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PRODUCTION, DEFENSF AID SMALL DUSINESS
By

Ernest G. Druper, liember, Board orf
Governors ol the rederal Reserve Systen

This is & three-point subject which has Leen assigned
to me and I should like to uiscuss brieily the last point first.

Lmerica is a great country and we like to think of its
industry in texmrs of size, of power and of efficiency. And yeib
tlie simple facts are that more than €07 of the nation's workers
are today earning their living in small concerns. lorc than §5%
of all business concerns in this country have assets of less than
one million dollars. Despite our much cherished pride in the big-
neegs ¢l Lig business we are, ess.ntially, & nation of sniall busi-
ncsses.

Strargest of all, simall and mediuvia-~sized irndustry is ae-
tually more efficient than big business. By "smell", I mean small
in relation to the size of =211 concerns in each separate industry.
In a recent release by the TFedersl Trade Commission, in December
1940, we learn that nedium-gized concerns lcad the way in efficiency
in 554 of cascs tested, that small concerns arc at the top in 34%
of the tests and that the giants of industry stznd a poer third with
peak efficiency in only il% of the tests. Thig survey covers 18
ncjor industries representing apnroximately 25% of the value of all
yearly monufrecturing vroduction in the United Statcs. Covered by

the study werc such industries as: cement, blagi furnaces, steel,
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farm machinery, petroleun production, vetroleum refining,
automobiles, beet sugar production, cene sugar production,
milk distribution, butter, flour milling, baking, chemicals,
fertilizers, rayon, etc.

In the process of erecting the foundations of a gi-
gantic muritions industry for the free democracies of the world -
to which the American democracy has dedicated itself - the role
of the small business concern assumes increasing importance.

For behind every agsembly line eng=ged in turning out bombers,
pursuit planes, tanks and anti-aireraft guns, there is at work

a veritable army of sub-contractors who supply the materiecls and
parts for those ussembly lines. Thus, for example, in the assem-
bly of a Pratt & Whitney airplane motor, 40 percent of the parts
are furnished by sub-contractors. In the cose of a bomber which
the Glenn L. Martin Company turns out, the services of hundreds

of sub-contractors are called for, sub-controctors who are located
in virtually every State of the Union.

We have at the present time e system which has been
described as "the sub-contractor solur system" whereby groups of
skilled sub-contructors revolve about certain major prime con-
tractors. In building up an armament industry a heavy responsi-
bility rests upon these sub-contractor orbits, the men and enter-
prises behind the assembly lines. It is of the utmost importance

that all existing sub-contracting facilities be harnessed to the



national defense effort and that ocur sub-contractors have ac-
cess to capital and credit. We can no longer afford the luvury
of reveating the mistukes of France and Great Britsin in not
payving sufficient attention to the needs of the men and enter-
prises bebind the asgsenmbly lines. If we are tc put production
into high gear it means that there can be no breakdown in the con-
tinuous flow of parts and supplieg along the transmission belts.
Is it any wonder, then, that in nershalling the Torces
of industry for defense, the National Advisory Defense Commis-
sion establishad a Division for Small Business Activities and
appoiunted Mr. Donuld M. Nelson, now Director of Purchases of the
new Office of Production Manegement, ac itas Lirector? Recently,
this activity was nore closely integrated into the Office of Pro-
duction Menagement by the apnointment of Mr. R. L. liehornay ae
Director of what is now called the Defense Contracts tervice.
This service, under the able leedership of kr. Mehornay, will be
expanded and manned completely with husiness cnd engineering cx-
perts so as to render decentralized advisory services to all con-
cerns, and particularly to the smaller enterprises. The purpose
of this whole program ig to cunnble all cstepblishments, snd particu-
larly the smaller onecs, the sub-contractors and ootential sub-
contructors, to mobilize tueir plant facilities and technical

kill behind the defense program s well as to encourcge the
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nation's cormmercial banks to mobilize their credit reservoirs



behind the defense effort. To eflectuate these ends, the De-
fense Commission last October requested the cooperation of the
Federal Reserve System. At the request of the Beard of Gover-
nors of the Tederal Reserve Systen, each of the 12 Federel Re-
serve Bunks and 24 branch banks has appointed an officer to
provide a point of contact between the smaller business concerns,
the commerciul banks, and the 0ffice of Production Maonagerient.

As an cxumple of how this program functions, consider
the case of & manuracturer of clothing here in New York City.

He is aware that the Quartermaster Corps must clothe a growing
army of two million men. le has never done business with the
Army. He has not the remotest ides of how to go atout placing
his name and facilities vefor: the proper authorities. He is

not even Tamiliar with the purchasing methods employecd by the
Arny. He has no representative in Weshington who might ascertain
this inlormation. The very thouglit of & personal visit to Wash-
ington with the prospect of not kunowing what individuale to see
after he arrives at the Cepital is disturbing - let alone the
time ond money involved.

Under this program which I huve just outlined to you,
this monufoucturer can go to the Federal Reserve Bank in this city
and be informed of the precise method to place bis name before
the Quartermaster Corps. If he requires credit, he will be di-

rected to the proper sources - preferably his local bunk. If he
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should obtain a defense contract and subsequently expcrience
difficulties - production, finoneial, legel or even plain red
tape - he will be cided by o membor of the Staff of the Dircetor
of the Defense Contracts Service in Washington or a Federal Re-
serve officiel located in his district. In short, throush the
Director of this Defense Contracts Service, and the 36 offices
of the Fedcral Reserve Danks und their branches, o business con-
cern anywhers in the country moy obtain information reluting to
defense contructs as well os enginecring, financial and legnl
guidance in securing cnd sxocuting such contrncts.,

Time prevents me from discussing this problem at greater
length, particularly as the other two points of my subject - Pro-
duction and Defense ~ are so provocative in their implications
thot I am anxious to soy a Tew words about them without further
deloy.

You must remember thut I speck to you not in any of'fi-
cial capacity but rather as one citizen to nnother, 3 o citizen
who like yourselves is profoundly disturbed by the shattering
events of a world as we have heretofore knowm it and the sinister
prospect of the possible shape of things to cone.

If T speak to you in a gober vein it is boenuse I am
deeply conscious of the gravity of the tiumes and of thoe urgency
of speaking with the utmost candor.

As I look zbout end cndeavor to appraisc the gigantic



e
erfort of the American democracy towsrd total mobilization of
its man power and resources, I am increasingly impressed by one
paramount fact: I do not pbelieve that the great mass of Ameri-
cans have as yet realized the full implications of the meaning
of totcl defense against totul war.

For ©ll too many Americens - I have the impression -
total defense nnd total war are metters of turning out vust quan-
tities of guns, tonks, ships and planes; in a word, of arming
ourselves to the teeth qnd saying "Now attack us, if you dare".
Yes, total defense does menn puilding up o vost munitions indus-
try. And to that tasl, as the President hos so cloquently pointed
out, this nation has dedicated itself.

But it is at this point that T believe much of our cur-
rent thinking falls short. I do not believe that there has as
yet taken place in any considerable scogment of the public conscious
ness a full vnough realization of what lics behind those concepts
of "total defensc" ngoinst "total war".

It is one of the curious attributes of human cxporicnce
that men will accept the intolerable because they fear still worse
catastrophus to comz. Irom roughly about the end of the first
World Wer to the period of tisie associnted with the capitulation
at Munich, the West-Turopsun world has been immersed in a kind of
Philosophy of negation. By that I meon o say thut men have been

tempted to cmbrace political und social vhilosophies which have
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destroyed their freedom because either they have feared grezter
evils to come or heve lacked the coursge and moral stumina to

esist the onslaught of those forces whose avowed purpose was
the destruction of the human and spiritusl vaiues which are ag-
sociated with the democratic-capitaulictic systonma.

We lived during those years in a world beset by a kind
of collective neuroticism. And it was out of that kind of world
that there emerged the new tcochnique of world revolution which
is at the core of Naziism.

I anm convinecod that the socinal revolubion of lnziism
could not have had its present succoss in the abscace of an all-
pervading attitude of "wutting up with things as they are' in the
hope that thercby greater oviis might not ensue. We have come to
call this attitude of mind "eppeaszuent".

Some of you will recull that in 1931 -~ two years befere
the scizure of power in Germsny by the revolutionary forces of
National Socislism - therc appecrved in this country a book by an
suthor nemed Melaparte, on the tochinigue of tlic scizure o nowsr.
That book 4id not raeceive very widesnroad attention; yot it is an
inportant publication of our time in thet it revealed (even Lefore
the advent 1o powver of Adolf Fitler) the essentiul basis of Neziism

Malane ove cbeorved nocw ews, 1t wus ranted {ovoracle circuwustances
. 3 ]

T

9 oetizrut woelligare of pouer in vhe modern stote., Politicel oo~

u)

posiiron covlu be destroyed - ncloparte pointed out - within itg
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ovn strongholds. However, a seizure of power cannot be success-
ful - and herein lies the basic dogma of Naziism - unless the
existing political system and socizl order have been previously
shaken and weakened by revolutionary influences. Therecfter the
seizure of power will succeed with almost mathematical precision,
Mzlaparte wrote, when there has been applied to it the essential
tactice of revolt.

The applicction of the techmique of the seizure of power
hzs been perfected by the Nazis into a veritable "science of trezson"
The now classic - and tragic - exmuples of its use zre frmiliar to
cll of us.

I have thought it desirable {0 preseat this aspeet of
total war since it is essentinl thot we understend thet the mili-
tary act of blitzkrieg is only the cnd product of a revolutionary
chain of events. A moment's reflection will rocall to you that it
is only efter a victim has been thoroughly shaken and crippled
from within, after his worcl and socicl nerve centers, so to spcak,
have been shattered, that -the Nazi armed forces have moved in.

Hitler, with cunning shrewdness, hos been enabled to
spread his revolutionary doctrine because he hns exploited the es-
sontial. weaknesszes of the world's capitalistic democracies. Tor
the issue which he has oresented to masses of working men and women
is nothing less than the deficicncies of the capitelisiic system.

When Hitler voasted rccently thet he had cstublished an
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gconomy of work as oppocsed to an economy of gold, he vias not in-
dulging - as some have supposed - in defeatist talk. He was
pointing his finger to a dangerous wetkness of democracy - its
class struggles; its separate worlds of the "haves" and the "have
notg"; its "rich" and its "poor"; its muss unemployment in the
midst of plenty; ite frulty cystem of produztion 2nd distribution;
its apparent innbility tn function efdéecctively feor the great wasg
of its people.

So long ug Hitler can exploit the econorilc wenkaasses
of the democratic statesg, the new doctrine of totul war by means
of worid revolution has a cheouce of succeeding. For it conoti-
tutes a constant thrset to men'e will to live {recly.

en will not give their life blood for the preservation
of democracy and freedom if those concepts represent only empty
stomachs, underfed children cnd insccurity. Hitler has shrewdly
perceived - cs too meny of us have not - that so long as democracy
fails to renresent a living, vibrant reality lor the common men &nd
wonlen of this world, their will bto be free men and women con be
broken, throush the now familicr technigues of totclituricn propa-
ganda.

Naziism is 7ully cognizant thnt a denwcratic order which
is shot tbrouzh with ronopolistic restroints, trade secrets, vested
interess7, special privileses, rivalries between industries, will

(]

endeaver to corry on its prevarations for total defense on the basis
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of bhusiness as usual.

Naziism is not unaware thuat the business interests of
a democracy are all too prone to think of defense in terms of
tusiness profit instead of zg a form of economic preparedness.

Neziism is calculating that the democratic effort at
total defense will spread further the c¢leavage between the inter-
ests of labor and the interests of capital instead of achieving
a genuine partnership, through fair and effective mediation of
labor disputes, made necessary by one of the crucial periods of
our history.

Since fire is often best fought with fire, the denocra-~

2]

cies must forge & counter weapon to combat the Nazi instrument
of world socicl revolution. Fngland has porfected its own sceret
weapon; it is preciscly the same typo of weapon which Adolf Iitler
hes employed since his seizure of power in the German Reich; it
is nothing less than en cntirely new concept of life for all,
rather than a fow, Epglishmen. Grest Britain has recognized tha
Naziism cannot be defented by force of arms alone. She recognizes
that the hold of Naziism on the ninds ol men can be broken only
by a dynemic counter movement directed ageinst ancient abuscs of
vower and responsibility by thosce who would defeat the legitimate
aims of capitslism through on excess of groed and short-gsightedness.
Mr. Thomos Bevin, who stands closz to pr. Churchill in

influence, recently enunciated the full significance of Great Britain'a
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counter weapon. "I wans to give you," he said, "a new motive
for industry and for life. I suggest that at the end of this
wer and, indeed, during this war, we accent social sgecurity
as a main motive of all our notional life. That does not mean
that all vprofTits or surpluses would be wiped out, bhut it does
mean that the whole of your economy, finance, organization,
science, and cverything, would be directed together to social
security not for s small widdle eclueas cor for those who moy be
mercly possessors of' property but for the community as a whole.®

There, indeed, is the answer to the revolutionury
forees of the new order oi tyronny.

There is plain recognition thoat in the new world which
will emergce from the prescnt holoctust, British moen and women
arc through with excggerated cnd unfair cluss privilsge; thot os
Herbert Morrison hags said, "There must be no private monopolics.
If monopolies there be, they must serve the stote. We must look
forward to & socicty that is rid of the twin pests of exirenc
riches and extroeme poverty."

And on this gide of the Atluntic there hes beon sowaded
& clear cell o democrncy, the “marching orders" of our time for
the men and women of the democracies in every nart of the world.
President Roosevelt's historic nessage to Congress ond his nro-
foundly moving Inaugurel address conbtain the ultimate ansver to

the Naozi sociol revolutionary force which has been the wenpon 1ov
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disunity in the rree luands of tho world. His is the counter
force of freedom: equality of opportunity for youth cnd for the

society; sceurity of job; the

<

free nmen and free vionen of o fre
abolition of special priviloge; the full enjoyment by all men

and women of our scientilic, tceehnolegical world through a brocder
and constantly rising stendard of living.

In the boldest delincaticon of the concept of froedom
yet presented in our genercticn, Presicaenc Neooscovelt has laid
down for a world in travail the pernament foundations for the
new order of affzirs te cone.

As a result of the Americon expericnce itself, Presi-
dent Roosevelt hes given the democrctic smower to the new order
of world tyrasnny: it is that a world cznnot exist half free, half
slave.,

If that doetrine is now to tilke on meaning it will re-
quire an zll-out implementation from every segnent of America
life. If this conception of Treedon as a counter force with which
to withgiond revolutionavy Torces ot Nazlism is to remain in the
world, it will reguire o rew understanding on the part of American
business men of the merning of total defense ageiust total war,

It requires, if you please, ¢ realization on the nort
or' business men that production for the defense program is not
a matter of nierely executing contracts; of filling orders on time

and expediticusly. Production for total defense requires that



business men shall assume a collective responsibility for
dedicating the system of vrivate enterprise to cthe rreserva-
tion of freedom.

014 ways of thinking will have to be sloughed off.
Ixclusive preoccupstion with the interests of any single busi-
ness enterprise or industry to the exclusion ¢f the needs of
defense production must be abandoned. All of those unfairly
competitive technigues of the capitalist economy - monopolis-
tic restraints, price understandings, pirestige factors - must
be tossed overboard.

At this historie juncture in world history, leaders
of' Aimerican business - big business and little business - face
a challenge as profound as any group of men in this country have
known eince 1776. It is 2 joint opportunity on the part of all
buciness men to transform & peacotimo capitalist order into a
dynamic instrument for economic zrd toval defense. It is the
opportunity to form effective working sarrangements with labor
which less momentous times, legss critieal circuwastances would
not nernit.

In a period of greet crisis men cre capable of achiev-
ing an unselfishness whieh is otherwise impessible. Today, the
men of industry and the men of labor huve such an opporiunity.
Tor wach musat dedicate himself to the preservution of this nation

and the furtherance of the doctrine of freedom.
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Whether or not our kind of world will survive depends
in the final analysis upon whether we as individuals can sink
our petty difterences und rise to the inherent greainess of our-
selves. In & democracy, debete is sssential and, if prozeticed
with reasonable restraint, is the very essence of the democratic
way of existence. But do not let us have othere use this precious
heritage of ours to tear us asundor until we all sink in a sesn
of angry quarrels. There come times when wes have to close ranks,
to trust those in authority, placed there by oursclves, gnd to
defend our nation, by every legitimate meuns, against those in
this world who, under the guise of being outwardly ncutral toward

us, would destroy forever the Amcrican ideal of democracy.



