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Executive Summary

In response to the end of the Cold War, the United States is
undertaking a major reduction in resources committed to national
securitv. Defense reductions have occurred three other times during
the past half century. This paper describes those drawdowns for the
purposes of placing today’s reductions in historical perspective and
benefiting from prior successes. We summarize our findings below.

WORLD WARII

DC201R4JAN 93

The United States was still in the Great Depression when it entered
World WarIl. The mobilization for that war converted a civilian
economy into a vast war machine; an unprecedented 50 percent of the
economy was dedicated to war production. Depression-level
unemployment fell from 146 percent in 1940 to 1.2 percent by 1944.
Tke increase in production was extraordinary; economic output almost
doubled in real terms between 1939 and 1944. Most of the ircrease in
military productien came from companies that formerly had produced
only civilian goods. In addition, the nation put into uniform 11 million
men 2nd women more than were serving in 1940. This mobilization
was funded through massive Federal deficit spending. Wage and price
controls, rationing, and tax and profit policies were targeted to control
inflation.

From the beginning, the Roosevelt Administration performed
extensive, comprehensive planniag for the demobilization of military
personnel, defense workers, and defense plants in the pestwar period.
Policies and laws were adopted to enable plants to reconvert quickly
back to civilian production, to ease the re-entry into the labor fcerce of

returning veterans, and to give consumers and industrv the resources
to build the postwar economy rapidly. Because of this planning, the
demobilization went remarkably well, especially considering its vast
scale. Nevertheless, inflation (which had been the bane of post-Worid
War I conversion) plagued the postwar economy, since production of
consumer goods could not keep up with the clamor for those goods,
fueled by a vast pent-up demand. The immediate postwar vears
registered sharp declines in tiie gross national product. But these
declines in large part reflected merely a resumption of normal
peacetime economic conditions, compared to the artificially high
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wartime production and employment levels or the extremely low levels
of the prewar depression.

Transition assistance was given to returning veterans under a very
generous GI Bill and under other laws. These provided for
mustering-out pay, guarantees of return rights to former jobs, tuition
and other payments fcr education and training, low-interest pavments
for home or business purchases. job counseling, and unemployment
compensation. Defense companies were ziven favorable amortization
schedules for tax purpeses, guick contract settlement and payment, and
quick factory clearance of war materials — ail so that thev could return
to and restart their prewar comnercial activities without delay.

KOREAN WAR

13

World War I demobiiization was so thorough that only 5 vears later
the nation required a substantial remobilization to meet the new crisis
in Korea. The Korean War mobilization was similar to that for World
War II in that it was verv sudden and sharp. In ihe first vear of the
conflict, the armed forces aimost doubled from 1.65 miliior to
3.1 miilion, and defense spending went from 5 to 10 percent of the gross
national product. In 1950, with unemplayment at 5.3 percent and
83 percent of industrial capacity in use, unused resources were
available. Thus, as at the cnset of the Worid War I mobilization, the
sharp expansion of defense production did niot immediately compete
with or tax the rest of the eccnomy; it merely put idle resources to work.

Truman adopted many of Roosevelt’s policies, with one significant
exception: rather than deficit financing, Truman raised taxes te pay for
the entire war. Furthermore, the demobilization was not as massive as
the World War II demobilization. Not only was the war itself smaller,
but afterwards defense spending did not drop very far from its wartime
pezk. This high level of peacetime defense spending reflected the new
Cold War environment. Many firms stayed on in defense production to
supply the new large, standing armed forces with increasingly
sophisticated and specialized weaponry. Therefore, in contrast to the
post-World War II experience, only a portion of defense production
needed to be reconverted to civilian pursuits. Conversion to peace was
again assisted by a generous GI Bill package of berefits that
encouraged many veterans to go to school rather than return
immediately to the labor force. The absence of any other transition
assistance programs reflected the noninterventicnist economic
philosophies of the Eisenhower Administration. Even though this
smaller postwar shock should have been easier for the economy to
absorb than the post-World War II shock, Presideats Truman and
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Eisenhower both adopted very tight monetary and fiscal policies that
constrained growth. Recession followed in 1954.

VIETNAM WAR

Tke Vietnam buildup began in 1965 in an economy, unlike that at
the start of the previous two conflicts, at virtually “full employment.”
Unemployment was at 4.5 percent and industry capacity utilization
was almost 90 percent (compared to the Korean War’s significantly
lower 83 percent). Thus, even though the buildup was much smalier .
than that for Korea, there was little room in the economy for any
sizable defense increase without producing inflatioz, unless demand
was taken out of the civilian side by such means as higher taxes.
President Johnson did not raise taxes until very late in the war, and he
also continued pigh levels of spending for civilian Great Society
programs. A deeply rootec inflation set in. During the drawdown from
the war’s peak, it became apparent that defense production had become
sufficiently specialized and distinct from normal commercial
production that defens2 firms found it difficult or impossible to convert
their capabiiities to meet civilian demands. In the course of that
drawdown, the economy went into recession in 1970 and again in 1974
following the oil price shock of 1973.

PP CRSRePNE Y

During the 1960s, many assistance programs were put in place to
aid displaced defense workers and companies and communities affected
by military base closings or deiense plant cutbacks. Veterans enjoyed a
new GI Bill, though cne less generous than its previous counterparts.
By the eariv 1970s, over two dozen federaily funded programs were
available to help displaced defense workers and veterans.

Most of the Federal displaced worker assistance programs had not
been designed specifically to help displaced defense workers. An
exception was the Technology Mobilization and Reemplovment
Prcgram (TMRP) of 1971, targeted to help laid-off defense scientists,
engineers, and technical workers. The TMRP generally provided job
and csseer counseling, job search assistance, and some job training.
The success of this program is questionable. Participants did not
achieve a reemployment success rate that was better than that of
similar engineers who received no assistance. Later, the Carter
Administration initiated a program of tax incentives for companies
that hired certain categories of vnemnivyed workers. Although the
Carter program may have some pr - ::= 1n accelerating the hiring of -
displaced defer:se workers today, it did net induce much hiring then,
probably becasse the incentives were not great enough.

w e

-
- e — e At e et S




P

REAGAN BUuIlLDUP

The increase ir defense spendicg urder Reagan in the 1980s began,
like that for the Korean War, in a slack econemy. Unemployment was
at 9.7 percent in 1982 and industrial capacity use at only 72.8 percent.
Furthermore, the annual increase in defense spending was small
compared to that in previsus buildupz. However, Reagan chose to cut
taxes at the same time, under the theorv thai this would stimulate
economic activity and actually vieid higher Federal revenues in the
end. This expectation was not realized; ihe combination of increased
Federal spending (both militarv and civilian) and reduced reventjes
created relatively large Federal pudget deficits. During the reductions
in real (constant dollar) defense outlays that began in 1389, the
economy fell into recession (beginning in mid-199G;. By 1992,
unemployvment stood at 7.6 percent (September), with industrial
capacity utilization at only 78.5 percent. The economy wis growing at
perhaps 2 percent for the year. Furthermore, as was discovered during
the Vietnam drawdown, defense firms had become so specialized that
conversion to normal commercial activity was extremely difficult. In
addition, with much excess commercial capacity already available, the
defense firms had little opportunity to penetrate the traditional
strongholds of commercial firms. Under these circumstances, even
though the defense resources being released intc the eccnomy were
small in comparison to those released after the Korean and Vietnam
Wars, the economy was unable to employ them fuily or well. They were
merely adding to the already existing pool of idle resour¢®s and
compounding the difficulties in stimulating economic grow<h.

CONCLUSION

Several noteworthy observations emerge from this history of the
last three major militarv conflicts and the Rez=an buildup. First, there
vas a vast disparity in scale between World War II and “h. sutsequent
ihree “events.” The mcbilization for World War II and the subsequent
demobilization ¢warf the others by everv measure. The conversion of
society from peace t» war and back again was swift, dramatic, and
without parallel in U.S. hisiory. The later three events are small by
comparison. Though these three are roughly equal to each other in
their scale in real terms (constant dollars), each subsequent effort
comprised a smaller portion of an overall, expanding economy. Thus,
each subsequent event posed a smaller risk of disruption to the total
economy, other things being equal.
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Nevertheiess, though demobilization impacts on the total economy
may have been minimal, they were quite significant to industries
heavily cencentrated in defense work, the defense workers in those
industries, 2nd the communities iied to defense plants and military
bases. For example, 40 percent of the increase in emplovment

\ associated with the Vistnam War went to the aircrafi, ordnance, and
transportation industries. In the aftermath of the war, emplovment fetl
22 percent in the aircraft industry in a singie vear. In 1972,
defense-related emplovment fell by 1.2 million people. In specific
regisns of concentration of defense work, such as southern California,
these effects were particularly traumatic.

The demecbilization from World War II was also different from the
subsequent drawdowns in that almost all the companies involved in
defense preduction had been commercial firms prior to the war and
were anxious to return to their commercial businesses immediately
after. By contrast. after the Korean War some companies began to
specialize in the unique and sophisticated requirements that defense
production began to demand for the enduring Cold War. This
specialization increased over time, and major companies specializing in
defense business found it increasingly difficult to shift their capabilities
to compete in commercial markets when that defense business
centracted.

Recessions occurred during each demobilization or drawdown With
the exception of the period immediately after WWII, it is difficult to
assert that the release of defense resources into the economy
(demobilization) was the primary cause of these recessions. In each
case, the Government’s management of monetary and fiscal policy, plus
major economic factors bevoad the control of the Government, may
have played the dominant role. The key factor in whether a drawdown
will be successful is the strength of the economy’s growth rate during
the drawdown. If the economy is not growing strongly, the additional
burden of idled defense resources is likely to aggravate the economic
situation.

Finally, in terms of Government intervention targeted specificaily
to assist the transition from military te civilian work, the most
consistent effort threcughout this period has been a GI Bill-type
program of transition assistance to military veterans seeking to return
to civilian life.
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From War to Peace: A History
of Past Conversions

The United States is experiencing a major <hift in the commitment
of national resources from dcfense and national security purposes to
other uses. It is not the first time. In fact, over the past half century the
country has made this adjustment three other times as well. after three
major military conflicts (World War Ii, the Korean War, and the
Vietnam War). In planning what to do during this current conversion,
can we learn anything from these prior experiences that can help us?
The following explores the possibility.

WORLD WAR I

In 1939, when German forces crossed the Polish frontier, triggering
the start of World War II in Europe, the combined armed forces of the
United States numbered 370,000 men.! This was less than the army of
Poland. The Polish armyv was defeated in 2 weeks. A vear later, as
France fell, as Britain fought desperately for her life, and as war raged
across a large portion of the world, the American military had grown to
only 540,000. Yet in the next 4 years American forces would skyrocket
to aimost 11.5 million. By 1944, one out of every six working
Americans was in the fighting forces 2

The mob-lization for war and the transformation of the United
States achieved between 1940 and 1945 were the most dramatic,
massive, and extraordinary in the nation’s history.

In 1940, the United States still languished in the grip of the Great
Depression. Unemplovment was 14.6 percent of the civilian labor force.
Although this was down from almost 25 percent in 1933, the nation was
still on the ropes.3 In 1340, the UG.S. gross national product (GNP) was
$100.4 billion. By 1945 it was $213.4 billion. In real terms (factoring
out dollar growth that represents merely price inflation). the nation’s
economy grew by 75 percent from 1940 {o 19443 Unemplovment in
1944 was 1.2 percent of the labor force.3




Mobilizing for War

2

American inrdustry launched into the fight against the Axis with
incredible fervor and brilliance. The Ford Motor Compary Willow Run
aircraft factory became the world’s largest industrial structure under
one roof, producing 428 bombers a month.6 By 1943, Willow Run was
turning out a B-24 bomber every hour on the hour, 24 hours a day.?
American industry produced a new militarv aircraft every 10 minutes,
day and night; an artillery piece every 6 mirutes; a tank every
25 minutes: and a military truck every minuie. Large ocean-going
cargo ships were being built complete, start to finish, in as iittle as
4days.3 The levels of production were absolutely stunning:
86,000 tanks, 296.000 airnlanes, 15 miliion small arms, more than
40 billion builets, 64,000 landing craft.® And American industrv met
the needs not only of American military forces but of our allies as well.
It is said that when -Josef Stalin met Franklin Roosevelt at Teheran, he
told the President that Germany was being defeuted by Detroit. Thkz
engines of the Red Army’s tanks were made in Michigan.10

The incredible shift from a reacetime economy to a warfighting
economy can be seen in the fact that approximately 50 percent of GNP
became dedicated to war production, more than double the proportion
during World War I. Steel production, for example, climbed from
59.8 millior long tons in 1940 to 133 miliion in 1943. War industries
saw their labor forces swell at rates similar to the expansion of the
military forces. The aircraft industrv expanded swentvfoid, whiie
munitions industry emplovyment grew 240 nercent. And most of the
vast new production facilities were built at Government expense. 11

If more than 11 million men left their farms, factcries, and shops to
fight the war, who took their places at work? Whose labor made
possible the incredible feat of American wartime production? They
were the unemploved :remember, 14.6 nercent of the civilian labor force
in 1940), womea who left the home to work (about 3 million), about half
a million older workers who deferred retirement to help in the war
effort, and vounger workers who normally would have staved in
school.!1Z Indeed, between 1940 and 1943, in spite of the loss of workers
to the military, civilian employment expanded by 7 million.13 During
roughly the same years. the working-age population increzsed by less
than 3 million.1+ Almost half the total work force of the United States
was either in the military, doing civiiian work for the military, or
werking in defense industry.15> And people worked longer and harder.
The average workweek went from 38 to 45 hours.16




How was this gargantuan national effort of warfighting and war
production financed? By massive Federal deficit spending. During the
war vears of 1942, 1943, 1944, and 1945, Federal deficits as
a percentage of GNP were 129, 28.3, 22,5, and 22.3 percent,
respectively. By comparison, the Federal deficit today (in peacetime) is
considered by many to be too high at about 5 percent of GNP (see
Tabie 1). And Federal spending dominated the economy. In 1944
Federal spending equaled 42 percent of total GNP. Military spending
was almost the whole of that, at 41.4 percent of GNP. (Todayv, Federal
spending represents about 24 percent of GNP.)17

TASLE 1

Annual Dejicits (Surplusesiin Relation to GNP.
19421948 and 1991

[]
o Federai Covernment GNP Surplus or deficit
1scal year Su‘?sl":;;;oi; tat (S billions) as percent of GNP
1e32 -205 1520 129(-)
1333 =325 1927 28.3(-)
1332 -276 2114 225(-)
18435 -£75 2i3 4 223(-)
1235 -15¢ 2123 75(=}
1047 30 2352 17
1848 i1l§ 2616 23
1991 -2687 56158 £28(-;}
|

Souvrce: 12ble 3-74, Sconoma Report of tne Pragsdent m 1992, Table 3-1. Sconomx Report of
the Fressdent for 1957, Tatle 6.1, The Sucgel of tne US Governmment, FY 1882

* Tstmated

For the consumer, there was almost nothing bevond essentials te
buy. Beginning in March 1941, the Government began restricting
“nonessential” economic production. That March saw the rationing of
nonessential uses of aluminum. Then quickly followed the suppression
of

e Building and construction (beginning September 1941)
e Steel production ibeginning November 1941)

e Car and truck preduction, tires {rationed) (beginning January
1942)




e Refrigerators (total cessation of production, February 1942)

& Food (nationwide rationing beginning April 1943).

Many other common consumer goods simply could not be bought at
all.1s

Since they could not buy much, and since wages and emplovment
were high, Americans saved their money at historically high rates. In
the war vear 1944, consumers saved 2bout 28 percent of their total
disposable income.1? This was money waiting to be spent. Americans
could not wait to do so.

Extremely high emplovment, high wages, phenomenal deficit
spending by the Government at a time when Gevernment dominated
the economy (thus pumping enormous amounts of money into the
societys, and suppiv of goeds artificially and drastically restricted -
there is an excellent prescription for a price explosion. Federal
planners knew it and clamped down quickly with price controls for the
course of the war. But price controls merely delay the inevitable price
adjustment. A runaway inflation was one of the Roosevelt
Administration planners’ greatest fears concerning the war's
aftermath.

Those pianners were haunted by the national experience after
World War I. During that earlier conflict, consumers had been unable
to buy many items. while incomes had grown tremendously.
Americans had built up a great hoard of savings. At the war's end, the
Government immediately abandoned the limited wartime price
controls. Product.on, empiovment, and national income boomed. There
was great foreign demand for American gr ods and services, and exports
rose. But the pent-up demand was much greater than industry could
supply. Prices soared. In the 6 months between the Armistice in
November 1918 and May 1919, whoiesaie commodiiyv prices rose
23 percent, 148 percent above their prewar level. Retail prices shot up
so far beyond the rise in consumer incomes that buving fell off sharplv.
Labor strife increased. Inveniories became financial nightmares.
Orde ;s were canceled. Then production dropped sharplyv, and
emplovment plummeted just afterwards.=0

The Roosevelt Administration policy makers strongly believed that
the economy never fully recovered from the sharp recession of 1920
(even though the decade was ostensibly one of economic boom), and that
this lack of full recovery led eventuaily to the Great Depression. They




came to accept the notion that war-induced inflation had set the nation
on an almost irreversible course toward the Great Depression.21

The situation faced by the Roosevelt Administration was all too
similar to the one leading to the post-World War I debacle. And worse.
in comparison to the circumstances of World War I, the factors causing
conversion catastrophe were present in an agcravated degree in World
War II. The diversion of national productive power to war purpsses was
much greater, as was the expansion of moneyv and credit. War incomes
went to a larger proportion of the people for almost twice as long.
Requirements for new industrial equipment were far greater. Price
control in Worid War II was much tighter and more pervasive, thus
providing a relatively low level of prices from which inflation could
spring.22 Many predicted a2 repeat of the runaway inflation that
followed World War [ and the Grest Depression that followed it.23

The Rooseveit Administration policy makers were determined not
to let that happen. Theyv would control events, not be controlled by
them. For the first time in American history, extensive prior planning
would be conducted for the aftermath of war.2¢ But would they
succeed?

Preparation for Peace

Roosevelt actually set up the first postwar planning body in
November 1940, more than a vear before the United States was
attacked at Pearl Harbor. At that time, he chartered the National
Resources Planning Board {NRPB) to “collect. analyze, and collate all
constructive plans for significant public and private action in the
post-defense period.” Rooseveli’s uncle, Frederic A. Delano, was
named chairman of the beard. By October 1941, Delano had reported
substantial progress in coordinating with the Federal agencies and
with plans for 2 “Post-Defense Planning Conference™ 25

Pearl Harbor suddenly gave the Governmeat a more pressing focus,
and demobilization planning was set to the side, though not abandoned.
Continued planning was done quietly. Roosevelt did not want members
of the general public to hear about demobilization planning; he wanted
them focused entirely on mobilization and on winning the war. When
Delano proposed in July 1942 that a central postwar planning stafi be
created with representatives from key agencies and that the new
agency be announced p:.licly, Roosevelt replied that it was not the
time for “public inter¢ _n or discussion of postwar problems — on the
broad ground that there will not be any postwar problems if we lose this
war." Roosevelt rejected the suggestion that the planning board be




made public. But he did accept, a bit reluctantly, Delano’s idea of a
central planning staff.

On June 26, 1943, Congress killed the NRPB, in a revolt against its
“lofty economic schemes.” Four days laier, the NRPB-sponsored
Conference on Postwar Readjustment of Civilians and Military
Personnel issued its report to the President. It was a 96-point
comprehensive program for demobilization. Among other things, the
conference recommended rapid demobilizatior: of the military (a
concession to political reality) and extensive transitional benefits to
servicemen, such as unemployment insurance, a 3-month furlough at
base pay, and provision for college tuition and allowances. -Job
counseling was recommended for defense workers. The conference
considered speedy seitiement of war contracts and a rapid conversion of
industry to civilian production as critical.

With military successes, public clamor for information on
demobilization, and a restive Congress, Roosevelt finally decided to go
public with demobilization planning. In a radio address on July 28,
1943, he said:

Our galiant men and women inthe Armed Services . . . must not be
demobilized into an environment of infiation and unemployment. to 2
place on the bread line or the corzner selling apples. . . . We must. this
time, have plans readv — instead of waiting 10 do 2 hasty. inefficient.
arnd ili-considered job at the last moment.

He proposed that servicemen should expect at ieast six entitlements:

1. Mustering-out pay sufficient to cover a reasonable time to find
work

2. Unemplovment insurance
3. Education or trade training at Government expense

4. Military service time credited under emplovment compensation
and Federal old age and survivor's insurance

5. Improved and liberalized hespitalizatien and rehabilitation of
thedisabled

6. Adeguate pensions for the disabled.

He released the conference report to the public and transmitted the
findings of another committee — the Osborne Commitiee’s report on




postwar educational assistance to veterans — to Congress for
immediate action.

Soon after, Roosevelt assigned responsibility for centralized
demobilization and postwar economic planning to former Supreme
Court Justice James F. Bvrnes and his Office of War Mobilization
(OWM). But every agency and the Military Services were already
deeply engaged in planning for the postwar transition. Indeed, states
and localities, businesses of every size, and labor unions all began to
plan for the postwar period. Advance planning at all levels and
functions of societv was one of the most notable and unprecedented
characteristics of the World War Il conversion effort.

Byrnes set up a small staff under elder statesman Bernard Baruch
to conduct 2 demobilization study. Baruch's report, completed
Februaryv 15, 1944, focused principally on war contract terminations
and surplus property disposition. It called for speedv pavment for
completed work, prompt negotiation of settlements, unified
Government procedures, rapid clearance of property from private
plants, and quick sale of surplus property. The President endorsed the
recommendations.

Congress began to pass demobilization legislation. Some of the
more important measures included the following:

o The Mustering-Out Payment Act of 1944 (passed February 3,
1944). The law provided for pavment of 3200 to those with over
60 davs of service, plus an additional $100 if anv service was
averseas.

® The Servicemazn'= Readjustment Act of 1944 (popularly known
as the GI Bill, passed ox June 13, 1944). The main provisions of
the law gave benefits to ali veterans who served for at least
890 davs after September 16, 1940. Educational benefits
inciuded tuition costs, laboratory and other fees (not to exceed
$500 a vear), plus $50 a month for living expenses for up to
1 vear at an approved institution (825 a month more could be
obtained for a dependent). An additional 3 vears of benefits
became available upon satisfactory completion of the first year.
Low- nterest. Federally guaranteed loans were available for the
veteran's purchase or construction of 2 home, farm, or business
property. Unemplovment compensation was included — up to
$20 a week for 52 weeks. Job counseling was provided.
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e The Contract Settiement Act, passed July 1, 1944, set up the
Office of Contract Settlement, which established principles and
rules for negotiating claims and settling contract terminations.

e The Surplus Properiv Act {October 3, 1944) established the .
Surplus Property Board, charged with planning and supervising \
the disposal of all surplus property.

o The War Mobilization and Reconversion Act of 1944 established
the Office of War Mobilization and Reconversion (OWMR),
replacing the OWM and giving the OWMR Director broad
reconversion powers. The Director sas placed over the Office of
Contract Settlement, the Surplus War Property Administration
and Surplus Property Board, and the Retraining and
Reemployvment Administration. The Director thus became a
kind of domestic reconversion czar.

In addition, Congress had earlier passed the Selective Training and
Service Act of 1940, providing that honorably discharged servicemen
who had left 2 permanent job in private business or goveinment and
were capable of resuming that job could demand reinstatement in it.

Civilian def>nse workers did not receive the same degree of Federal
transition assistance. Their fate lay 1n the hands of emplovers, unions,
the states, and local communities. However, the unemployment
compensation systems held very high reserves of $6 billion, since
wartime incomes had bezen so high and unemployment so low.

The keyv to avoiding 2 postwar economic catastrophe was clearly
going to be an unprecedentedly fast conversion of industry from war
production to normal peacetime work. That conversion would depend
on the Federal Government’s expeditious termination of war contracts,
clearing war goods {rom privately owned plants, disposing of
Government-built and -owned manufacturing facilities, and sale of war
surplus. Without success in these areas, industry would be retarded in
rebuilding civilian production. If that production did not soar quickly,
inflation and Depression-era unemplovment could be expected.

The scale of these efforts was staggering. There were 320,000 prime '
contracts to be settled, with a commitment value of more than
$65.7 billion (compared to World War I's $7.5 billion).

Because of these concerns, the first focus was on establishing
uniform, fair procedures for contract settiement. The Administration
established the Joint Coatract Termination Board, which proceeded to
set uniform policies for contract terminations among the major Federal
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procurement agencies. The efforts of the board were sanctioned in the
Contract Settlement Act of 1944. The War and Navy Departments
agreed on a Joint Termination Regulation for field offices. An
education effort was launched to 2xplain the procedures to industry and
the public. Some 3,200 pretermination agreements were made with
indastry, dealing with stop-work provisions, prices of unfinished
articles, tooling expenses, and inventory accounting methods.
Thousands of termination telegrams were prepared for future use.

Timing was critical. Conversion could not take place overnight.
Industry reconversion was begun eariv and proceeded steadily. As
early as August 1943 (nearly a vear before the Normandy invasion),
8,520 prime contracts had been terminated. By 1944, contract
cancellations were running a billion dollars a month. By November
1845, 301,000 prime contracts worth $64 billion had been terminated.

Getting contract settlement money to contractors quickly was
critical. Contract termination teams were given full authority to
negotiate final settlements. The goal was quick settlement and quick
contractor pavment, so that companies could plow the money rapidly
into new civilian production. The Comptroller General had opposed
this method, saving that payment should await review and audit of
settlements bv his office. Baruch had rejected this go-slow approach,
sayving it would freeze billions in working capital and result in
“unemplovment by audit.” Congress agreed with Baruch. Settlements
proceeded at a lightning pace. When a settlement was pending, partial
payment of up to 90 percent of the contractor's claims, or Government
guaranteed loans through commercial banks, were arranged. This
interim financing was a critical source of working capital for industry’s
reconversion.

In addition to expeditious termination procedures, it was important
that factories be quickly cleared of war materials so that civilian
production could resume. Inventories owned by Government would
either be sold w the contractors or recovered by the Government for
later disposition by sale or salvage. The Government set for itself an
extraordinary 60-day time limit for every piant clearance. In the end,
less than 6 percent of factory clearances exceeded this time limit.

Government tax policies were also significant. The Government
adopted liberal amortization provisions that allowed industry for tax
purposes to charge off the cost of new investment in plant and
equipment within 5 vears. This alone permitted an industry
accumulation of $25 billion in corporate reserves between 1941 and
1945.
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Thus, liberal Government policy with regard to contract
terminaiions and amortization for tax purposes directiy contributed w0
the amassing of capital by industry for postwar reconversion to civilian
production. Booming profits (most alse derived from Government
contracts) also helped. Total corporate profits after taxes scared to
record levels of $£9.9 billicn in 1943, $11.2 billion in 15844, and
$9.0 billion in 1945.26 Mest of these profits were not paid out as
dividends but were retained and available for reconversion expenses.

These high corporate reserves permitied industrv to finance
75 percent of postwar expenses from internal funds. But companies
that sought loans from banks also found that interest rates were
historicaily low. This was in part due to the high savings of consumers
during the period and in part due to the credit policies of the Federal
Reserve. The Federal Reserve discount rate had fallen from
5.16 percent in 1928 to 1 percent by 1937. it stayved at 1 percent until
1948. The average interest rate charged customers by banks was
2.34 percent in 1946.27

Another vital factor that contributed to swift industrial postwar
conversion was the fact that most major industries did not require
massive investments in retooling. Some industries, like steel. required
no changeover at ali; they simply continued putting out steel or other
raw material Other industries were already in consumer production
throughout the war and could expect nothing but more business after
the return of the veterans.

Manv companies had also carefully stored their prewar production
machine tools and were able to return them to use in a matter of weeks.
General Motors returned to production of its prewar medels within
weeks, though full-volume production required half a vear.

And industry management, like Government, had planned
extensively for reconversion. Company managers knew exactly what
needed to be done to get their civilian production lines running again.
They were simply returning to doing exactly what they had done before
the war.

Postwar Conversion Experience
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Then it was over. Ten million veterans were released from duty by
August 1946, As Truman said, it was the “swiftest and most gigantic
changeover that anv nation has ever made from war to peace™.2$
Would the massive unemplovment predicted by many result?




1t did not. Although 2 million peopie were unemployad by August
1846 that number constituted only 2.3 percent of the labor force. Many
regarded that level as probably the lowest possible in a peacetime
economy. Furthermore, it contrasted sharply with the 8.1 miliion
unemploved before the war.

How was it possible? First, many women returned to ihe kome.
From August 1945 to February 1946, 2.2 million women left the work
force. Older workers who had suspended their retirzsments also
withdrew, 2s did young workers who went back to school (0.8 million for
both groups combined). Manyv veterans, believed to be zbout
1.7 million, merely rested and took care of personai affairs rather than
search immediately for jobs. Another 800,000 veterans took advantage
of the GI Bill and went to college. In addition, many emplovers kept
war workers on their payrolls, even though full-time work was not
needed. Tne agricultural season also helped, giving a boost in
employvment of 7 millicn workers. And the cutback from a 45-hour
workweek to 40 hours meant that more workers had to be emploved in
some firms.

And mest important, the success of rapid industrial conversion to
civilian producticn absorbed miilions of veterans and war production
workers. Production soared to unprecedented peacetime levels. In
1946, production was about 50 percent above 1939 ievels and only
15 percent below the wartime high.29

By the end of 1946, civilian emrplovment approzched 58 million.
This was the highest in the nation’s history, more than 10 million
higher than in 1940 and even several million higher than the wartime
peak.30

The American economy had doubled from its prewar size. Anrnual
per capita disposzble income went from 3497 in the prewar vears to
$1.026 in 1946, more than double. In real terms, income went up
67 percent compared to that of the prewar period. Truman said of this
strange, total, almost magical transformation: “We have made such
great strides forward in wealth and productivity that our thinking for
the future can no longer be bound by the distant past.™1

The United States had remade itself. The change was permanent.
The nation had become a middle-class country, the richest and most
powerful in the historyv of the world.

But there was a dark side, a doubt. It had to do with prices. The
Government had succeeded bevond its wildest hopes with postwar
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employment. It had succeeded with postwar production. But the
inflation war was not over.

In 1845, Congress passed a tax cut of $6 biliion, cutting personal
taxes 5 percent and business taxes up to 38 percent while dropping
12 million people from the tax rolls. This stimulated the economy on
top of the aiready swollen savings of individuals and business liquid
capiial, as well as veterans’ payments anc continued Federal deficit
spending. Output could not keep up with all the demand. It was being
“soaked up like rain afier a leng drought.™32

in the middle of 1948, the Government abandoned most price
conirols as no longer workable fthough Trumzan had wanted
desperately to keep them longer). Wholesale prices immediateiy
jumped 24 percent. Consumer prices rose 13 percent. The worst
seermned to be happening.33

Truman repeaiedly tried to warn Congress and the nation of the
danger. calling inflation the “greatest immediate domestic probiem.”
In 1947 he managed a counter-inflationary budget surpius of $4 billion.
But this was offset by Federal Reserve and Treasurv easy credit
policies. Truman went to Congress with an anti-inflation packags. He
got almost nothing. He appealed again, saving that “inflation holds the
threat of znother depression.” There was no response. Inflation soared
to 14.4 percent in 1947 isee Table 2).3% For a comparison of economic
measures of conversion perisds and Adminisirations, see Tables 3, 4,
and 3.
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Selected Economic Measures jfor Periods of Conjlict and Aftermath
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TABLE4

Selected Econiornic Measures for Administrations, 1940 — 1890
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HNotes for Tables 2 through 3:

(i)
2)

)
(<)

(3)
()]

[0

{8)

(&Y

Rumber of years for penod

Growsnth rat2 of gross nat:onal product m real terms (1932 cons.  dollars) - average rate
for pened.

Unsmployment rate - average for peod - percent of 2if owvilian wrorkers unemoleyed.

I

Per capra dsposablz meome grevath rate - average for period in re2 terms {average
annual gsonth dechne).
inflation rate {consumer price ind2x) - average for penod.

Fegeral defixt - Federal Governmen: defiit or surplus (ceviaton from balenced budge?)
{fszal years) 25 a percent of GNP {calendar year) - average for per.>d.

Navenaldefersse
A Rauonaidaiense expencitures 25 a percent of GNP - average forperod -

3. Populaton m Armed Sernces - peak and low Higures for peniod

C Poputebon m Armed Sernces 25 2 percent of totallabor force  average for pesmed
Fersonal s2vmngcs rate - pareant of disoosetie personal ikeme = savings average for
oenod

Mensy supdly  average rate of change :; money supply duning senod, usig 24, before
1355 ard &%, from 1559 en

{i®) FeceraiReserve dtcuntrate - 2werage for panog

{11} Prume rate - 2verage for pencd of commeroal banks” pnme rate  Prime rates for 1927 -

13235 are ranges of 112 rate m effect dunng the panod

{12} tndusinal product:on - growth rate of total industnai preduction in reai t2rms (1587

doitars) - average annual rate for panod

{13} industnal capaciy utdizatca rate - average for perwod m manufactunng sector

(2) Corporate profics

A Average rato of peofn (afier taxes) to sales durmg the penod for 2ll manufactunng
CoTpCIatons

3  Average percent ot after-tax proins p2:d cut 3s drndends dunng peniod - total
dmdends as percens ¢f total corporate profs
Sources for Tables 2 throvgh $:

Column 2: Sconomg 2eport of the Presdent, 1991, Tadle 3-2.

Cotumn 3° Sconornsxc Repors of the Presdant, 1951, Tadle 5-32

Columinl Sconomc 2epost of the Presdent, 1991, Tadie 8-27

Column 5. Srtonomx Zepcr: of the Presdent, 1931, Tabe 3-82

Column 6: fronomx Report of the Presdent, 1532, Tatle 3-72 and Table 3.1, Stonoesx

Report of the President, 1591,

Colzmn7: .
Sutxcloman A from 1530 through 1938 Tadle 3-1, Stonomue Report of the Presgent, 1991,

from 1333 throogn 1930 T2ble 3-i. Iconomx Resort of the Pressdent, 1592

Note The taSles m th2 vanous T70n0meC Reports of the Presadeant tan be dacepirve,
smnce mary fgures such 23 those for GNP are penodxally revsed (even past numbers) on the bass
of census data 203 vamows banchmark ravsgsons  3ut the most recent tables do ot 2hays go back
as far 25 cur per=ods reguwe (1923) Therefore, companng and integraning t2bles from vanous
ye2ss r=3ust ba Jone with cauton
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Subcolumns 3 and C:

Nowe: These two suixolumns provide good examples of the traps and difficulues
alizdad to 2bova. Furst, the latest tables of populzirons of the armed forces in the Economx
Reports go back caly to 1950, S2cend, tabies from earher Economx Reports that do go back t¢
1920 do not agree with thesa later tables m the years that ther coverage overlaps. That s

N bacause up through 1933, tha tables grve the populations for “armed forces.” But from 1932 ca, .
A they gree poputatiens for “residant anmed forces = VWhare the t2bles overlap for spaadic years, .

the numbars are not the same; mdeed thay can be up 10 1 mithbon men apart! There s no
axplanation {{cotnote or othervnse} of what the n2w term “resident armed forces”
ccmprehends, but i1 5 2 smalier pepulanion than the sarber “armed forces.” Ko notxe © gnen
that there has been a crangs; the user kas to b2 fortunate encugh to caich R, Thud, since
“res:dznt armed forces” O NCt grve s comparadle numbers for years prior to 1933 {the 1333
tablzs co up 10 1832), we elated 1o use the numbders from the Depaniment of Defense annual
repcmn for T2 years after 137 Akhcugh the DeD oopulation numbers are green on 2 fiscal-year
basss wihde the Zconomx Report Higures are on 2 c2lendar-year bages, they are very nearly akke
Fourth, becaus? of consus and cther rewrsons, the numbers for “ovdian labor force”™ (whch must
be cembmnzd vath “armed forces” 10 gree 2 totat taber fosce, from which 2 percent of total tabor
force can ba denved] 2re different in the moR razen: years (1591 and 1932) from thos2 m earber
tables

Therefcre. pnor to 1559, the numbars for both “armed forces™ and “owhan lador
forca” are taken from Table 5-23 of the 1983 Sconomic Report of the Presxdent From 1852 to
1932, the same tadle s wsad for armad forces; from 1933 to the present, Table 8-3 of tha 1592
Annual Report of the Seoratary of Deferse 5 wsed for armed forces totels. from 1950 20 the
presens, Tadlz 8-30 of the 1332 Sconomus 2epoct of the Pressdent s used for the craban tabor
force to12’s. Sudcolumin { o than burkk from thege numbders

Column3 from 1920 through 1358, Table 5-25. Sconomac Report of the Frewden?, 1551,
from 1539 to oresens Tabie 8.23, fronomx Repcit of the Presdent, 1932

Coiumn @ from 192D through 1927, T2bie D-2), Sfcomomec Report of the Presdent. 1650,
from 1523 through 1958, Tabie 5-33, Sconomae Seport of the Presadent, 1978, from 1559 threuch
1950, Table 8- 83, Sconomx Ragcit of the Prapdeant, 1992

Cotumns iCand 11 Table 3-71, Sconamx Zeport of the Frescent, 1531

Colymn 32 from 1320 through 1985, Tabie B-13. foonomx Report of the Presdens. 111,
from 1537 throwgh 1950, Tabie 3-25, £cor ormoe R2poc? of the Presvdent, 1592

Cclumn 13- from 1348 10 1530, Table 3-£3, Ffronroma Report of the Presdent, 1932 Zarks:
frigures were not avadabla.

Columin i

Subeolumn A, fromn 1520 through 1355, Table (-30. Soonomix Report of the President, 1550
{based on servey of 105 corporat-ons in durabia goods). 1335, Tadle XXV, Sconomx Report of
the Prewdant, 1923, 1937 - 1550, 1adle 3-83, Sconomx Raport of the Pres=dent. 1532

Sudxoksmin 2 from 192 throush 1589, Taie 337, Sconome Report of the Presdent. 1951,
for 1950, T2ble 3-85. fconom=¢ feport of the Prepdent, 1932
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TABLES
Postuar Recessions Related to Scale and Rapidity of Demobilizction
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KOREAN WAR

After World War I, “2 stampede for demobilization swept the
country.” Americans did not want to take a cold, hard look at postwar
N realities in Europe or elsewhere in the world. They wanted the troops
home, out of the military, immediately. By 1948, troop strength of the
Army had fallen t0 552,080.35 Spending on national defense had fallen
to 4.3 percent of GNP from the peak 1944 share of 41.4 percent .36 In
the spring of 1948, a coup d’etat in Czechoslovakia brought in a
communist government. The Soviets were putting severe pressure on
Finland, and they bezan to cut Berlin off from the West.

Political leaders responded to the new security situation with cries
for increased militarv preparedness. The -Joint Chiefs of Staff believed
that a 2 million-man military force was needed, with a 70-group Air
Force. President Truman called for 2 new Selective Service act, which
he got — on the same dayv the Soviets completed their blockade of
Berlin. Congress authorized a buildup to 2 900,000-man Army by
194937

Then. incredibly, by the autumn of 1949, the concerns of political
leaders over the international situation abated. The new Secretary of
Defense, Louis A. Johnson, promised funding cuts of 9 percent for the
Navy, §percent for the Army, and 3.5 percent for the Air Force. in
1950, defense spending had fallen back to £.96 percent of GNP. from the
previous vear's 5.3 percent 35

Not evervone agreed with the newly resumed optimism. Chief
Justice Fred M. Vinson noted: ~“We are in troublesome dayvs, days
perhaps analogous to those which preceded World War I1.” On June 25,
1950, the Army of the People’s Democratic Republic of Korea (North
Korea) crossed the 28k Parzllei into the Republic of Korea (South
Koreas. Within davs, the United States was at war. But instead of the
planned force of 900,000 men, the U.S. Army numbered 591,000 men.3°

In some ways, the Korean War military and industrial buildup was
simmply a smaller version of the World War Il mobilization. It was quick
and skarp, just as it had been in 1941 - 1942. Defense spending went
from $14.3 billion in 1930 to $33.8 billion in 1951. By 1953 it had more
than tripled to $49 billion.#® In a single vear, 1950 —1951, the total
armed forces doutled (from 1.65 million to 3.1 million).%#! Although the
Werld War Il effort dwarfs all others by comparison (see Figures 1 and
2 and Tables 2 through 5 for relative scales of defense buildups and
demobilizations in this century), these were not insignificant numbers. ;
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Many of the country's leaders in 1950 had participated in the earlier
experience. Truman suddeniy became the only American President
ever to lead the countrv in two wars. So it is not surprising that the
Administration men and women responded to the new emergency with
many of the World War II solutions. Truman centralized the planning
and coordination of the industrial mobilization. He appceinted the
chairman of the National Security Resources Board (NSRB) as chief
staff coordinator of the defense effort, including tax amortization
policies and loans for defense contractors.+2

Yet, in manv more ways, the Korean conflict was totaily unlike the
earlier all-out war. Worid War II was tot~® war, commanding the
complete focus and all the resources of the r .ion. It was a fight to the
death. Korea was a war fought. in a sense, as part of a larger conflict.
It was a part of something, not the whole of something, and the focus of
the nation’s leaders was on the whole. To them, the most serious threat
was of Soviet action in Europe. It was in Europe that U.S. national
interests were most at stake. Therefore the strategy was to fight the
war in the Far East with the minimum necessary commitment, while
building up gradually for a possible future war with the Soviet Union.

This meant that there was no truly fuil-scale national mobilization
for Korea. In fact the militarv — especially the Armyv — opposed calls
for full mobilization, because theyv feared that mobilization would strip
vital manpower from the industrial effort needed both for the
immediate conflict and for the long haul.+3 Furthermore, in the first
month of conflict there was a continuing assumption by policy makers
that the war would not last more than 6 months.++

Nevertheless, within davs after the North Koreans had crossed the
38tk Parallel, Truman requested extraordinary wartime powers from
Congress. These powers would include the ability to set priorities and
allocations to prevent hoarding and noressential use of critical war
materials; authority to review all Government programs and to
eliminate unnecessaryv Federal use of services and materials needed for
the military: authority to set curbs on consumer credit for commodity-
market speculation: and authority to make Federal loans and
guarantees if necessary to stimulate militarv production and the
stockpiling of strategic materials. Significantly, Truman asked
Congress to support the buildup completely on a pay-as-yvou-go basis.
He was determined that there would be no massive budget deficits as in
World War II. This time, inflation would be controlled. Tax increases
were requested. Truman asked for authority to impose wage and price
controls and rationing if inflation began to get out of hand despite the
measures taken. %5




Congress gave him everything he wanted. As one observer noted:
“Republicans were tripping over Democrats in their eagerness to give
President Truman what he thought he needed to win in Korea and
prepare for the next Korea, whenever or wherever it might turn out to
be.” In September of 1950, Truman signed the Defense Production Act,

. authorizing him to impose rationing and credit restrictions, make
allocations, grant production loans, establish priorities, and control
wages and prices if necessarv. Two weeks later, he signed the Revenue
Act of 1950, designed to raise $4.7 billion that fiscal vear by raising
corporate and personal income tax rates and some excise rates. And
there was an additionai $11 billion appropriated for the military
establishment, which was to be built up to a permanent force of
3.2 million men and women. Suddenly the countrv was fiercely
determined never to be caught off guard again. +%

As the mobilization of men and materiel proceeded, Truman
appointed W.Stuart Symington, the head of the NSRB, to act as the
general chief of the economic aspects of mobilization. The National
Production Authority was established to set priorities and allocations,
and the Economic Stabilization Agency was established to kill any
inflationary trend in its infancy.

The latter failed. The first response of houscwives, motorists, and
other consumers, and of industry as well, was panic buyving. Evervone
anticipated shortages. The resuit — inflation. Almost within hours of
Truman’s orders sending troops t¢ Korea, prices exploded upward. In
the first month of combat, the price of sugar rese 5 percent; coffee,
8 percent: print cloths, 18 percent; tin, 26 percent; and rubber,
27 percent.

Yet Truman and his chief economic adviser, veteran New Dealer
Leon Kevserling, could not bring themselves to rescrt once again to the
elaborate World War Il system of wage and price centrols and rationing
to check the inflation. Theyv believed they could halt the price rises
through monetary and credit controls to curtail consumer credit and
loans for housing. And the President believed he could use moral
persuasion with industry and labor to keep wages and prices down.

He was wrong. By the end of September, the prices of 28 basic
commodities were up 25 percent from levels at the outbreak of war in
June. Under Secretary of the Air Force John A. McCone testified to a
congressional committee that inflation would cost the Air Force the
equivalent of 750 jet fighters in that fiscal vear alone.47

Industry was operating {lat out. Steel firms were producing at peak
capacity and could not keep up with orders. Neither could the benzene
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producers or the railroad companies or a host of cthers. Virtually
everyone was doing well, except for construction companies, which
suffered under tight restrictions targeted against housing and other
nonessential construction.

Profiis soared. Even with increased taxes, the profits of 500 major
corporations went up an average of 50 percent in the third quarter of
1850, compared o the sume peried in 1345, Uniled States Steei had its
best vear since 1917. Bethlehem Steel had its most profitable vear
ever

Wage earners shared in the boom. Demand for many skilled
tradesmen. such a5 machinists and aircraft workers, shot up and so did
their wages. Chrysler Corporation gave its workers a substantial pay
increase in August 1950 to keep them from being bid away by other
companies. The Chrysler wage hike touched off similar moves
throughout industry. And many workers had cost-of-living increase
provisions as part of their union contracts. Unemplovment fell.

In October, as United Nations forces approached the Yalu River
between Norih Korea and China, Chinese Armyv units crossed the river
and made contart The UN advance stalled. Americans held their
breath. Then, as suddenly as they had appeared, the Chinese
mysteriously were gone. It looked as if the snort war might indeed be
over.

But in the last days of Nuvember, the Chinese Armv hit the UN
forces with massive human-wave assaults, and the UN advance
crumbled, turned into a retreat. Behind the Chinese action, most
Americans at the time saw the directing hand of the Soviet Union.

On the evening of December 15, 1950, Harry Truman sat down
before microphones and a television camera in the White House. To the
American people, he said:

Our homes. our nation. all the things we believe in. are in great
danger. This danger has been created by the rulers of the Soviet
Union. . .. They have tried to undermine or overwheim the free nations
one by one. Thev have used threats and treachery and viuloame. [By
their aggression in Korea] they have shown that they are now willing
to push the world to the brink of 2 ganeral war 10 get what ther want 48

Truman told the nation to prepare to help “other free nations,” to
enlarge the armed forces dramatically, and te expand the national
economy. He told the peoble that civilian goods production would be cut
back while the econom) xpanded to meet military production. Federal
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nonmilitary expenditures would be cut. He called for a fivefold increase
in aircraft production in the next year. Production of tanks and other
combat vehicles wou:d increase by four times and electronics
equipment by four-and-one-half times. He called for women, voung
people, and older people to go to the war production faciories and to
work longer hours. The armed forces would be brought to 3.5 million
men and women as so2n as possible.

The next day, Truman formally declared the existence of 2 national
emergency under the Defense Production Act, permitting expedited
contracting for war production. He announced the creation of a new
Office of Defense Mobiliz. ‘on (ODAMlj, headed by Charles E. Wilson,
president of General Electric. The ODA, taking over the du:z’ s of the
NSRB, w.uld have authority to impese wage and pric. conirois
immediately in some areas critical to defense production. In ciher
areas of the ecenomy, fair wage and price siandards wouid be
established for voluntary compiiance. But the tareat existed that if
these were violated, mandatory contrels weuld follow.

Once again Congress gave Harry Truman ali he asked for. With
only one dissenting vote, an emergency appropriation of 320 billien for
<he armed forces was passed. An excess profits bill was passed with the
goal of producing $8 billion in revenue over the next 2 vears. Bills for
civil defense and secret weapons sailed through Congress. And portions
of the War Powers Act of 1941 were restored to permit renegotiation of
Federal contracts to allow for increasing costs 19

Shortages began showing up throughout industry, because of the
diversion of production to the war efiort. A shortage of fabricating
metals in December 1939 idied 100,000 workers in Detroit. Demand for
sulphuric acid for steel. petroleum. and fertilizer production outpaced
the supply, and preduction was stymied.

Inflation ripped through the economv like a hurricane. In the
i8days between Truman's speech of December 15, 1950 and January 2,
1931, the cost of living increased 1.2 perzent. By January, prices for
such industrial raw materials 2s cotton, wool, rubber, and scrap steel
were up 58 pereent {rom their levels at the outbreak of the confiict 1n
June. On January 26, 1951, the President finally issued orders to
freeze the prices of most commodities at their highest levels reaches
between December 19, 1950, and Januarv 25, 1951, while wages and
salaries couid not exceed thei- levels as of the latter date. But the staif
and mechanisms for enforcement were not in place, and prices
centinaed to rise, although at a less dramatic pace.




The boom in the economy, fueled by the extraordinary defense
spending, continued on through 1951 and 1952. Corporate profits
remained at record levels, as did disposable personai income. By
October 1951, unemploviment had dropped tc 2.5 percent of the civilian
labor force, the iowest it had been since 1944.50

Indeed, as a careful review oi Table 2 reveals, the Korean Warwas a
period of almost extrasrdinary econemic prosperity for most
Americans. Annual real growth in GNP was very strong, reaching
10.3 percent in 1951. Unemplevment in 1953 was the lowest it would
be f<: the next 40 vears. And real per capita disposable income
continued to grow despite the surge of infiation in 1951.51

The Truman Administration policy makers believed tha: the long-
term threat to crosperiiv was runaway 1niiation. They tried to keep the
lid on d.ring the war with wage and price controls. But, more
impertant. Truman broke with the World War II precedent by paving
for the war with dramatic corporate and personal tax increases, rather
than massive budget deficits.

in the vears before tre war, Truman had fought inflationarvy
pressures with a tight fiscai policy. The Federal budge! ran surpluses
in 1947, 1948, and 1945. He tried to maintain thst policy in the 2 vears
of the Korean War that fell under his leadership, managing another
surpius in 1951. In the entire period from 1939 to the present
(33 vears), the Federal budget has bean in surplus only 8 vears. Four of
those vesrs were under Truman. In 1950 and 1952, the budgets ran
minor deficits and were essentially balanced. In 1953, the new
Eisenhower Administration breught ithe war to a close with a deficit of
$6.5 billion, only 1.7 percent of that vear's GNP. In 1954, the first full
vear of peace, the deficit had {allen to only $1.2 biilion, or 0.3 percent of
GNP. This budgetary discipline by Truman and Eisenhower stands in
dramatiic contrast to the massive deficits run during World War il.32

Demobilization

Unilike the period following World War II, the aftermath of the
Korean War did not see the drastic demobilization of irccps and defense
spending cuts isee Table 5 and Figures 1 ar 3 2). At the peak of the war
iz 1953. naticnal defense spending had risen to 13.2 percent of GNP,
Three vears later it was still at 9.5 percent of GNP, a reduction of ouly
3.7 perceniage points. This was a*9ui double the defense spending
levels immediate.y prior to the war (496 perceni).33 The armed forces
went from 3.6 million in 1952 to 3.0 million in 1955.5%
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The new higher levels of national commitment to defense spending
in the aftermath of the Korean War, by an Adminisiration that had
won election promising to end that war, reflected a2 new national
consensus among leaders and the public that the world was indeed a
verv dangerous place and thai the United States must be truly

. prepared to defenc itself and its vital national interests in that world.
The low national investments in defense between World Warl and
World War II and World War Il and the Korean War were now
generally viewed as not only folly, but even causes of the subsequent
conflicts and tragedy. These low nationai commiiments to defense were
regarded as having been invitations to tvrants to perpetrate their worst
in the world. The nation and ts leaders were determined not te let it
happen again. A strong military and the avowed willingness to use it
were now regarded as one of the most effective deterrents 1o new war.
The Cold War was on in earrest.

As a result of this new commitment, the nation launched a major
effort to build up a war materials stockpile and maintain its defense
industry. This kept defense production relatively high. Furthermore,
produciion had already tapered off from its peak in September 1932,
just as Americar industry had actually begun 0 demobilize long before
the close of the Second World War. Defense-related emplovment had
actualls peaked several months before the production peak, after the
rapid buildup of facilities and machise tool projects.33

Additionaily, unlike the Worid War II demobilization (when almost
the whole of defense production was reconverted to commercial
aciivities), arter the Korean War many firms stayed on in the defense
industry to supply the larger, more permanent armed fcrees with more
complex and sophisticated weaponry. Therefore, not the whole of
deferse production needed to be converied back to civilian
production 35 In fact, the reduction in defense spending in relation to
the overall economy after horea was one-tenth the size of the post-
World War {1 conversion. Thus. at the close of the Korean War, the
transition from war to peace was not as extreme as the one after World
Warll.

Transition Assistance

Neverthieless, even this much more modest demobilization was not
without pain. Frsm 1333 to 1956, defense industry cut an estimated
1.5 million defense workers from its rolls, the militarv was reduced by
700,000, and 150,000 DoD civilian jobs were cut. Ne special Federal
programs were in place to help defense workers or companies to make
the transition to the civilian economy. Veterans got roughliy the same




transition benefits as their World War II counterparts. The Korean Gi
Bill was enacted in 1952. About 43 percent of separated veterans took
advantage of the law to attend college or to receive vocational or job
training.57

Although the Federal budget was essentially in balance throughout
the war, rationing and price controls — plus the deferral of
nonessential construction and public works projects — had created
some pent-up demand.35 Emplovment was relatively high during the
war vears; unemployment among the civilian work force fell frem
5.3 percent in 1950 to 2.9 percent in 1953. Per capita disposable income
rose 2 modest 17 percent (5.6 percent i real terms) between 1950 and
1953.5¢

Savings by individuals {checking accounts, currency and savings
accounts' almost doubled ‘93 percent increase! between 1950 and
1952.50 Corporate inonfinancial businesses) net profits yjumped in 1950
and stayved at historically high ievels over the remaining war vears.
Most of these profits were retained in the company and not naid out as
dividends.61

With reasonably high employment and income, high savings rates,
relatively high corporate profits, and balanced budgets, one might
expect — as occurred after World Wars I and II — that business would
boom (with perhaps ris:ng inflation) after the ¥ srean War. Instead, the
first full vear of peace (1954) saw a mild recession. GNP grew by
0.2 percent for the vear, but this was a decline of 1.3 percent in real
terms.52 The civilian unemplovment rate jumped from 2.9 percent in
1953 t0 5.5 percent in 1954.53 Industrial production deciined 5+

Common sense would suggest that wartime production levels in
high-stzke wars — such as World War II or even Korea — driven by 2
sense of emrergency or even national survival, are artificially high.
They cannot be sustained in peacetime, normal conditions. The high
levels of wartime production cannot all be converted to similarly high
levels of civilian production. Therefore, even with the best of planning
for conversion tas was witnessed in World War II), there will be 2 falloff
from the peaXk, almost frenzied levels of the war. Unless conversien
from defense to civilian production takes pizce with great rapidity, and
near-miraculous breakthroughs in productivity (such as dramatic new
technical advances) have occusted during the war vears. postwar
economic outputs will be smaller than wartime outputs. Indeed. this is
exactly what happened after World War Il and again after the Korean
War. The postwar real declines in GNP are declines from artificially
high levels.




In the end, however, it can be said that the transition to peace (or
cold war) after the Korean War was a success. It was a success because
there was disciplined management of the economy during the war and
aftermath and because the war itself was kept within the bounds of a
partial mobilization that did not seriously tax the civilian economy or
require radical reconversion afterwards. It was, at least by comparison
1o World War I, a “guns-and-butter” war.

VIETNAM WAR

There was no Pearl Harbor or crossing of the 38th Parallel in the
Vietnam War, no precise moment of shock leading to a dramatic .
national response. The war began almost unnoticed and simply grew:
no one knew how big a war it would be or when it would end. The
contrast with the Korean experience isdramatic. -Johnson thought that
he could both accomplish his Great Society domestic agenda and fight
the war at the same time. To Doris Kearns he said: "I was determined
to be a leader of war and 2 leader of peace. I wanted both, I believed in
both, and I believed America had the resources to provide for both."53

Therefore, in stunning contrast to the management of the Korezn
War and the mebilization for it (and that of World War ID, no hizgh
command was ever established in Washington to coordinate all the
military, economic, intelligence, and political programs. Johnson never
put the economy on a war footing. He never called up the reserves, so
that fighting forces could be sent quickly to the theater. (Unlike
reservists, draftees had to go through a leng period of training, thus
gretly delaving the speed with which they could be sent into combat.)
‘Thus «he “mobilization™ was stretched oui 65

By Korean War standards, the mobilization for war was almost
imperceptitie, uncercover. Figures1 and 2 show the more gradual
evolution of the war, compared to the sharp. sudden mobilization of the
country .t combat in Korea. The highest month for military
induction: during the Korea - War was January 1951: $7.053 men
were calied. By contrast, for Vietnam the record month was October
1966: duriag which 49,481 men received draft notices. Between the
second and third guarters of 1950, military manpower jumped by
almost 30 percent. that compares to a maximum increase for the
Vietnam: War of 4.9 percent. between the third and fourth quarters of
19635.5¢

One reasoa for the lack of 2 sudden. wrenching mobilization for
Vietnam {in contrast to Koreas is. of course, the fact that the nation was
already at a much higher level of military preparedness from which to
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spring. That was, in fact, one of the legacies of the Korean War.
Whereas defense spending doubled from about 5 percent of GNP to
10 percent in the first vear of the Korean War, then rising to
13.2 percent by 1933, at the onset of the major intervention in 1865
defense spending was already at 7.2 percent of GNP, rising to 9 percent
in 1967. This was basically simply a return to the very high levels that
had prevailed throughout the Eisenhower and Kennedy
Administrations (averaging 9.8 percent and 8.8 percent, respectively).
{See Tables 2 through 4.) Similarly, the armed forces numbered
2.7 million in 1963, compared to only 1.6 million in 1950.

But whereas the Vietnam War commandeered a smaller portion of
the overall economy than did the Korean War, it was imposed upon a
nation already approaching maximum output and employvment. In
1950, uremployment steod at 5.3 percent ard industry was operating at
82.8 percent of capacity. There was a great deal of slack that could be
taken up as the nation surged for war production. Korean War
production was an addition to, not so much a detraction from, the
civilian economy. That was not true for Vietnam. In 1965,
unemplovment was 1.5 percent and industry was operating at
effectivelv full capacity, almost 90 percent. When production for the
war accelerated, it had to come at the expense of some civilian
production if inflation was ¢ oz 2voided.

But, aiso unlike the managers of the Korean Nar, the Johnson
Administration did not impose wage and price controls. nor did it raise
taxes te pav for the war iand thereby diminish demand in the civilian
sectorr. Aithough a tax surcharge was eventualiv imposed. it came late
in the war and was minor and brief. The result was inflation.5s In
1964, inflation was running at 1.3 percent. Bv 1966, it was 2.9 percent,
and it kept rising throughout the war, hitting 5.7 percent in 1970.
After a couple of vears of diminished price increases ¢due to Nixon
Administration wage and price controls), it soared again in 1973 and
then hit 11 percent in 1974. Aggravating this already inflationary
pressure, the Federal Reserve was increasing the moneyv supply at
extremely high levels from 1961 on, averaging 8 percent under
Kennedy and 7.6 percent under Johnson. {This compares to an average
during the Eisenhower Administration of 1 percent in 1953 and
2.3 percent during the rest of the decade. See Table 4.)

It is difficult to sav how much of the war-inflation was built into the
extraordinary 1973 —1975 inflation rates during the Vietham War
drawdown under Nixon. Other things were happening as well,
including the 1973 Arab-Istaeli War and the resaltant oil embargo and
o1l price shock. But most importantly, the Federal Reserve's easy
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monetary policy produced money supply increases of 13.5 percent in
1971 and 13 percent in 1972, the highest increases since World War I

Fiscal policv of both the Johnson and Nixon Administrations moved
in the same direction as monetary policy. Federal budget deficits were
run in every vear except 1969, in which a minor surpius was registered.
In 1970 and even stronger in 1974 — 1975, recessions hit the economy.
Unemplovment rose from its low in 1969 of 3.5 percent, reflecting the
Vietnam buiidup, to 5.9 percent in 1971 and 8.5 percent in 1975. By
1975, onlvy 73.2percent of industrial capacity was being used, the
smallest amount since the Great Depression.

Thus. during the period of the drawdown from the Vietnam War,
the overall economic climate of the countrv was very unheaithy. It was
even worse for those sectors of the economy that had seen the largest
concentration of the Vietnam War buildup — primarily the aircraft,
ordnance, and transportation industries. These three sectors had
received 40 percent of the war-generated employment increase 5
Furthermore. Vietnam-related production occupied high portions of
kev industries, such as ordnance (42.3 percent of total industry
employvment!, aircraft and parts (27.3 percent of total industry
employvment}!, machine shop products (14.1 percent), electronic
components, and transportation equipment other than aircraft tboth
11.1 percent of total industrv employment). Among services, defense-
related emplovment was 11.8 percent of the transportation and
warehousing industry 70

Not surprisingly, when the war started to draw down, beginning in
1968, these industries were hit extremely hard. Defense purchases in
1970 were 18 percent below their 1968 peak. In the aircraft and parts
indusiry, emplovment fell by 187,000 between the third quarter of 1968
and the third quarter of 1370. That was a drop of 21.9 percent of overall
industrv employment. Ordnance suffered a decline of 30.2 percent
during the same period.“i Overall, defense-related industrv
emplovment declined from 3.2 million to 2.0 million people in 1972.72

The postwar shock was aggravated by two critical factors. First, as
we have noted. the economy was not managed well by anv of the
postwar administrations. There was little room for new labor and
preductien in the civilian sector: the defense producers could not be
accommodated. Second. defense production had become so specialized
over the vears between the Korean War and the Vietnam War that
defense firms could not directly transfer their military production skills
to civilian markets. Simply put, much defense production was oriented
toward very high performance at high unit cost: civilian production was
biased toward lower performance, low unit cost. Many of the attemp:s



by defense manufacturers to employ their defense engineering and
production talents (which were considerable) in engineering and
production for new civilian markets were not successful.73

Transition Assistance — General

In coatrast to the Eisenhower Administration’s total rejection of
planning for conversion after the Korean War, the Johnson team made
some effort to prepare for a postwar transition. Johnson established a
Cabinet Coordinating Committee on Economic Planning for the End of
Vietnam Hestilities. The committee considered a range of transition
acticns. including a tax reduction: adjustments in monetary and
financial policies: and expansion of Government expenditures such as
those for public works and long-term health, education, and
environmental programs. The committee concluded that some offset to
the decline in defense spending would be needed to avoid a postwar
recession. Basically, the committee members believed that the best
course would be an expansion of Federal civilian programs rather than
tax cuts. In addition, the members emphasized strengthening job
placement and training programs. But actual implementations of the
committee’s recommendations were minimal.7+

The Nixon fAdministration also attempted to address postwar
transition. In 1971, Nixon established the President’s Economic
Adjustment Committee to plan for the aftermath of the Vietnam War.
The committee included representatives from 18 Federal departments
and agencies, chaired by the Secretary of Defense. The permanent staff
for the committee’'s work was provided by the Defense Department’s
Ofiice of Economic Adjustment {OEA), which had been established in
1961 to help communities deal with the impact of military base and
defense plant closings.*3 Principal assistance from the office was in the
form of community planning. Usually, at the reguest of a local
community te the Secretary of Defense, an OEA team would visit the
community and assess its strengths and weaknesses. Ifa base was tobe
ciosed, a survey would be made to determine how the base might be
adapted for nonmilitary use. The team worked with community leaders
to formulate a plan for economic recovery. As part of the plan, the team
would help identify for local leaders all local, state. and Federal projects
and sources of funding that might help in the community transition.?6

Aswith the creation of OEA in 1961, other programs were launched
in the early 1960s that would later prove helpful in easing the
transition out of the Vietnam War. The Area Redevelopment Act of
1961 provided general aid to displaced workers, whether they were
from defense or civilian companies. Up to 16 weeks of training were
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provided to unemploved and underemployed workers in depressed
areas. Displaced workers were paid an amount equal to the average
unempiovment compensation during the training period. The
Manpower and Development Training Act of 1962 initially provided up
to 52 weeks of pay to displaced workers, regardless of locale. That act
was subsequentlv amended several times 1o increase the amount of pay
and weeks of suppori. The Trade Adjustment Assistance Act of 1962
provided cash benefits. training, and related services, including
relocation assistance. The program was revised under the Trade Act of
1974. Under the revised Act, weekly benefiis were calculated at
70 percent of a worker's weeklv wage or the average manufacturing
wage. To receive benefits, a petition had to be filed or behalf of
workers, demonstrating that the lavoff was caused by impor:
competiiion. All of these programs provided benefits in additien to
unemplovment insurance. By the early 1970s. approximately
29 different federally funded programs were available to help various
categories of displaced workers i

One program specifically targeted for Vietnam transition
assistance was the Technology Mobilization and Reemployment
Program of 1971, launched io address the post-Vietnam reduction in
aerospace and other defense-related emplovment. The program.
especiaily concerned with an anticipated surplus of engineers,
scientists, and technical personnel, provided workshops on job
opportunities, counseling on career planning, and guidance in
preparing resumes. On-the-job training and short skill development
courses were also available. More than 532,000 individuals took
advantage of this 2-vear program.

An example of the interaction of Federal programs is provided by
the 1972 termination of construction of the ABM Safeguard site in
Corrad, Montana. a5 a result of an arms-control agreement. At the
same time, a nearbv smelter and wire mill closed. Unemplovment in
the area doubied. A Department of Labor discretionary grant
rermitted the state to offer relocation and job search assistance.
~imultaneously, an Economic Adjustment Committee interagency task
force secured funds for economic development efforts such as road and
water projects, facilitated low-interest loans to local small businesses,
and helped the community convert ABM site facilities to industrial
uses. S

And for veterans, there was again a GI Bill. Althouvgh less generous
in real terms than its World War II counterpart, the Vietnam era GI
Bill served 8.2 millicn veterans, about 61 percent of those eligible (in
comparison ie a participation rate of about 43 percent for the Korean
biil and about 30 gercent for the World War II version). The program
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cost about 6 billion in 1991 constant dellars and required veterans to
pay for part of their education or training (this compares to about
$85 billion (1991 dollars) for the World War II program and about
$20 billion (1991 dollars) for the Korean veterans).:®

Selected Post-Vietnam War Federal Transition
Assistance Programs

In the overview of assistance pregrams above, we have noted some
of the major forms of Federal aid available to defense workers,
commaunities, and veterans affected by the drawdown from the Vietnam
conflict. The community assistance programs of the DoD Office of
Economic Adjustment and the later-initiated President’s Ecenomic
Adjustment Committee are fairly well known and continue today.
Also, the GI Bill-tvpe package of benefits and veterans’ assistance are
familiar and well-studied. Roughly comparable assistance and
“outplacement” benefits are available to current military and civilian
personnel being released from DoD service.

But what about defense workers? In the first place, clearly, the fate
of defense workers is bound up with the fate of their companies. If
defense companies are able te find alternate work and markets to
replace military business lost because of the drawdown, and to the
extent that the new business provides an opportunity to continue the
emplovment of the defense workers associated with the lost military
business, then all is well. But if nc new work can be successfully
substituted. or if the new work is not enough or of a kind to permit the
continued emplovment of the former defense workers, then the defense
workers will be laid off, or “displaced.”

Displaced defense werkers have not been the direct beneficiaries of
extensive Federal assistance during past drawdowns, and rarely have
thev been the specific targets of a Federal transition assistance
program. Of course, as we noted above, one strategy of assistance to
waorkers is to assist their companies first, so that the need for mass
lavoffs does not arise. If the good defense companies are robust and
thriving in expanded commercial and/or other-Federal markets, fewer
workers will end up in need of assistance.

THE AsSISTANCE PrROGRAM APPROACH - THE TMRP

One strategy for helping defense workers who do become displaced
involves some form of direct personal assistance to the worker,
sponsored through a Federal program operated by Government
emplovees. Programs of such assistance originated in the early 1960s,
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aithough most were not targeted specifically at defense workers. We
have briefly identified and discussed several of these programs, such as
the Area Redevelopment Act, the Manpower and Development
Training Act, and the Trade Adjustment Assistance Act, later amended
by the Trade Act of 1974. We shall now focus in mere detail on one post-
Vietnam displaced worker Federal assistance program: The
Technology Mobilization and Reemplovment Program (TMRP).

The Technology Mobilization and Reemployment Program of 1971
provided assistance to defense company scientists, engineers, and
technical workers displaced as a result of the Vietnam War drawdown.
As a Federal assistance program targeted specifically at displaced
defense workers tat least one subset of them), it is unigue.

The TMRP provided workshop: of job opportunities, counseling on
career planning, and guidance in preparing resumes. -Job search
grants, on-the-job training, and short skill development courses were
available. Additionally, Federal funds supported staff personnel in
state emplovment service offices 50

One of the efforts sponsored under the TMRP was a study
contracted by the Department of Labor with the National Society of
Professional Engineers (NSPE}). NSPE organized teams of unemploved
aerospace engineers to investigate job markets in 14 high
unemplovment cities. The teams examined potential emplovers needs
in 21 fields such as medical services, criminal justice. food products, and
transportation. In the process, the engineers identified 55.000 job
opportunities.

In a follow-on contract with NSPE, aerospace engineers and
scientists were retrained for jobs in 11 industries with good job
opportunities. including food products, health care, transportation,
power resources, pollution control. solid waste, educational technology,
and occupational safety. Of the 329 people enrolled, 302 found
employment, most in the occupations for which they were trained.

The NSPE training and emplovment project dispelled some mvths
about aerosnace engineers and technical personnel:

o Emplovers had thought defense aerospace engineers were more
highlv paid than they actually were. Emplover expectations
had been for salaries in the 825,000 area, whereas the NSPE
participants were making about $16,000.

e Manyv emplovers believed aerospace engineers would be too
specialized to be able to adapt to commercial work. The program




convinced many emplovers that defense aerospace experience
was more an advantage than a disadvantage.

o Emplovers expected defense engineers to be too old. The
average age of participants was 45.4 vears, but the retrained
aerospace engineers took less time to become productive than
new college graduates.

e Emplovers believed that aerospace engineers would return to
defense work as soon as thev could. Only one-third of the
unemploved engineers did in fact return to the aerospace
business.s1

When the TMRP began, an estimated 75.000 to 100,000 engineers,
scientists, and technicians were already unemploved. When the
program ended 2 years later, more than 532,000 individuals had
registered for TMRP services; 32,000 participants were known to be
reemploved; and $28 million had been spent. That is approximately
8824 per person reemploved.$2

Are these good numbers? The first problem in answering this
question for the TMRP is that we do not know to what extent those
engineers who participated in the program and got rehired owe their
rehiring to the program. We cannot even answer the basic question:
Did subsequent rehiring take place because of, or in spite of, the
program: in other words, did the program hinder or heip those tryving to
find new jobs? Or did it have no effect at all; would the engineers who
became reemploved have gotten jobs anvway, and as quickly, with or
without the program? We do not know from the information available.

If 532,000 people participated in the program over 2 years, and only
32,000 were known to be reemploved, that is a 6 percent “success” rate.
Is this a good result for $28 million fin 1972 doliars)? One test of the
result would be to compare it to the average result for displaced
workers in the economy generally, the overwhelming majority of whom
will have received no formal program assistance whatever. About
2 million people lose their jobs in the United States economy everv vear
as a result of permanent plant closings and downsizing. That is the
“normal” turnover of jobs in a dynamic, growing market economy. The
average unemplovment period for those workers is 3 to 6 months:
85 percent of the displaced workers have found new emplovment within
that time. And the new wages are roughly as high as the old wages for
these rehired workers: the average new wage for the rehired workers is
80 percent of the old wage for blue-collar workers, and 97 percent for
white collar workers.53 Against this “average,” the TMRP performance
does not ook impressive. However, we really do not know whether
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others among the 532,000 participants were eventually reemploved.
So, the “success” rate of only 32,000 is not particularly meaningful.

If we focus on displaced workers more similar to the TMRP
engineers, rather than a general population average, what are the
reemplovment results? A 1967 study of 1,200 engineers and scientists
discharged from 62 aerospace companies in the San Francisco area
between 1963 and 1965 found that 78 percent had found reemployment
within 25 weeks.84 The average duration of unemplovment for all of
these aerospace workers was 14.4 weeks.85 A similar 1966 study of 500
displaced scientists and engineers in the Boston area found the average
unemplovment duration to be 12.2 weeks for these workers.56 About
77 percent had been reemploved within 25 weeks. 57 We do not know
the comparable figures for TMRP participants; we know neither their
average unemplovment duration nor the percent who were reempioved
within 25 weeks of completing their participation. But if it is true that
at the end of 2 vears of the TMRP only 6 percent of participants had
been reemploved, then this would seem singularly unsuccessful in light
of the San Francisco and Boston experiences.

Another way to assess the TMRP would be to look at the specific
program elements to trv to determine whether these were effective
selections for tvpes of assistance. The TMRP emphasized job
information and some minimal training for the laid-off engineers. And,
indeed, labor market information has been the most important factor in
helping displaced defense workers to find jobs. Unfortunately, the
formal or organized channels of labor market information have been
generaiiy ineffective. For example, the San Francisco engineers found
that contact with state or commercial employment agencies was less
than one-third as likely to produce a job as was direct application. The
only channels of information the engineers found to be less effective
than employment agencies were professional societies and trade or
professional magazines 38 Similarly, in a study of laid-off Boeing
Company workers, the workers indicated that, as of 13 months after the
layoff, 32.5pe :nt of the jobs found were obtained through direct
application, 22 percent through friends and relatives, and 11.6 percent
through advertisements.8¢ On the basis of these findings. we might
conclude that the TMRP approach, to the extent that it relied on
funding staff in the state employment agencies. was misplaced in iis
cmphasis.

The training emphasis of the TMRP also appears to have been
inappropriate. In general, retraining programs do not appear to have
much relevance to the transition problems of defense workers. In
general, defense workers are better educated, vounger, and more
skilled than the work force at larze %0 In one study of technical and




production workers engaged in missile production, retraining needs
were minimal. Of 121 defense occupations analyzed, only 22 appeared
to need any retraining for their skills to be readily employable outside
defense.®! And defense engineers in particular do not usually require
formal retraining. Instead, they generally need only on-the-job

. training in their new positions to make the switch successfully from
defense to nondefense employment.92

In conclusion. we may say a few things abou: the TMRP. First,
there is not enough information about the overall eventual
reemplovment rate of participants in the program to know what the

) true “success” rate was. Nor do we really know whether the known
rehire rate was in anyv way a result of the program. However, we do
know that the stated rehire rate compares very unfavorably with the
rehire experience of displaced workers in general in our economy, with
and without assistance, and with the general rehire rate of displaced
defense engineers and scientists specifically. Finally, the use of state
emplovment agencies seems to have been an improper choice, as was
retraining courses for engineers, who are better served by on-the-iob
training in their new positions.

The more fundamental problem with programs such as TMRP is
that thev presume that Federal, state, or local civil servants will pe
able to respond to worker displacements in a timelv manner with
training and other assistance that is relevant to the worker. In

. actuality, by the time a program and its funding have worked their way
through Congress and Federal and state bureaucracies down to the
field office in, s2y, Roanoke, Virginia, the odds are virtually nil that the
assistance provided will in any wayv match the true needs of a specific
group or groups of displaced workers and potential emplovers of those
workers.

THE BUSINESS INCENTIVES APPROACH - TaX CobE SECTION 51

Another strategy, that might have significant advantages over the
Federal program approach, would employ tax incentives for companies
to hire and train (if necessary) displaced workers. In a sense, displaced
defense workers would be given a “voucher™ which a hiring compaany
could use to write off for tax purposes a portion of the worker's salary
and any necessarv subsequent training, thus reducing the hiring
company s taxes.

There may be some advantages to this approach over the program
approach. First, in the tax incentives approach, the displaced worker
suddenly becomes much more valuable and attractive to any potential
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hiring company, at least in compariscn to other workers without the
incentive. That is likely to induce more interest on the part of
companies all over the country to seek out and hire those werkers.
Thus th~ worker is not left completely on his or her own to find work.
Both workers and potential emplovers are actively scouting. Second,
the training that is actualiy provided to the hired worker will be
selected by the new emplover to match exactly what the worker needs
for his new jcb. Furthermore the company will select the best
avzilable trainer for the new worker, because it is clearly in the
company s interest to get the best and most relevant training avaiiable
for the new emplovee. Finally, the tax incentives approach would
complement, rather than compete with or duplicate, anyv ouiplacement
assistance that the downsizing defense company might provide to its
displaced workers. Thus, for these reasons the tax incentives approach
is likely to be more efficient and effective than most program
approaches, if the goal is to get dispiaced defense workers hired quickiy
and their skills upgraded with efifective and relevant training.

Although the ta:. incentives approach cbviously reduces the amount
of tax revenue collected by the Government, this cost is offset to some
extent bv the reduction in unemplevment insurance paid and by the
revenues that accrue to the Government from the taxes paid by the
newly hired workers tif the incentives induce hiring tha: otherwise
would not have taken place »r wauld have taken place less guickiv:.
Instead of having displaced workers actinz as a drain on the Treasurv
through income-maintenance assistance, the quickly hired workers
will be paving taxes. The costs can be further oifset by a reduction in
the funding for programs that would otherwise have been spent on
these displaced defense workers.

A pilot effort using the tax incentives approach was laurched uncer
the Carter Administration in 1977 {Pub. L. No. 85-30. Sec. 202(b),
added as Section 51 of the U.S. Code] and revised in the Revenue Act of
1978. Under that law, a “targeted employment tax credit” provided
emplovers with an income tax credit of 50 percent of the first 36,000 of
wages 1n th= {irst vear of employment and 235 percent in the second vear
to encourage hiring of unemploved disadvantaged persons, especially
certain vouths between the ages of 18 and 24. To avoid rewarding firms
for hiring thev would have don2 anyway, and to limit the cost, firms
were required to increase their payrolls by 2 percent above the levels of
the preceding vear to qualify. And the total annual amount of the
credit anyv emplover could clzim was capped at $100.000.

Subsequent amendments of Section 51 have reduced the current
credit to only first-vear wages of a new ¢mpiovee, and the total credit is
iimited to 40 percent cf the qualified wages. as well as the original




The Reagan era defense buildup reached abeut the same peak
spending levels, in real terms, as both the Korean War and Vietnam
War buildups had done. In fact. it is surprising to see how closely the
three major defense buildups correspond in this regard (see Figure 2.
But, although the absolute dollar values were virtually the same for the
three periods {at least at their peaks), the American economy was
different for each. The most obvious — and perhaps the most
significant — difference is the size of the economy during the three
periods. In 1982 constant-dollar terms, the nationzl economy stood at
S1.2 trillion in 1950 at the start of the Korean War. By 1965 and the
initiation of the major buildup for Vietnam. it was $2.1 trillion. And by
1951 and the commencement of the Reagan buildugp, the economy had
grown to $3.25 trillion in the same 1982 doliars. So each succeeding
buildup, though reaching the same peak spending in real terms,
occupied a greatlv diminished portion of the economy in comparison to
its predecessors (see Figure 1). Each succeeding buildup was thus
potentiallv less of 2 burden on the economy of its time.

Another significant difference was the amount of unused or
underused resources available to be emploved in the defense buildup
before rhe defense uses began cutting into civilian production. We have
already noted this difference between 1250 and 1965. The Korean
buildup began in an economy essentiaily in recession. with fairly high
unemplovment and low industrv capacity ut:lization. The buildup.
aithough large in relation to that smaller economy, could thus run
quite a wavs before it would begin bidding awayv resources fromr the
regular economy. In fact. the surge in inflation during the Korean War
came mosily in the first several months of the coaflict and was driven
by panic buyving and hoarding in anticipation of severe shortages fsucr.
as occurred during World War II, jusi 3 years earlier) that never
actually materialized. In contrast, the Vietnam buildup was launched
in an economy alreadv near full operating capacity. So *he increase in
defense production had to come, after taking up some minimal slack in
the economy, at the expense of civilian production. If demand in that
civilian side of the economy was not reduced by 2 corresponding amount
tsuch as through increased taxes), the result would be infiation. And
that 5 exactly what occurred. Finally, as with the Korean War
mobilization, the Reagan buildup began in an economy in recession.
Unemplovment was extremelv high - 8.7 percent in 1982 — and
industry was operating at only 73 percent of capacity. So the econcmy
could absorb a large defense buildup fo~ quite a while before the civilian
economy would be seriously affected.

A third difference between the three buildups is in the time taken to
reach the peak of spenming. As shown in Figure 2. the Korean
1aobi'ization was sharp ane¢ sudden, almost all of it taking place in




¢ vears. though the total buildup covered 3 vears. The Vietnam buildup
also took 3 vears but was more gradual ~ver that period. And the
Reagan buildup was the mest gradual of ali. taking 8 years.

Gne final difference is in the degree of absolute change in defense
spending for the three periods. The Korean War was launched from a
very low base of defense spending. Continuing to use our 1987
constani-dollar basis (now using rY92 Budget numbers rxther than
1991 Economic Report of the President numbers)}, defense spending
went from 3774 billion in 1949 to $271.5 billion in 1953, a change of
21941 billion. The Vietnam War started from a much higher base —
£181 4 billion in 1865 tlower than the preceding vear: — and peaked
3 vears later a1 $254.8 billion. an increase of $73.4 biilior:. So the real
scale of the Vietnam buildup was less than half that of the earlier
Korean War. The Reagan buildup started from a base of $171.4 biilion
in 1981 and peaked in 1989 at $256.6 billion. an increase over § vears of
$85.2 billion. Thus, the Reagan buildup was slightiy larger «nan the
Vietnam buiidup but was spread over almost three times as longz.

On the basis of all these counts together — size of the overall
economy, capacity of the economy o absorb a large defense increase.
gradualism of the buildup, and overall size ¢f the defense spending
increase — the Reagan buildup should have been the most
economically benign of the three periods.

Each “war™ president chese different policies to manage the
economy during the buildup. Truman raised taxes, cut back on Federal
civil spending, and tightened credit (if we believe the Federal Reserve
responded to the President’s will) to pay fer the war, reduce consumer
demand. 2nd thereby control infiation. Johnson did not raise taxes or
cut back on cther Federal spending talthough credit was tightened),
hoping he could have a defense buildup, a Great Scciety program of
Federal civil spending. 2 booming econcmy, and no inflation. Reagan
actually cut waxes, on the theory that reduced taxes would engender a
large expansion in the economy with an actual increase in overall
Federzal revenues. thus paving for the buildup. Credit also was
loosened from its very tight leveis during the recession of 1980 - 1982.
Some of the defense increase was offset by cuts in Federal civil
programs. but total Federa! nondefense spending tincluding pavment of
interest, social securiiv. etc.! continued to expand througzhout the
period. Nevertheless. the Federal deficit as a percent of GNP, though
high by historical peacetime standards, actuallv declined over the vears
of the buildup (1981 — 1989

For demobilization. or conversion from defense to civilian
production. we might expect the reverse of many of these observations.



Cn the downside of & major defense buildup, the concern is that the
economy be able t¢ handle the transiticn from defense to civilian
production without serious dislocation. There are essentially two
principal ways to deal successiuliy with s major shift away from
defense to civilian production.

First, one may focus on the larger economy so that it is made
hospitable to receipt of the formerly defense-oriented resources. This
might include various strategies to induce economic growth or
expansion of the economy so that the defense resources are released
into = larger economic pool that will be able to absorb them smoothly
and pui them to rapic use. So, high rates of Federzal spending might be
sustained by raising spending on Federal civil programs in direct
compensatiien for the decline in defense spending. Or taxes mayv be
lowered, giving businesses and consumers mecre disposable income and
thus raising spending in the economy. Taxes mayv be lowered either
directly or through measures such as allowing businesses to amortize
their properties over shorter periods, as was done in World War Il. Or
monetary policies may be adopted that enccurage spending o<
expansion of the economy. One example would be easier credit policies
that boost money supply growth or lower interest raies or both. All of
these measures might be called demand-oriented: their goal is to
increase the demand in the economyv for the resources that are being
released from defense uses.

The other maior demobilization adjustment strategy focuses on the
defense resources themselves. rather than the receiving civilian
economy. The goal here wcuid be to reduce the amount of released
resources that the economy has to absorb at any time, or to enable the
defense resources to be converted quickly and successfully to civilian
occupation. So, for example, streiching out the decline in defense
spending over more vears would reduce the dose that the economy has
to deal with. Another tactic is to divert the defense resources, such as
manpower, into other occupations that Keep them from crowding into a
potentially tight civilian marketplace. The GI Bili is a good example of
this: by diverting manv veterans into schools, it Xeeps ther ‘rom
competing for limited jobs in the marketplace. Another set of measures
deals with heiping defense manpower — veterans, DoD civilians, and
defense industry workers — and defense companies make the
transition more effectiveiy into the civilian workplace. To the extent
that these measures — such as job placement assistance or training —
help the defense resources (people aniu companies? fit betier into jobs or
production that are readyv a.:d waiting for them. then the programs
significantly help keep needed resources from standing idle or being
ineffectively used. However, to the extent that jobs are tight or
production restricted, then these programs merely assist one group of




candidates to compete more successfully than another group for the
limiied openings.

As with the mobilization phase during the three roughly
comparable “war” perieds, the Reagan era demobilization should be the
most economnically benign of the three. First, as was true for
mobilization, the Reagan-Bush era economyv is vastly larger than its
predecessors. Again using our constant 1982 dollars for comparison,
the GNP in 1954 was $1.4trnillion. In 1969 it was $2.4 trillion, and in
1990 it was $42willion. Thus, the resources beinz released from
defense uses in the current drawdown are being absorbed by an
economy that is three times as large as it was during the Korezn
demopilization and 1.75 times as large as the economy during the
Vietnam War demobilization.

And the doses of defense resources being released into this much
larger economy are muck: smailer thar in the earlier periods. From its
peak in 1953 at $271.5 billion (1982 constant doilars. defense spending
fell t0 $198.5 billion in 19586, a reduction of $73 billiorn in 3 vears, or 2n
average of $24 3 biilion per vear. In comparison., the Vietnam
reduction went from a high of $254.8 biilion in 1968 to $202.7 billion in
137i. That 1s 2 reduction of $52.1 hillion over the 3 vears. or an average
of $17.4 bililon per vear. And in the Reagan-Bush drawdown, defense
speading dropped from $256.6 billion in 1989 talmost exactly the same
as at the Vietnam War p2ak) to an estimated $223.3 billion in 1992.
This is a reduction of $33.3 billion over the 3 vears, an average of
$11.1 billion a year. So the Reagan-Bush drawdowsn is releasing
roughly half 146 percent) the amaount of resources into an economy
three times as large as that of the Korean War. Thus, one might expect
thke current defense reduction impact to be 2bout one-sixth as large as
that of the Korean War demobilization. Similarly, compared to the
Vietnar: War érawdown, the Reagan-Bush drawdewn is annually
releasing 61 percent of the amount of defense resourc2s into an
economy 1.75 times as large. Thus. on these grounds. the current
drawdown ‘through 1992 enly) should have rougkly ope-third tabout
37 percent) of the impact on the economy as that foliowing the Vietnam
War. For 2 comparison of the thre« demobilizations using other
measures, see Table 5.

On top of the ~“demobilization™ from the peak of th~ Reagan-sra
defense buildup, the effeciive end of the Celd War has resalted in calls
for additional defense reductions. In a sense, those additional
reductions might be viewed as the demobilization from the Cold War
buildup that began in 1950. These reductions come at the end of what
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rmight be regarded as the Reagan-era buildup and drawdown of
froughly) 1981 —1990.

But, as with mobilization, the state of the economy is critical in
determining the impact of demobilization. -Just as a relatively smaliler
buildup can have a greater negative impact on a full-emplovment
economy than on an econemy with large unused capacities {remember
the comparison batween the Vietnam and Korean mobilization
situations), so too a relatively smaller demobilization into an adverse
economy can have an exaggerated negative effect. What is an adverse
economy? It is one that cannot quickly put to good work the resources
being released from defense purpeses. The kev determinant, regardless
of whether the economy has unused capacity or is at full employvment, is
its rate of growth. Generally speaking, if the economy is at full
empiovmenti and is growing well. then the addition of new resources
can be healthv. because thev can be put to work in the expansion
without competing against the already working manpower and
industry. Such an economy has developed a need for the additional
resources just at the time that they have become available from their
former defense uses. But if the economy is not 2t full employment. then
the growth rate must be much greater in order to put io work both the
already idle resources tn the economy and the newly available defense
rescurces. Ii the growth rate is not enough, then the defense resources
simplyv become part of the idle pool of resources. Unemplovment rises,
industrs canacity use falls. The worst of 2ll possible situations 15 the
release ¢f defense resources into an ecoencmy that is not growing or is
growing very slowiv and that has large unused capacity and high
unemplovment. At this point. providing transition assistance such as
Jjob training is not effective, because no jobs are availakie.

Today, even though the amount of defense resources being released
into the economy is not large relstive to either the post-Korean War or
Vieitnam War environments. unemplovment is 7.2 percent
tDecembar 1382, industry capacity utilization {reanufacturing! is only
77.9 percent 'November 1992), and the economy growth rate is
somewhere between 3 aand 4 percent ifinal quarter, 1992).

Also, there is a2 significani difference in relative mebility of
production resources :in the several postwar economies. As we have
neied, after the Korean War, defense production became increasingly
specialized, so that by the time of the Vietnam-era drawdown. it was
much more difficult for defense companies to convert quickly or
successfully to civilian production. That situation prevails todav as
well.

s o




Today, at least three simultaneous major restructurings appear to
be taking place in the American economy. First and foremost, industry
15 slimming down in order to cut costs, raise profits, and increase global
competitiveness, putting many workers awash into the economy at
once. Second, there is the post-Cold War downsizing of defense, which
we have been discussing. Third, there appears to be a major shift from
production inveiving low-skilled workers to production demanding
higher technical skills. iIn the process, the higher skilled workers, who
are relativeiy few in supply, are in great demand and are finding their
wages bid up tv competing employvers, while the lower skilled workers
are increasingly unemploved or forced to take lower wage jobs. These
three restructurings, plus the 1990~ 19581 recession, operate togeiher
to worsen the unemplovmment situation. io reduce confidence among
consumers, and to prolong the economic hardship.

CONCLUSION

Ort of this history of the last four major defense buildups and their
aftermaths, a few observations seem striking. First. we note the
relative scale of the different major conflicts. The national effort in
World War II dwarfs all others by everv measure. Unlike the later
conflicts, World War II was a war of immediate national survival.
About one-half of the entire economy rapidly became dedicated to the
war efiort. One out of every six working Americans was in the fighting
forces (11.5 million men and women!, and one-kalf of the working
population was directly committed to the war, either in the military, as
a civilian working for the military, or as a defense worker. The
conversion of the society from peace to war was swift, dramatic, and
without 2qual either before or after in the nation’s history.

In comparison with World War II, the Korean and Vietnam Wars
and the Reagan buildup sees: small. Actually, in real terms those three
defense buildups were virtually the same in scale; the actual amount of
the national measury ‘in 1982 dollars) devoted to each reached almost
the same peaks. Yet the Vietnam and Reagan efforts constituted a
much smailer amount of the overall economy than did the Korean War.
In other words. although the countrv spent essentially the same
amount of money for the Korean and Vietham Wars and the Reagan
buildup, those “egual”™ amounts were increasingly smaller portions of
an ever-larger national economy. The countrv could ~afford™ the
expense more and more easily over time as the nation grew
increasingly “wealthy.” Table 6 compares the sizes of the four major
defense mobilizations and demobilizations relative to the U.S. economy
of each period.




TABLE®6

Scale of Mcbilization end Demobilization

Up Dowmn
(inczease ndefense {detrease in defense
spending as a percent spending as 2 percent
of GN?P) of GNP)
VA 391 37.%
Korea 32 37
Vietnam i8 12
Reagan 16 1 0 {through 1221)

In terms of the numbers of men and women serving in the military,
the Korean and Vietnam Wars again were virtually identical: at the
pesk there were 3.59 miilion men and women in the Korean War
military and 3.53 million during Vietnam. By contrast. during the
Reagan buiidup the military forces grew to only 2.23 million. Most of
the Reagan buildup was spent on weonons, not larger forces.

Additionally, World War II and the Korean War were more
compressed events than the Vietnan: War and Reagan buildup. The
latter two buildups and drawdowns were spread over longer perieds
than the earlier conflicts. This meant that the later, larger economies
should have been able to adjust to the defense changes more easily,
given proper Government fiscal ané monetary management.

A second significant observation is that each defense buildup was
followed fairly quickly by a recession. It is difficult 1o characterize the
period immediately after World War Il as recessionarv. The conversion
from war production was so massive that it is difficult to serarate that
process from the “regular”™ economy. And comparing it to the prewar
economy 15 not useful, since that was artificially low in the Great
Depression. Nevertheless. a trve recession did occur in 1949 that
Truman attributed to the effects of war-generated inflation. Although
2 postwar reduction of some production and emplovment must be
expecied compared to the ~artificially™ high levels of war. the mild
recessions of 1954, 1970, and 1990 are sometimes attributed to the
effects of defense drawdowns releasing resources into the economy. In
other words, demobilization is said to have “caused™ the recessions.

This argument, however, is difficult to confirm. In the case of the
post-Korean War recession, both the Truman and Eisenhower
Administrations had adopted tight monetarv and fiscal policies that




may have been the primary culprit. In 1970 the economy, as in 1549,
was trying to adjust to new levels of inflation that were probably caused
by war production being imposed on a full-employment economy
(without compensating adjustment). In the 1990 recession, several
major restructurings of the economy were taking place simultaneously,
along with a tightening monetary policy, all of which could have been
likelv causes.

Both the post-Vietnam War and post-Reagan’'Cold War drawdowns
shouid have been relatively minor adjusiments in the overall economy
of each period, at least in comparison with the Korean War aftermath.
However, the adjustment was certainly not easy for many defense
contractors. It is generallyv beiieved thai defense contractors had
become increasingly specialized to meet the unigue requirements of the
military and were unzble to Jiv__sify from this “culture” into the
commercial world. Most. therefore, ended up releasing those workers
who were no longer needed for the companies’ diminished, ongoing
defense business.

The kev factor in determining whether a defense drawdown will be
successful is the dynamic growth rate ef the overall economy. If the
economy is sustaining healthy growth, then the resources releasad from
defense purposes are most likely to be readily absorbed and put to good
use. If the economy is not growing strongly, as in the period 1990 —
1992, tke additional burden of released defense resources may
agzravate the zconomic situation.

Finally, we note the several attempts by the Government to provide
various forms of assistance during the transition from defense to
civilian work. The most consistent programs ithroughout the period
from World War II through the present have been (1) a2 GI Bill-type
assistance package to military veterans meving to civilian status and
12) unemployment insurance assistance programs under Federal
Governmenst auspices, bui run by the states. Additionally, since 1961 a
program of assistance has been available to localities to help them
adjust to the closing of defense bases and plants. During the period
studied, there was no, or very little. direct assistance given to defense
companies to aid them in adiusting to cutbacks in defense contracting.

Defense workers displaced by defense cutbacks have been eligible
for unemplovment insurance and some Federal assistance programs.
These assisiance programs were not generally targeted specifically at
defense workers. However, defense scientists, engineers. and other
technical workers were eligible for help under the Technology
Mobilization and Reemplovment Program of 1971. The actual merits of
that post-Vietnam: War program are difficult to measure. The overall




reemplovment success rate of participants was verv low. Rather than
rely on direct Federal programs, another approach to aid workers wa=
launched in the Carter Administration and relied on giving companies
who hired displaced workers a tax benefit. Although the benefit offered
under this program was not enough to induce much hiring, the tax
incentives approach may have promise as a wav of reducing the
unemployment of laid-off defense workers, if a program of preferential
assistance to these displaced persons is desired.

For a brief summary of selected comparisons for the four major

military buildups and their aftermaths, see Appendix A, Table A-1.

END NOTES

[T

de

[7]]

&

Economic Report of the President. 1957, Table E-17 and footnote 1. One
reason various siudies and books use different numbers for these
populations is that the 1940 Census failed to count 150.000 military
personnel overseas. Sze Table C-7, Economic Report of the Pres:dent, 1349.
In this chapter only we have elected 10 use numbers from the national
inceme 2ccounts ' Annual Economic Reports of the President). rather than
from annual US. budge: documenis. The accounting {or “nztional defense.”
for exampie. covers difierent items in the various documents. The choice
allows us to be consistent across a2 large number of vears and economic

measurss.

Tbid.

Ibig.

Economic Report of the President. 1991, Table B-1. The GNP numbers were

revised in 1986 for 1929 1985. Theyv were revised again n 1991. but the
latest tabizs do not go back before 1959.

Econem:c Reporz. 1957, 0p. cit.

U.S. Congress. Office of Technology Assessment. Redesigning Defense:
Planring the Trensition to the Future U.S. Defense Industricl Base. July

1951.p. 13.
“America.” The Economust. October 26.1921.p. 3.

Kenneth L. Adelman arnd Nerman R Augustine. The Defense Rerolution:
Intelligent Downsising of America’s Military. ICS Press. San Francisco.
1990, pp. 121 - 123,

Lois Lembo. Judith Philipson. and Le2on Reed. Lessons from the Pest:
Mitigating the Effects of Militars Cutbecks on Defense Workers. TASC.
Arlingion. Va. 1no date), p. 9. citing Perretz. Geoffrev. Davs of Sadness.




Years of Triumph: The American People 1939— 1945, Coward, McCann,
and Geoghegan, New York, 1973, p. 399.

10 The Economust, op. cit.

il Jack Stokes Bailard. The Shock of Peace, University Press of America,
Washington. D.C.. 1983, p. 124.

12 Ballard, op. cit.. p. 129.
13 Economic Report. 1957.0p. ¢ «.
14 Ballard. op. cit. p.129.

15  ..ice of Technology Assessment. Ajter the Cold War: Liing with Lower
Defense Spending. Figure 1-3.p.5.

16 Lembe. et al. op. cit.. p. 10. citing Milward. Alan S.. Wer. Economy and
Society 1939 — 1945, University of California Press. Berkeleyv. 1979. p. 229.

1% Economic Report of the President. 1991. Table B-1. Using coanstant doilars,
Federal spending was 52 percent of GNP in 1942,

15 Lembo.etal.op.cit..pp. 10— 11.
19 Econom:c Report of the President. 1947 1Januaryy, p. 23.
20 Econom:c Repor of the President. 1947 1July), pp. $2-83.

21 Paul W. McCracken. "Why Things Aren't Getting Better.” The Well Stree?
Jourrel. Juiv 23. 1992 p. A-12.

22 Econon:ic Reporz. 1947 tJuly). op. cit.
33 Ballard. op. cit.. p. viil.

24 The Conierence on Postwar Readjustment of Civilians and Military
Personnel predicted in June 1943 that the end of the war would see ~as
many as $ or 9 million vnemploved persons in the labor market.™ Ballard,
op. cit., p. 16.

35 Remaining material on conversion planning and preparation relies on
Ballard unless noted otherwise. This short book is highly recommended to
anvone mnvestigating defense conversion issues. Although dealing solely
with WWI{I conversion. and thus with America’s most challenging
conversion experience, it provides valuable insights for just that reason.

26 Economic Report of the President, 1991. Table B-S7.




2% Economic Report of the President, 1949, Table C-27.
28 Economic Report of the President. 1947 tJanuary), p. 9.
29 Thid.
. 30 Tbid.
31 [Lid.. p. 16.
32 Ballard. p. 166.
33 Econ Report. 1947, op. cit.. p. 12.

3+ Ballard. pp. 166 —-172.

35 james A. Huston. Guns cnd Butter. Powder and Rice. Associated
Universiiy Presses. Cranbury. N.J.. 1989.p. 25~ 28.

36 Economic Report of the President. 1991. Table B-1. Using Table 3.1 of the
United Siates Budge: for Fiscal Year 1992, the fizure is 3.7 percent of GNP,
compared 10 2 high of 39.2percent in 1944. The two official documents
include different items in their totals for “pational defense.” For
consistency, we use the Economic Report tables throughout. except where
cited otherwise. such as in some of the figures. For comparison, see
Appendix B, which shows defense spending as a percentage of gross
domesiic product. using U.S. Budget figures for defense outlays.

3% Huston. op. cit..pp. 2§ —-30.

38 Economic Report of the President. 1991 Table B-i.

32 Huston. op. cit.. p. 32.

30 Economic Report of the President. 1991, Table B-1.

31 Ibid.. Table B-32 and Huston, op. cit., p. 109.

32 Terrence J. Gough. U.S. Army Mobilization and Logistics in the Korean
War, U.S. Armv Cenzer of Military History. U.S. Government Printing
Office. Washington. D.C.. 1987. pp. 55— 57.

<3 Huston. op. cit.. pp. 108 - 109.

+3 Gough. op.cit..pp. 114115,

35 John Edward Wiltz, “The Korean War and American Societv.” The Korean

War: A 25-Year Perspective. Frands H. Heller, editor. Lawrence. Kan.: The
Regents Press of Kansas. p. 118.

S 1t 6 Aboam P St B s i




5 Tbid.

47 Ibid.. pp. 119-120.

43 Ibid., pp. 126 - 132.

59 Ibid.. pp- 132~ 133 and Gough, op. cit., pp. 169-110.

50 Wiltz. op. cit.. pp. 137 —140.

51 Table B-2. Economic Repor? of the President. 1931.

52 Economic Report of the President. 1991, Table B-1and 1992, Table B-74.
53 Economic Repori of the President. 1991, Table B-i.

54 Tbid.. Table B-32.

35 Lembo. op. cit.. p. 15.

55 James W. McKie. Preprietar~ Rights and Comgetition in Procurement,
Santa Monica. Calif.: The RAND Corporation. June 1966 and U.S.
Congress. Office of Technology Assessment. After the Cold War: Living with
Lower Defense Spending. Washington. D.C.: U.8 Government Printing
Office, Februaryv 1992.p.8.

57 OTA. bbid.. pp. 7 — 8. 147 and Wiltz. op. cit.. pp. 156 - 157.

58 Lembo. op. cit.. p. 16.

52 Economic Report of the President. 1991, Tables B-1 and B-27.

82 jbid.. Table B-29.

81 Tbid.. Table B-12.

82 Tbid., Tables B-1 and B-2.

63 Jbid.. Table B-32

64 Ibid.. Tabie B-48.

85 Leslie H. Gelb ard Richard K. Betts. The Irony of Vietnam: The System
Worked, Washington. D.C.: The Brookings Institution. 1979. pp. 159 — 160.

65 Ibid... p. 159.

&7 Bernard Udis. ed.. The Economic Consequences of Reduced Militery
Spending. Lexington. Mass.: Lexington Books, 1973.p 47.




85 [bid., p. 52: Economic Impact of the Vietaam Viar, The Center for Strategic
tudies. Georgetown University. Washingion, D.C.: Renaissance Editions.
Inc., 1967 . pp. 18 - 20.

8% { 2mbo, op. cit.. p. 16.
\ %0 Ibid., Table 3. p. 1S.
“iIbid..pp. 16 - 18.

“2 Hugh G. Mosley. The Arms Rece: Ecoromic end Sociel Conseguences.
Lexingion. Mass.: Lexington Books. 1985.p. 176.

2 Ibid.. pp. 164 — 165, and Lembo. op. cit.. p. 17,

73 Ibid..pp. 176 — 178.

75 Ibid.. p. 177.

“S.john P. White. ~DoD Provides Assistance to Impacted Arezas.’™
Comrmanders Digest. June 1. 1378 and "inter-Agency Econemic
Adjustment Commitiee” Commanders Digest. Mav 17.1973.

v Lambe. op. cit.. pp. 17 — 19: and President’s Economicr Adjusiment
Committee. Econom:c Adjustment Converston. July 1985.pp. 63 — 77.

“SEAC.op.gt.,pp. 69 - 77,
"9 0TA, 9p. dit.. p. 147, -

3% President’s Economic Adjustment Committee. ZEconomic
Adjustment Conversioa. “Defense Worker Placement.” by Abt Asseciates,
Juiy 1985, p. 75.

$1 OTA.op.cit..pD. 116 - 117.
52 Ibid.. and EAC. 0p. cit..p. 75.

33 Arthur J. Alexander. "Can Russia’s Closed Cities Convert to Non-Defense
Economies?” prepared for conference on Russian clesed cities, Stavanger.
Norway, May 18-20.1992:p. 2

832 Curiis Eaton. “The Individual and the Defense Mass- Lavoff.” in
Adjustments of the U.S. Economy to Reductions 1n Militers Spending. U.S.
Arms Control and Disarmament Agency. ACDA E-156. Dacamber 1979.
p- 350, citing R. P. Loomba. A Study of the Recmploxment and
Unemplovment Expcriences of Scientists and Engineers Laxd Off From 62
Aerospace and Electronics Firms 1n the San Frincisco Bay Aree During
1963 - 1965 tSan Jose. Calif.: San Jose State Callege, Center for

o
-
-
Yomnon cpomis = -




Interdisciplinary Studies. Manpower Research Group. Februaryv 1967,
p. 50.

35 fbid., p. 358.

55 Ibid., citing Joseph D. Mooney, "An Analysis of Unemplovment Among
Professional Engineers and Scientists,” Industriel a»d Labor Relations
Review. V5l. 19, No. 4 :July 1966i.

$7 Ibid., figure 1, p. 357.
83 Ibid.. p. 367.

59 Ibid., . 365. citing State of Washington. Emplovment Securizy Depariment.
Tha © -ae-Soar Contrect Cancelletion. U.S. Arms Controi and Disarmament
Age..x Publication No. 298 «Washingvon: Government Printing Office.
1965+ p. 168.

2 Ibid.. p. 374. citing Max Rutzick. ~“Sk.lis and Locaiien of Defense-Related
Workers.” Monthiy Labor Review. Yol. 93, Na. 2 1Fzbruary 1970, pp. i1~
16.

51 Ibid.. p. 373. citing Car: H. Rittenhouse. The Transferability and Retraining
of Defense Engireers. U. S. Arms Control and Disarmament Agency.
ACDA B-110¢Washingzon: Gorernment Printing Office. 19681, p. 37

S Ibid., citing Rittenhouse. pp. $—-9.

93 David Wessel. “Wanted: Fiscal Stimulus Without Higher Rates,” The Well
Strzet Journci. Ociober 5. 1992. p. A-1.




J———

APPENDIX A

Selected Comparisons of Four
Major Military Buildups
and Drawdowns

Al

q-.
r




APPENDIX B

Summary of Defense Outlays,
Using U.S. Budget Numbers,
As Percentages of GDP:

1940 —1997
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TABLE B-1

Summa-ry of Defense Ouileys. Using U.S. Budget Numbers.

As Percentages of GDP: 1940 1997

Year

siense outlays
{in millicns of dollarsj

Defomse asa

percentage of CDP
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Source.

Sudgar of e Uniteo Staiss Government, Frscai Year 1593, Supglement,
cebrsary 1992
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TABLE B-1

Summary of Defense Outlays. Using U.S. Budget Numbers.
As Percentages of GDP: 1940~ 1997 (Continued )

of dotlars) (i miiitons of dolla:s) peicentage of GDP
i
1872 11358 | 79,174 62
1973 127180 | 76.681 50
1872 13033 % 738,347 357
1975 i5110 1 86.303 | 57
1576 18851 +2.612 53
1Q 2te 2227 50
1977 po191e7 | 97,21 51
1975 2158 ‘ 102,285 23
! yere boo22318 116,322 25
1289 Po2ezes 133.935 51
181 29827 i57.513 53
1982 31229 | 185,368 5
1983 33176 | 200,503 53
1982 35357 227.213 52
1883 38709 | 252,735 52
1285 22198 | 273375 55
1987 12333 28199 53
| 1288 . sw0 , 295,351 s0
{1588 .osaret 303,559 53
| 1e30 . 53595 259,331 55
TS . sg288 273232 zo
1592esumate | 5885C | 307.30< 52
1993 esumate . 52315 291,353 57
! 1932 esumate . 88328 283.3% ! 23
195 esumate | 79361 283,781 ¥
1935 ssumate | 72689 285.262 3s
197 esumate 73555 259 272 35
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