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THE MIDWEST AUD NATIONAL DEFENSE

Address by Chester C. Davis, HMember of the Advisory Com-
miszion to the Council of National Defense, before the
Annual Meeting of the St. Paul Association of Commerce,
St. Paul, Minnesota, Tuesday evening, April 15, 1941.

In acknowledging your welcome let me express my sense of a
kinship that has been peculiarly close not only with this community
but with this organization. I believe the St. Paul Association was
the first civic organization in a large American city to take up the
farmers'! fight for equality for agriculture and make it its own.

When my part in that struggle first took me out of Montana 18 years
ago I came to St. Paul. Your association backed the farmers not
only with your mcral support but you gave them substantial aid.

I was here five years ago on a visit to the University when
word came of my appointment to the Federal Reserve Board. It isn't
altogether coincidence that finds me spending with you tonight the
last hours of my service as a member of that Board. It is pleasant
to be with old friends cf the Ninth Federal Reserve District on the
last evening before 1 take up my new duties in the Eighth.

A great deal has happened to the world in those five years.
The rate of change during the past year has beccume breath-taking.

The rise of force above decency throughout the world has had profound
effects in the United States.

The first énniversary of the American defense program is

almost here. It was a year ago the end of next mcnth that President
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Roosevelt called together a group of civilians {rom diverse fields
to advise with him and witb the leadars of the crmed forces on
America's first peacetime mobilization of her industry. A year ago
our armed services, our industry and our ideas were all cn o« peace-
time footing. The Army existed primarily as a nucleus for the ex-
pansion which would be rejuired in case of 2 sericus threat of war.
Our Navy was on an operating basis azs a Navy muet be. But it was
planned and built for the protection of ons ocean oaly.

More importent perhaps, a yeor ago we were thinking mostly
of peacetime problems. We knew that znother war was going on in
Furope just as we knew thabt an old war still continued ite desolate
course in Asiz. DBoth of them seemed & long way away. To most of us
prices, mortgages, jobs, and msking o living were still the all-
importznt problems of ths doy.

A year ago or o little less we had prcjected s defense ex—
penditure of some two and one-half billions - a sum to be sure which
looked over-large to many Americans after two decades of thought
about universal peace. Scme of the changes in our thinking during
the year can best be seen by trocing out the history of this two and
one~half billions. When France fell last cummer and we began to rec-—
ognize the full threat of the new world terror, our Government doubled
the sums which previously hed been sppropristed. In September this
five billions was tripled to fifteen billicns. There were further,

a3

although smaller, increases after thut.
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Then &g bthe yoor wore on hhe larger strategy of American
defense began to take shape. Englanc icst summer and sutumn showed
magnificent powers of survival anu we formally and wy democratic de-
cizlon declared our stake in ner survival. So our defensc program
has been extended to encompuss assistance to Great Pritain and other
nations. To the sums which Congress haos made avallable for cur own

4
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defense establishmen it

-
i

aid to Britein, Gresce and
our own defense eztablichm
out our appronriated and

a grand aggregate of some

nas added seven billions of dollars for

China. Still furither cppropriations for
entes are under way. Beifore this year is

suthorized delense expenditures will reach

forty-four billions of dollar This in

brief is the financial history of the defeunse effort during the past
year.

Tonight; recalling that I am speasking before a group which
concerns itgelf with the problems of voand commerce, 1 shoudd

like to tell you of some o

gram hag

econonics. And I should 1
problems and responsibiliti

he defense progran.

In cne respect the U

with an enormous inventory

try with nearly all of the
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developed - some lesscons

I the lessons we have learned as this pro-
in what might bte calied defense
ike to apnly some »f these lessons to the

ies of the Middle-West in connection with

hited Svates began its defense program

D

of advantages. We are an industrial coun-

bagic materials for medern armament. We



have a well~organized motor industry,
A

ustry, a progressive chemical

utilized aericuliural resourc

true, {or peace, but the raw m

raw naterials
also know

e gy
oo wWe

that

e

large and efficient steel in-
industry, and rich and efficiently
es. All of these wers developed, it is

aterials of wneace are the same as the

of modern warfure

ry in itself is not

a strong indust

enough. %hile we had the raw materials for defense production - with-
out which our position would be hopeless -- we did rot last summer
have the industries which turn these raw matericls into armaments.

to

The main task when we began

on

to bulld

armaments industry.

rearm ourselves eleven months ago was

naece us within

It was saary 1o

the span of a few months to bulld curselves the equivalent of the
arms facteries of the Cld ¥orld. We nad to duplicate under secure
Government ownership the vast shops which in wesace and wer have turned

cut engines of destruction for European sovernaents and which in their
search for priva proilt may have added their own mischievous con-
tribution to the making of war itszelf.

The requirenents of modern wer are diverse in character and
enormous in guantity . When armies abzndoned pikes and swords for mus-—
kets and cannon, tney became totally dependent upon an industry to monu-
facture gunpowder. This iz still true today. A supply of powder for
rifle, machine gun, anti-aircralt ond illery ammunition is still a
vital requirement. A year age we did not produce enough smckeless
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powder to last a modern army nmore than a rew weeks. It was necessary
to build completely new plants for the manufachbure of powder. Two of
these, I might say - one in scuthern Indiana and orie in the hills of
western Virginia - are now coming into production. Similarly we had
no industry for producing other explosives in the vas® quantity re-

quired in modern war. Ve needed an industry to preduce tanks and an-

w

other to manufacture small arms amnvnition. These also are wnder way.
Above all, we needed an industry to produce military air-
craft. A year ago our airplane industry was on a peacetime basis. Vie
produced only a few pursuit nlanes, some of them at least of unproven
quality. American transport plones were used in commercial airlines
all over the world and the transport plane is closely related to the
bomber. But even this part of the industry was a small-scale, hand-
tooled affair. Ve needed z full dress American-scale aircraft indus-
try. DLuropeans have long been in the habit of locking with wonder at
our automooile industry and at the number and efficiency of the cars
which it turned out. What we have nzeded most of all during the past
year is an airplane industry which would create “he same impression.
So the building of a new armament industry has been the num-

ber one provlemn in defense econocmics during the past year. One of the

problems which has interested ne deeply in connzetion with this program

has been the location of these new piants.  What principles should be

12

followed in deciding where this industry should

established?

ATY

When the National Defense Advisory Commission was organized

y
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last sumer, I expressed the view that new industries reguired under
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not be located in areas where existing in-
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i undue sacrifice of speed
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clear that was the only way in which now

d labor and rescurces would be tapped witihout
shifting them thousands of miles ilnto comamuni-

e armament effort would Lleave them stranded,

war production which had been made prior to

such & principle. In careying out ine

progress toward decentralization has been made,

the followed the same pattern of

whole we have

that was followed in 1917 and 1918. Then we
o shortages of 1sbor and transport and left an

ntrated industrv. I @n afraia that we will
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same harvest of conse--

CCOonoNLC

s and new croducticn are now being authorized

4 A

id to Fnglend, I am hopeful that the

srined services and the defense authorities will do 2 betber job with
these than has been donz heretofore. I do not mean that the niants
snd facilities that have alroady beon locatod will not produce effi-
ciently the materinls and the imploments degigned to turn out.

By 2 "better job" I mezn that the additionzl units yet to come will be

located whnere they can tap
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heretofore untouched. The importance of such arn effort to the iidwest
area will be apparent to all of you. It is of equal importance, I be-
lieve, to the agricultural regions of the South and Southwest. In
these areas are the great reserves of manpower and materials which are
not now being tapped for the defense program and which we must bring
into use.

On the human side and to minimize the aftermath, it is im-
portant that we avoid so far as possible drawing men from thoe mountains
and the prairie, from farms and interisr cities and towns to crowd them
into industrial centers hundreds cof

miles it ie far better to

leave as many as possible on farms and in the viilages but give those
with low incomes opportunities for employment in industry. This would
lessen the immediate need for housiung and provide a messure of security
when the einergency has passed.

Se omuch for fhe new industries., The number two problem in
defense planning during the lact year has heen the readjustments in our
existing industry reguired py a defense economy. I have reference here
to the changes in the production of ow present farms, mills, and fac-
tories to supply tha changed and exponded demands of the defense pro-
gram or to offset the loss of foreign sources of supply.

I think many would agree that this has been the most awkward

o L

difficult phase of the defense effort. It is much eacier sometimes

o
=

to create a new industry than it is to expand an old cne. Up to the

PR

present time we have been going through the easy part of this adjustment
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process. e have been picking up the slack in industries which in the
past had been operating below capacity, [HNow this stage is past. The
point has been reached where expansion in the great basic industries
is imperative. We do not produce the tools, steel, power, non-ferrous

metals or chemicals which our nevily assumed role as the arsenal of

democracy will require. For many of these comiodities it may be nec—

‘1“

essary that we have prioritics and rationing while new plants are being
built to supply our full needs. 5Subt so long 23 it is physically pos~
sicle to increase oubput by increasing our nlant and machinery, ration-
ing is only an axpedient. Ve can build o fifteen or twenty billion

ollar defense progzram out of the men and materials which in the past
nave been unused, if we have the milis in which to employ ther.

For o decade the American zconcay hns been opernting in low
gear. Our industrial capacity has become sdjusted to a low level of
output. Our problem now is to face up to the full oroductive output
of the country and provide the mills and the machines which will en-

able us to use our total fenpower.  Come have feared no doubt that the

new factories and mills would fall idle some day — that they would be
added to thée excess canacivty which mony industries have struggled with

in past years. This, in my Jjudgment, is an idle worry. 1 we know

how to use our nlani and eculpment to produce the implements of war,
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Lo use tLhem in th: production of things

he next problem is closaly related t is to learn how to

use the swall business man and She swell snow in the defense effort,
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It is to learn how to use the machine tools and machine skills which
are available in every industirisl city of the United States - eguipment
ang skills whkich are not a monopoly of the large mass production cen-—

ters of the nation. On one or twe occasions I have dravm attention to
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thne fact that the great proportion of orime centracts for war ma-

terials awarded so far has gone to a relatively small number cf com-
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panizs, Of thoss let between <June year and ebyuary L5
of this year 20 per cent had zone to 62 companiss or firancially inter—
related groups of coupanies.

Ay m ] e At mrmee e bye e
Coupanlies Ttnat wWere Doldvn

s
Die

the detense aulioritics clesrly

facilities or the country are fo be

fully to oear on the job
of nircduction, the corverations cad firme holdins these vrime contracts
must spread the task of production tnroion subconbracts as widely as
poseible over tha land.

As most of you = sization 1s being perfected un-—

der the direction of the Oifice of Production wanagemsnt hhrough which

U%

the Army and the Navy and the other defense authorities are goilng Lo
try to do an effective
tracts.  If this is successful 1t mesns a larger use of the industrial

facilities in this area.

diuneczota, ¥isconsin, and

Iowa in 1939 together convrivut per cent of the total to the val

us added oy the nat

1

on's manuractures.  For ohe period rrom uuL, 1 of

s
e
-
=

Federal Reserve Bank of St. Louis



last

.

but 1.5 per cent of

is the situation whici

year to February 23

1

it

~10—~

~ -~

his yvear these three States were awarded

e oriue contracts for defense operstions. This

h we muat seek Lo offset

t by a2 larger use of sub-

contracting, together, of course, with a constant effert to achieve
the best possible distribution of new orime contrachts and nevw facto-

ries,
This will

all of us. In one

should
of

war

bratiches of our agricu

way s
as

u know, produces

bad., The farmer msde

duri

ot

many Lhe great

ther supplies that we

many people have stop

aReeD

nation would be

VA2

vere sufficient

I am sure,
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reqguire a lot of
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have

been much simpler

basic

attention and a lobt of work from

or another the end must be accomplished.

iiked, had time permitted, to tsalk more about
abroad and armeg vrosram at home on differont

1+
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UJture., Our rmroblams in this ares have in some

than ti e Just meniioned.

Agriculture,

at ontour in »oth good times and
hiz adjiustment to depressed market conditions
by ting Llowsy -ricos than oy cubting
This meant that we entered the defense period with
Jroducing at a high devel and wich surplus stocks

comnodities., To thsse have been added fur-

h oy " R S
abroad, SOMeTines

I wonder if very

- -~ 1y 3 e ey e b ) ) . . g S e e
ped to consider how much weaker our position as a
had to worry aboul whether cur stocks of wheat
T e QT e )
of brend next year. [ew of us

which t
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Some supplies will »e needed in gre
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ties in the months chesd. Heats, dairy vroducts, poultry

4

and some vegetables are in increasing domestic demand and

-

commodities which Britain will require in the main. Farme

il be ready to meet these requirements - in fact, I expe

)]

ee the farmers give ancothsr exemplary lesson to industry

in the form of a prompot ond willing resvonse. For my part
confidence and farmers have every right Lo exnect, that th
will back them up with assurance of scoure markets at fair

this increased cutput.

Nearly two decades have passed since the long fig

1

an. 1L recall vivic

equality for agriculture b
and sponsorship which this organization and the people of
the Northwest vrovided. We sought o establish the princi

farmer's income was determined by the relation between his

his orices and that he was entitled to get and koep a fair

tween the two, That principle has been aczcepted as the law

It has nov been éﬂsr or possible to apply that p
uniform success in the market place.  dub current tendencio
it as outmoded and obsolele disturt me. The fornulae may
technological changes may need to be taken into zcecount, ©

3

that accepts and seeks Lo attain for azriculiure = fair st

lotionship with industrial wa industrial prices sho
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cast aside and need not be apologized for. I ses allogether too pro-
nownced a tendency to do both in the oresent agricultural pichure.
There is no equity and but 1ittle foresight in & philcsophy That ac-

cepts and justifies every wa increase organized labor can wring out

sing industrial prices as

of this present crisis, and exonerates incre
t cessary! because of rizing costs hile denving th same kind "
necessary" because of rising costs, while denying the came kind of
accounting to the American farmer,

CUicudt adiustments ahead of us. The de-

fense wvrogrom mesns that we shall have unequzl pressures on differsnt

markets to octain. Costs may

rize and many farm prices will continue to reflect the loss of foreign
markebes, The principle of o faly parity in farm ncome and farm outgo

for no other reasgon than because bhe farm plant

4

must be maintained - if

must remsin healtly and solvent for natico
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