come in?

General JornsoN. Well, you have authority in this bill te choke an
industry to death that does not come in. You have authority to dis-
cipline it in an economic manner with a force against which no com-
pany could survive, If it attempted to block the Government and
the authority that you have in this bill, it would dry up. If with
such force as you have here we cannot mobilize industry, then there
is something the matter with us and not with industry.

Mr. Ruruerrorp. Suppose Inbor does not come in, How are you
going to compel them to come in?

(General Jounson. You cannot compel them to come in if they do
not want to come in. As a matter of fact, you cannot get soldiers
to fight in a war if the great mass of popular opinion in the count
is not in favor of & war—not in a democracy hke this, However,
do not think that American labor has ever heid back—I do not think
they ever will hold back in time of emergency.

Mr. Rureerrorp, They have done their part pretty well,

General JornsoN, Yes; and they always will. One of the most
beautiful illustrations of what I have just ssid is the eomparison
between the conscription which we had during the World War and
that which we had during the Civil War. You know, during the
Civil War the country was torn apart, and the war was net a popular
war. Both sides attempted the selective-service methed. fgn each
side it was a complete failure. The communities were not behind it.
They tried at that time to do it through centralized authority, In
our selective draft we decentralized power absolutely. There was no
gewer in Washington at all. The power was vested in the local

raft boards. Because the people were behind it, it was almost
a complete success, and it seems to me that there is a beautiful
illustration of that contrast between the Civil War and World War
conscriptions,

I remember when the Draft Act was first up for consideration,
there were two proposals submitted. One proposal was to invoke
the Civil War system, which was s draft Ey centralized military
authority. The other was the system which was actually put into
effect through the local draft boards. A great deal of eriticism was
conveyed to Mr. Baker of the decentralized gystem that we pro-

osed. It said “there is no power in this scheme of the Central
vernment here to enforce it.” Mr, Baker replied: “If the force
of public opinion is not behind a war you can’t fight a war, If
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public opinion is behind us we don’t need bayonets.” The people
were behind the World War—Mr, Baker’s idea worked beautifully.
If 8 war'is not sufficiently popular for the people to support it, you
had better not go to war,

Mr, RoreerrForp. That is right.

Mr, Dorsey. I would like to ask the general if he interprets sec-
tion 2 by any means as authority to conscript labor into industry
in time of warl

General JoaxsoN, T am not intimately familiar with the langu
of this bill, but just reading it over, I think not. If it does, it 1s
a mistake. If there is any provision in here for the drafting of
Iabor it is a mistake.

Mr. Dorsey. Certainly this committee has no intention of doing
that, but certain witnesses who have appeared before the committee
apparentlitried to read into that section an effort to conscript labor.
Now, we have not any such idea at all, but we want to have the
intent of the bill so clear that everybody will understand that.

General Jonxson. You cannot do it, if for no other reason than
that the conseription of labor to work for a private master is slavery.
It is in violation of the thirteenth, fourteenth, and fifteenth ame!:g-
ments to the Constitution,

This happened during the war: When they first started out with
the drafting of the men there were exemptions for family reasons,
and also due to the system of calling men in the order that their
names came out of the box. As a result of that there was & great
deferred list of people whose time had not come yet. Well, as the
war went on there began toc be an acute shortage of labor, and there
were in this deferred class a lot of idlers. Because of that situation
the President issued an order stating, as to deferments, that any-
body who was not working in an cccupation considered necessary
for the prosecution of the war would be advanced and drafted for
military service immediately. That had a tremendous effect on
putting slackers to work, but it did not conscript them for any
particular employment. They could either go to useful work instead
of sitting around when they chose—or they could get advanced to the
top in the selective draft list, That has frequently been referred to
as the “work or fight” provision.

The Cuamaran. That was just one of the things that was inevitable
in a great war, was it not?

General Jouxson, Certainly. It was inevitable. There were a lot
of people content to see their neighbors marching off to risk their lives,
and everybody else engaged in various civilian efforts to help win the
war while they just sat and fanned themselves. Public opinion
wouldn’t permit it.

Mr. Maverice. Unfortunately, General, I was not here when you
testified. I want to ask yon whether you think, in view of the ac-
cumulated experience of the World War and what is known of the
methods used at the time, and the fact that we already have 2 Na-
tional Defense Act, that such a bill as this is vitally necessary to be
enacted at this timef L

General JornsoN. I think if is highly advisable; yes. You say
“shsolutely necessary.” I do not know that anything is absolutely
necessary. You have a bill here which I think is a very good bill
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The question is, Shall ple in so-called key industriea who are
found by the draft boards to be indispensable to the operation of
any such iﬁdustrg be deferred as lonﬁ as they are in that work. The
exempiions for that reason during the war were very small in npum-
ber. I think there were something like 156,000 in the whole country.
It has been argued that since the usual drafi ages are between 21
and 30, there cannot be any key men in any industry, or in any agri-
cultural enterprise that could not be replaced by older men. 1 think
that is not always true. I think that this kind of exemption should
be left a good deazl as it was under the Selective Service Act. If
such men are found, as a matter of fact, to be indispensable to a
certain key operation, they should be deferred as long a3 they are in
that position, but not any longer.

Mr. Maverick. General, under the Draft Act, after the war was
over, how many people were there in the office recorded ss havin
deserted from the Army of the United States or evaded the draft
Do you have those figures? .

General Jorunson. You mean after the draft was over how man
deserters were there from the Army or from the drafti

Mr. Maverick. From the draft.

General JoaxsoN, This is subject to correction, as I am giving it
from memory. I do not have an accurate memory for figures, but
my recollection is that there were about 85,000 who were on the rolls,
indicated as what were called dreft deserters. That is, they had not
agpeared for examination. Later on it was found that a large block
of those people were already in the service, some of them oversess
in the Army, some in the Navy, and in various other services where
they did not get their notifications. Only in insignificant numbers
were there any such cases not finally cleared.

Mr. Mavenick. In other words, it was a negligible numberf

General Jornson. Yes; a negligible number. It looked pretty
bad at one time, because we tried to do everything we could to be
sure that men who had registersd and did not appear for service were
in the Army. But it was pretty hard to follow it, and at one time
it looked as though there was & very large number of so-called draft
deserters. But I do know this in a general way that draft desertion
turned out to be negligible after all these people had been traced
to their service.

Mr. Maverick. Roughly speaking, how many strictiy military
deserters were there from the Army and the Navy during the war}

General JoansoN. I do not know, but that also was s very small
number., It did not amount to anything. But that was not my job,
and I do not know exactly what that number was,

Mr. Pace. I have one question I should like to ask the (enersl,
and I will probably have to ask for specific illustrations. In your
opening statement, General, you said that past experience had shown
that when you go to war you must go to war within your resources
or means, and then, in answer t0 & question by the chairman, you
stated that conditions should be as near like peace conditions as
possible. Frankly, the two conditions are so unalike that I cannot
reconcile them. I would like it if you would, under the terms of
this bill, take, for illustration, the steel industry. What is your ides
of what should happen under this bill upon the declaration of war,
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keeping in mind that this bill is to take the profits out of war, and
git, at the same time, that we want to win the war? What should

don? to the steel industry or any other industry that is essential
to war

General JounsoN. You have selected about the best example you
could seleet, because that is the basic war material,

* Mr.Pace, Yes, That is the reason I have selected it.

General Jogxson, The first think that happens is that your Waz
Industries Board is set up. The first thing in economie piam%
a nation requires to know is how much steel you are going to need.
How much steel are you going to need for the Navy; for the military
program, and how much for the civilian population?! We know
mors about that now. During the World War nobody knew that.
It was in utter confusion. As a matter of fact, when I went from
the Draft over to the General Staff, I went to each one of the great
departments and asked, “How many men are you preparing for#”
It was the literal truth that no two dggar@ments were preparing for
the same number, and no one knew the right number, There was
that much confusion about how much the requirements, for example,
for stes]l were. You could take the requirements in steel for the
equipment of an infantry division, and you could break it down into
80 many pounds of steal. But steel was used in the making of barbed
wire, in ship plates and in building. Steel was necessary for the
manufacturer of various types of projectiles. It was almost im-
possible at the beginning to get any idea about it at all. Now, thoss
things are being worked out as well as possible and we will have 2
better idea about that, but not & perfect ides.

At best, upon looking at your steel requirements you will find that
they are far beyond your proved capacity for production.

You then will have to begin to impose resfrictions on nonessential
uses of steel. During the war, in order to conserve the supply of
steel, they took the steel stays out of women’s corsets—women wore
them then—they are more flexible now. We applied every possible
form of conservation—doing everything possible to conserve the
supply of steel, to restrict the demand for steel for nonmilitary pur-
poses, and yet not to interfere with the civilian population any more
than we had to.

Now, when you have %ftben your requirements out, you call ths
steel industry in through the American Iron and Steel Institute
and say, “These are the things that you are expected to do.” En-
forcement of that was handled by a system of priorities. That is
the industry was told that essential war uirements must be
szzlgplied first, and if they did not have any steel left over for other
orders, commercial or otherwise, that was just too bad for the
“nonessential®” or “less essential® produceers. '

The example you have given is & good one, because here trouble
over governmental control actually happsned. All of these big
steel companies havmg automobile customers, who were beginning to
be %ched, and could not get steel for pleasure autamobﬁes, began
to bootleg a little steel here and there. It became a real problem,
especially as the demand for steel grew, as the war program ad-
vanced. They were called to account finally. This is all on the
record. Mr. Baruch finally told Judge Gary, “It is just toc bad, but
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if you cannot comply with the regulations the Gorernment will have
to take over your companies and eperate them.” He could have
done several other things, but that happened to be suflicient in
that case, and from that time on, we had very little troubla with
the rationing of steel to the various demands that we had, But,
it would have been perfectly essy to regulate a steel plant just like
thet. We had control over power and fuel and transportation. We
could have cut off any steel company in the United States frem
operation almost overnight. If that bad not worked, we could have
taken it over and sent our own men in to opersate it.

Mr. Pace. Could you have done it constitutionsllyt

Genseral JoansoN, Unquestionably.

Mr. Pace. Then you do not think a constitutional amendment is
necessary to invoke universal service in time of war; that ia, ss
related to all industries and all manufacturing establishments

_General JomnsoN. Along the lines I have talked about. Whea I
say take a plant over, I mean to step in and commandeer that plant.
There has never been any question about that as & proper function
of the Government in time of war, You will have to pay for it. But
you can take it over. You can take over any property in this
country by condemnation in time of war,

Mr. Pace. Going back to the steel illustration, what about the
profit feature of it now? That is what this bill is for.

General JoansoN. During the World War the profit end wae not

roperly handled. I won’t say it could have been better handled,

cause exaggerated prices and profits happened before we got inte
the war. In that connection, it 18 interesting to note that met,hj:&lg
like that is happening today. At that time the price structure h
gone clear out of rhyme or reason. Prices had advanced to unheard
of levels before we entered the war. When we moved in that was
the situation. Not only were prices clear out of line, but extravagant
prices resulted in extravagant profits before we got into the
war. Of course, the volume of business of thsee companies had
grown so that their Tproﬁts were growing at a tremendous rate quite
apart from price. The problem came up, “What are we going te do
heret” If we §o in here and slice the price, we of necessity stop
production of all high-cost producers. & knew that we must have
all production whether high cost or low cost. So we determined that
we would attemf;t to control prices and also recapture extravagant
profits by so-called excess-profits taxes. As & matter of fact, while
we did take & lm;%e share of war profits, & great many of the com-
panies made perfectly scandalous pro There is no question
about that, '

What about that next time# I believe in the provision that you
have in here for taking 95 percent of the income above the previous
3-year average—but I would take 100 percent of all income exceed-
ing the avera%e for the pre-war years. However, if you had ex-
trs.vagant profits ansing from s condition similar to that in the
World War, for the 3 years previous, you might want to go further
than that. As a war-tax provision I would restrict everybody to the
pre-war profits by taking any excess away in tazes. e?alao would
add to the tax burden just as much as the traffic would stand. That
is, 88 heavy a tax as you could impose without arriving under the
principle of diminishing returns, at less revenue.
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Mr. Max. May I ssk & question, Mr. Chairman?

The Cramuman. Will the gentleman yield$

Mr. Pace Yes. .

Mr. Mav. The sitnation is simply this: That during the World
War the War Industries Board had to forge its way, and do thin
without constitutional authority for it, perhaps, Whereas this bil}
will provide that statutory authority.

(General JoenaoN. The War Industries Board did it without stat-
utory asutharity. .

The CramMan. The War Industries Board really did it on &
letter fram the President of the United States.

General Jomnson. That is right. .

Mr. Max. As a member of that Board, going back to the question
of the eocperative sfforts of industry generally in this ooantx;f, what
w28 the attitude of our general industry during the World War?
Were the industries antagonistic or did they cooperate?

(General Jomnson. No; they were not at all antagonistic. Every-
body got into a sort of a spirit of exaltation, but the exaltation at
the same time did not take some of them too far away from first base,
I hate to say this—I do not want it to be considered as of general
application—because there were more exceptions than adherents, be-
cause generally speaking, industry came forward as wholehearfedly
as you could expect them to. But it is just like the N. R. A. In any
group of people where {ou expect cooperation thers is always about
10 percent who won't play the game. They will take advantage of
the other fellow’s willingness. That 10 percent can make it im-
gssihle for the other 90 percent to cooperate. In order to handle

at 10 percent I think you have always got to have things which
are a littie mors than persuasive. As President Wilson said, “For
these cowards you have got to show them the ¢lub behind the door.”

Mz, May. In view of our definite war policies, that we are always
on the defensive, do you not think there would be quite an incentive
for industry in this country to back up a war of defense in view of
the fact that if we lost the war there would be heavy indemnities
that must be paid by taxation, and taxes falling on them would be
& worse burden than if they turned their profits over to the Govern-
ment,

General Jounson. Yes; except for this chiseling 10 percent, almost
all industry in every war we have ever had has been willing to do its

part.
. Mr. Max. On this c%uestian of baving to grope around in the dark
to find out how much steel you needed for those various needs, is
it not a fact that the War Department has its ingers right on every
industry eand knows exactly {;ow much they are equipped to fur-
aish, and what they can do¥

General JoaxsoN. Yes; they have tried to do that, but they are
far from perfection.

Mr. Max. Yes; but they are very much further advanced now
than they were at the beginning of the last wart

General Jorwszon. Oh, yes; very much further advanced. It was
all a blank at the beginning of the World War. Now they have
studied that thing for 10 years or mors. They have done the best .
under the circumstances that they can do, but st the same time it is
very far from perfect.
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Mr. Maverick. As s matter of fact, General, do you not think
that the courts, the industries, and the steel companies like to co-
operate better in war than they do in peacetimel

General JornsoN, Yes; there is no doubt about that.

Mr. Mavenick. I think the tendency of the courts is to be more
liberal with the Government.

General JonnsoN. Yes; unquestionably, They have practically
said that. During the World War, notwithstanding many decisions
of the Suprems Court against statutory provisions, we did those
things. e took over the railroad lines and the telephone companies,
on almost no authority. That was sustained. e very much re-
stricted the freedom of the press, and that was sustanined. We had
wartime Emﬁibition despite repeated decisions and future constitu-
tional inhibitions on peacetime prohibition. The courts go right
along to give the country the power it needs for self defense, I think
the courts will go to the extent of permitting the Government to do
anything that Is necessary to win & war, as long as they do not
transgress specific constitutional inhibitions.

Mr. Mavericr. Do you think they would do that with freedom of
speech and of the press?

General JoansoN. They did it.

Mr. Maverice, That was more or less against a specific inhibi-
tion of the Constitution, was it not?

General JomnsoNn, I have forgotten the exact languege of the
court on that. I think they said that was & question of degree.

Mr. Maverick. The main thing I want to bring out is this: They
are quite liberal in wartime, but they have not been quite as liberal
in minimum wages since then?

General Jounson. No, sir; nothing like it.

Mr, Maverick. That is my point. :

Mr. Crason. If we are going to draw a bill prohibiting profiteer-
ing, where would you draw the line as to what is a fair return on
investment, and what is not?

General JounsoN. I would not attempt to do it in that way. I
think there are two ways to do it. Two suggestions have been ad-
vanced. One is to take the profits out of war. As I understand it,
that means to take the profits that are due to war. The other one
seems to be, in & word, to abolish the profit system in the United
States. I think that is bad economics and also bad from the stand-
point of the political and social system involved. I think that war is
a bad time to apply the principles of communism in this country.
I think that talang the profit cut of war means taking the excess
profits due to war. '

Mr. Crason. Suppose that you are starting off with a new com-
pany from scratch, what provision would you allow them to have
for making fair profits? All their profits are going to be war
profits, because they are just starting out.

General JorwsoN. This provides for the 3-year average of
war profits. You are talkmﬁ about 8 company beginning at the timse
the war starts, one that has had no previous profits{

Mr. Crasox. Yes.

General JorwsoN. You would have to provide for that by some
rule referring to companies, in the same industry in similar circum-



TAKING THE PROFITS OUT OF WRAR?, 163

stances, restricting their profits to that. You are quite tight™ There
is a loophole in this bill as at present drawn.

Mr, Emson: Also, if that company had been in the red for 3
years prior to the war, you would not expect them to turn over all
of their profits made during the war?

Generel JomwsoN. That is right, but you would have excess profits,
also. In the gre-war period before the World War some og these
companies made a lot more money before we got into the war than
they did afterwerds.

Mr, Crasow. Does not this finally get down to the point where
you have to draw a tax bill in order to make this effectivet

General JounsoN. No, I do not see how you can sit down here in
advance of the advent of war with no knowledge of what you are
up against, and try to draw a complete revenue measure for applica-
tion in time of war. .

Mr. Crason. Then, would you say section 9 cught to be left out
of the bill entirely

General JornsoN, No. T would attempt to prevision such cases as
you have so wissly mentioned and cover them by a provision.

Mr, Crason. You think you can do that now?

General JoansoN. Yes, but I would not want to de it without
thinking about il However, it does not seem intrinsically difficult
to me.

Mr. Crason. You would not make an entirely new tax bill. You
would just lay down principlest

General Joanson. No. I would make as simple a tax bill as I
conld. The idea of drawing a complete new revenue bill which re-
sults in a return on capital of 214 percent, and limiting income to
$7,500 or $8,500, I think is a serious error.

The Caamwmaw. You say, though, General, fundamentally the
problem involved is whether when we go into & war we shall keep
our economic system that we have had in this country for 150 years,
and under which we have won all cur wars, and under which we
have prospered and grown great through that period of time, or
whether becanse we are going to war we will make a fundamental
revolutionary change in cur whole economic system?

.(:‘;;:;{eral JomnsoN. Very earnestly, I think that would be a terrible
mistake.

The CrEammaN. It would be s terrible mistake in every way, both
from the standpoeint of winning the war, because you disrupt every-
thing as it is now .

General JoExson (interposing). Yes, sir.

The Cramuman. And then you would perhaps get your economic
system in such & condition that you could never return to the present
system.

General Jorwson. Yes, sir.

Mr. Mavericx. General, do you suppose if, during the War, we
had had what amounted to an N. R. A. or an Agrigt?ltural Adjust-
ment Act the courts would have found them constitutional?

. General Jorxson. If you are asking me for an opinion, I think
if the N. R. A. had gone up before the Supreme Court in the first |
6 months of its operation it would have been held constitutional
unanimously, :
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Mr. AwxpersoN. During the last World War, did not everyone
gozéne unt;er the head of some sort of military ranking, s soldier of
ndust

Gengal Jonxson. No; we did not attempt to do that.

- Mr. A~persoN. During the World War the SBupreme Court was
more liberal as to the construction of law?

General JoansoN. Yes; very much more liberal.

Mr. Awpersox. At that time they were better soldiers than they
were during the war of the depression; is that not right?

Generalnﬁonxsom They agreed with the strategy bstter during
the World War,

" The Caammaxn. They were a little more in accord with G. H. Q.¢

General Jorwson. That is right,

The CHAmMAN, Is not that the ideat

General JounsoNn, That is the way it seems to me,

The Cramman. Are there any further questions, gentiement If
not, General, we certainly want to thank you.. You made s very
fine and a very interesting statement.

General JorwsoN. Thank you very much. :

The Cuamman. The full committes will now adjowrn, and Mr,
Faddis’ subcommittee will continue with it session.

{Thereupon, at 11: 80 a. m., the committee adjourned.}



