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Gentlemen, as you Know, we are starting on a new course that nas
to do with the evaluation of econondic war potential. I would like to
say something sbout the nesd for knowing the economﬁo_wa potential
of nations. I imagine all cf you are aware thab it is *mﬂortant that
we know how strong we are, how strong our f““ﬂ du are, and how strong
our potential enemy is or may be, and nﬂﬂs, Assistant oecvebary
of State Benton made a stat emeﬂt a 1i j whic

2T

"Had the Germans known in the lalbLe e thir s just how

strong we were, the cnd"
I am inclined to agr

nortance of war petential is that

r*c;, in tovm is working on it-not always
pu llin"lﬁhe same deeb. the" demow that it is an important issue,
I agree with then too, the study of economic war potential
is part of the mission of fhe Laauotrial College.

Another indication of the i
practicaplly every govery &

i

o

b

This is not the st lecture that ;
potential, There was one which T helieve

4.

to hear on war

iy

' ar t=pt¢u, at that time, I
y his lecture back and was rewriting
it, I think this is copmendable., We must ve flexible about this thing~

Professor kent 1ad & avocul sconon
couldn't do so because e had taen

I want to be flexible aboub it too, evern whern I present you with wha
think is the proper method of evaluating it. ifter I have given you

my answer to this probleu you will see at 2 glance that it is a very
iexible formula,

Y“hen Professor Kent was tallking aboubl economic war potentlal he
started off oy sayi: T am geing to tallk about capavilities.! That
opens up an angle would like Lo elaborale on a 1liltle oit, that
is, the tarminology used.

i1

You have already nofined that T an talldng o fwar potential,
whereas the project that you ares to work on, even the title of this
lecture, is called ”noﬂn01lc Fotential for war.” Tnere may or may notb
be any difference bebwsen those two terms, but I dor't think we should
concern ourselves too wuch with ¢ 5 at this stage of the game., This
is, after all, a very new science

nce, a rew approacn, The whole study
of it is not more than a dozen vears old, Cons GQuontLJ we cannot
fford to say at this time, "This is what we call A, ard that is what
we call B." I believe that we have to explain our terms as we go along.
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By doing sc we will avoid such arguments os whether we are talking
about Mstrategy! or "high strategy," or as in this case, ”eCOROrlC

war potentiall or "capsbilities,! 1 ﬁwtﬂrd, az I go aleng
my Terms, I am not abt all sure that those terms are go
They may be modified as time goes on,

ex
¢ be flt a1,

1 feel that the difference in termin
the different ayprcaches to this problem. X
who have given serious thought to the measursment of _ al, bul
there are not very many who completely a gith one anobher as to the

method to be used. I will give you what I think are the reasons for
that divergent approach. '

I was struck by the fact that nuclear phvsicists do not seem to
have that ovroblem. They all seem to be very much in accord as te what

aboub that situation-"ihy
wiuldn't ve agree? Ve
mew that we can measure the

they are doing. I spoke to a
is it that *“ey all agree?M He
krnow exactly what we are workis
mess and we h~Vc the velcocity of us the figure
for energy. We alsc know the If we bresk that

structure daown, we knov exaetly how much energy is released, We knew

it right along. "Bubt, he continued, your sconomics——1 wouldn't touch it
with a ten-~-foot pole. IE 2re are :oo many variables." - Chvicusly, he

has got something there. Nevertheless, we will have to work with it,

New, in apprcaching this rrobl

Nz .
out which factorc in @ nz 131l scoromy contr a nation's
strength. I put some of them down on this chart for you. - {Chart 1.)
T is by i comple

They are uhown on the lzft~hand side. That list

The curriculum for the study cof war potentizl at s01€

like a hundred or a hundred and fifty different topics, It was realized

that these were entirely too mary factors tc work with, and sc the list

a5 narrowed down generally to ths three more important factorss namely,
manpower, heavy industry, and minerals producticn, Those are th@ thres

factors that are being uscd most frequently.,

It is obvicus however, that other fa

sible, as youw can sse, to taks some of :

to dollars and cents, or any other kind of

>ub 1t

reduce

idual
ermine

That is what I statice! appr
Facter, trying to measure 1*°‘and then, s
how much that facter contributes to the war potb”

d‘k

I prefer to use a different technigue, I call it the "dynamich
approach. Bv this method we arc not teo concerned with the value of
ecach of those factors. “That we are cencerned with is what these
factors do~to what extent they ¢ owtwjb te to the sirength of a nation.
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I have tried to put that down graphically, to show you that the output,

or effect, of all these factors in the end comes down to the total pro-
ductivity of a nation. (Chart 1.)

There are certain peopis who produce foodotu fa; thelr productivity
goes into box 1. Thers are others in irndustry; theirs goes into box 2,
Third, there are services., Thet ig where you and I belone. We don't
produce real pgoods; ws produce services.

If you look at it that way, you have something which gilves you a
measure of the total unoromlc potential of a nation because all factors
contribute their share. liote that I leave out the word "war." 3o far
T am talking about the total cconomy, the total potential, the total
ceononice productivity of a nation,

¥ow, what is sconomilc war Uotentjal¢ There again I belicve that
in the past the system was used of taking each individual factor,
trying to determine how much it adds to bhe economic war potential of
a nation, That is, I think, very laboricus and difficult, and very
often impossible, as in trying to measure geography. FOWLVLT the
sum total of those factors was called cconcmic potential.

A better definition of sconomic war potential in my opinion, is:
That share of the total productivity of a country that can be used for
the pursuit of war. ith that definition all we have to do is to
measure this total and determine how much cf it can be used for war.
I will come to that later. The most important part is to determine
the total preductivity of a nation.

This total productivity we call national income. Here again it
is a matter of terminclogy. Some of you may say, '"Jou mean gross

national product, don't you?" Perraps I mean gross national product,
but it doesn't maeke any difference, as long as w
for all countries in order to insure comparabi]

_r
¥

In brief, national income for our purpose consists of the normal
production per worker per year multiplied by the number of people normally
employed, If ycu have that for zll three categories, all you have to
do is add them together and you get the national income. (Chart 1. )

“hat is necessary for us to know before we ca
naticnal productivity or national income of nati
ourpcses of COﬁFaTiSO“? Three things. Our firs
we must be able to measure it., In other word ;
value, 590 far most work on national incore limited to this
field. You see, b‘J btqu of nationzl incor 13 comzafouvalf recent.,
Just as a man uggﬁ dyo . tc count hi noy until he begins
to run short, sc we, in t ¢ hey day of our ol were not concerned
with our national *hcon@. We didn to study naticnal
income in the United 3tates te any

in the early thirtics. CGCther countries QlLOWvd
which felt the need for cconomi ni

determine that tctal
and use it for
equirement is that
2ve Lo glve it a

..x

ﬁcnt until the depression
uit, particularly those

OO
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By now, most countries publish national ircome fi:urcs,
Tro”olu is that their convan of naticnal income often differs.. Thi
makes it necessary to apply corrections in order to-arrive al comparable
figures,

~.For this reascon the sccond requir emen+~eompﬂrf‘” ity~is mere difficult
I assure vou, very little work has so far boen donc in this direction. I
am constantly canvassing the country to find pecple who are maling such
studies. Cne such sbudy was wmade by the Derartment of Commerce, for the
purpose of determining the amount of subscription that cach country should
make to the International Fund. Admittedly, these figures make no claim
for true comparability, '

JuSu this morning I rececived another study. It was made by the Federa
Reserve Jysbem, but only deals with a relatively small number of nations,
The best study to date, and the one TTLLvT to use, was dene by an
Fnglishman, Colin Clark, Incider uw1 the one I received this morning
borrows fﬂ o]ﬁ fron Colin Clark

3!

Now, how arc you going | > O ¢ national income between countries
cn a.really comparable You can't do it in the currency of the
country; bub, obvicusly, you have to do 1t in some mamner. The Department

LH"+ Ls not the
during the
1d net really

of Commerce used the sy s e of zpplying rates
right way to do it because for lon pul*odbﬂ

thirtics, exchange rates were often arbitrarils
reflect the actual purchasing power of the currency.

The be t methed, cbviously, is one whi
capacity per worker by somcthing which is tho same in all ¢ uiterD. We
call this thc thur aticnal Unit. It reprosents amouvnt of geoods and
services which one doilar ceuld buy in the United Stabes in the period
from 1925 teo 1934. Thet period covers almost a
complete business cycle——a boom

However, that is only part of the story, becausc it is not ecasy to
compars productivity botwcen one nc-un”fr‘y and another in terms of an
internatloﬂal valueg., What it rvmbq r amounts to is that a pound of rice
produced in China is the same as p0dnd of rice produced in Loulsiana,
even though the cost of “roduction differs greatiy. This sams precept
is carried through for all agricultiural mroducts. In that field it is
not toc difficult.

-~

Another Englishman, Frofcssor Figou of Cam
ing formula by 38 such a cowpa
countries, but aifferent ;
ig but that formula 1

complled an 1?&““
T* can be assumced that
fercnce in cost of

But how are you Zoing Lo compare the re
o

1 +o Lhi% very
In 1dﬂitloq
. hotweo

ar 1teln
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Now I want you to look over here (Chart 1. a. ) becouse you might say
at this peint: "3ince we have -all of the productivity factors of these
categories of workcrs comb’nbd why g0 iirt“er? Hhy not use national
income alorne and be done with 1t?"

Well, here are two countrics that have about the same national incoms,

the Unltcd ¥Kingdom and Chira. 4s you C““ see they bceth have 2 nztional
income of approximately 28 ollﬂ_on I.U's. However, the United Kingdom
employs only 18 million workers, and China 200 mli?ion workers. Here

is the average productivity per worker -- 155) in the U.K. and 140 in
China. It is obvious that China dces not have the same economic war
potential as the United Kingdom, The difference has to be found, and can
be found, in the division of productivity into these three categories —-
for China, agriculture 62 precent, industry 8 vercent, services 30 percent;
for the United Xingdom the percentagss are TVvaCu1VL1y3 3, 40, and 57.
This "Services" catcgory has been found te influence the standard of living
in a country, the average income per worker., The greater the percentage of
people in these services, the g¢c,uU will be the per capita income of a
nation. I would like you tc b £ in “;nu, because we have Lo remember
this great difference in divié’, labor betwesn the U.K. and China to
show that negtional income azlone is not Suffl”Jtn+ for the purpose of
gvaluating economic war potential.

There is still a third ; ir«r"nﬁ: The profection of national income
into the future., HNow we prctty much on our own, because there
is only one person w 7 work in this field so far, and that
1s Colin Clark. ¥"hy is it that this all dimportant aspcct of Vconom¢c
war potential has been so wuch neglected? The answer 1s simplemsmthers
has been no demand for it. Therc are thousands of statisticians in this
country trying to determine what the stock market is going to do tomcrrow,
Granted that this is important certsinly, not more than half ever hit it
right——it is the same as tossing a2 coin. Because at this the opinion
prevails that, if it is so difficull to project on a short-term basis,
it must be still harder to do it on a long-term basis. XNothing could be
further from the truth. '

)

I have here the trend of national income of various countries ove
a long period of time (Chart 2.). I have taken out the dips, as vou
sce, to make smooth lines. There you have the average over a long period.

e¢s are, how some of them level off; how
then have a tpndﬂncv to taper oif. The
1&11:?> population. The working nopulation

1 income does. ZYou can sce that particularly
and France,

See how gradual those 1
others gc up mere steeply an
dotted line represents the w
tapers off cfore the nation
here, for the United Kingdom

Why do we need a projection of national income into the future,
that is, a projection of productive capscity? Well, tbat is obvious,
The United Kingdom, even France, did not actually u@ cline; neverthcless,
when we talk of these countries as World powers we now often use the

past tense. But that is not because their productivity declined.

T RESTRIBTE
ME L wly L
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As a matter of fact it is still goling up, but it has declined in rolation
to that of the United 3tates and the U3SH 5 hat projection
of national income into the futurc,

How can it be done? Again it is ich is complex and
difficult, but not too difficult. TYou have two things to consider., In
the first place, you have population trend, That can be dutermined,

Life dnsurance companies spend a preat deal of money doing it r1 sht along.
They determine the rate of growth of the population, the Geath Lp, the
fertility rate, and so forth. There is very 1ittle question now among
students of population that such projections are quite correct., Conss
quently we know pretty well how many people there are going to be in
country ten, twenty, thirty, or more years from now.

One problem which will have to be refined is that of immigration,
and emigration. Some caleulations have taken that into account, It
is something which will have to be refined A8 we o along and sec the
trend, "e can‘t anticipate that Russia Is going to allow her previous
quantity of emlgretion to go o, neither can we oxpect that the United

States 1s going to permit the same amount of immizration as before.

The second item is the future product ivity per worker., It is some- .
thing which can 2180 be esbeblished--how much cen you expect people to esrn
or produce as time gocs on? Such stusies are still in an ocobryonic stage
but we do krnow that it iSCLOSUWV‘tvnd up with tne shift workers from -
agriculture into industry and into services, Such shifts have been
calculated over long poriods of time, and thers is a pattern thers which

can be used. At any rate, up Lo 1930 these lines are acbual; frowm 1930

to 1960 they are projected,

Now we come to thc ' tcenamic r-opotential, wve . to determineg
how much of those natienal i“comcs'c:n ne used for var. In‘order to do
that we should consider what happens when a counbry moves from a peace-
time into. a'war ceonomy . 11, that 1s obvicus, Teople who vorked six
hours a da work a 1ittle longer. TFeople who never worked are pulled in,
Ilachines, instead of working one shift a day, may be working two or itwo
and a half shifts a day. By means of rqthuan you roduce the-civilian
that happon when s country moves from a

joN
-

ceconcmy. Those are the things
peacetime cconomy into a war scoromy.

Presumably you can figure that out theorwtically. Col
whno spoke heré about a wsek ago, menticoned the fact that h
1t out thzeretically for manpower. If.this can be done fo
it can alse be done for industrial productive capacity, all
might be s rather lsboricus job,

onel -Sanders,
¢ had worked
r. Lnanpoy m,I'J,
though that

civilian
fepression
 those years
weec. JThat is

n detcrmjrjqﬁ the amount by which you can roed
cconomy the "dr Preduction Board used figures
in 1930 to 1954. They used the averags co nsumption
as an indication of how the civilian cconcmy could be
a theorctical appreach. Fortunately, we ¢ alsc another way of doing it.
We have our experiencs in thse last war, It 1s fortunate that we also have
such figures for the USSR,

- b -
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This is what haprened in “World War II (Chart me explain
to you that these straight lines 7ou seec here are ends of
the national incoms lincs that you saw on Chart 2. States

and Russia. In cther words, these lines have boen camputud tﬂborbtlc 1ly

as to what, under more or less normal conditions, k progress of the
national income is zoing to be in the United 3tates and in the US3R,

The sclid waz;ed lines are actual naticnzl income figures, and the

dotted lines show the conswnption by the civilian cconomy. I awm not
going to ask you to make a detailed campariscen between the two countrics,

because that doesn't fall within the scope of this lecture, ¥What concerns
us 1s the excess production that was acquired during wartime over and
above the normal national income, and the amount by which the civilian
econoiy was depressed below the straight line. is what matters.

The difference betwoen the dotted line and the scolid jagged line is your
ceonomic war potential, You will notice that there is quite a difference
between what was accomplished in the United States end in Russia,

*hy this difference? Mot only is it a matter of difference in actual
amount--that is understandable-~but there is also 2 marked difference

in the excess productivity of both countrics if it is expressed in a
percentage of their normal national income. In the United States we

managed to increase our preoduction by between 50 and 60 percent over our
normal nationsal income. In Russia it was only between 15 and 18 percent.

There is also a difference in the percente by which the civilian
gconomy was reduccd--1 don't like the word "roduced" particularly. Agzin
it is a matter of terminclogyv. Perhaps it should be '"comprossed"; at any
rate it is the extent to which you can compress the civilian economy during
wartime. That was pegsitle in the United 3tabes to the extent of about
1C percent. Consequently wemanaged between 50 and 60 percent execess pro-
duction, say 55 percent, and 10 pecrcent compressibility of the civilian
requirements., The total dis 65 percent of the normal national income
which, =5 I explained to you, can boe made available for the pursuit of war.

In Russia the excess productivity was beltween 15 and 18 percent.
The extent to which the civilian economy was PddUCud is hard to dstermine,
beecause of the occupation by Germany of a large part of Russia. But, if
vou take it prior te the occupation the roduction is abouvt 32 or 4 percent.
This gives vou an cconoric war potential for Russia of about

4

20 percant of her normal mational. incone.

There is a retio there botween the two countries. The problem is to
determine why that rotlo exists, and if we can cstablish how it ties up
with certain facts we do know, then we have the making of a logical
approach for the measurement of the cconomic viar potentinl of nations.

It is obvious, 1f you remember those t
figures for the Unitoed Fingdom snd China, thot
7e need a conditioning factor, I am me*tc’ t
illustratc that point.

cal nationnl
g Od something

income
. a
o tell you a story to

dditional.

NESTRIGTED




I was traveling on a transcontinental train once, and noticed a
man locking at me constantly, almost as if he wore measuring me. I
wondered what it was 211 abpout. Finally he sat dowan next to ms and said,
"Do you’ mgnd if I fp your arm?!

I szid, ™hot's up?

mreli, I olive inen1°p"rtmﬁnt house in Los Angeles owned by Jack
Dompsey nnd I am wondering how you would stack up in the ring. I know

L
T

Just aboul how much you ”clgh.

He gave me his card so T conlq go to a boxing ¢
I hod o beautiful national income as far as ho concerncds  IU was a
good many years ago. Bub I didn't zo, because I knew something 2bout
N)blL he didn't know. All he could sece was my "nationnl income,” bub
T didn't have a yunch. That is whot you noed. -

or o try-out.
ne

Yhat is thot panch in war potentinl? Now we are going to geb down
tc brass tacks, It is thot conditioning factor. Fortunstely we don't
have to look very far for it, lL”UuETL"‘ capacity is . Steel pro-
ducticn could be used, or another g ik try. (Chart 4.)

If we enn accert the experience of ates durlnv Horid
War TT a5 sound, t » czn say thot thoe Unitod Sta nad semcthing
which made it posaiblc for her to.producc 65 wercunt of her normal nstional
income for the purpcsas of vﬁr figure is pot final. I remomber

that Colonel Fandcrs said tha 1ps the preductivity of the United
States could kave been inéres uvj HJ 15 percert, r. Nelson even mentioned
30 percent, Cbviously such figures have to be checked, but I don't think
we will be very far wrong 1T we say that We 11@ the bbot we could during
the war and that the same can be said for all other countries

If we accept this have an economic war kotbhtld* for the Unite
States of 65 percent based on 2 certain "Index of industrisl output,®
which is the conditioning factor. If it is steel that determines it,
then a country that has no steel production has for our calculation no
gconomic war potentisl, She can fight only to the extent that other
nations provide her Wit squipment. This means that the cconemic
war potential lines start at zero. This pertains to countries hhl“h
have an index of zero for 1uQUutPlﬂl output, nc matter whot thelir
national income may be. ,wu makes it poasible to plot the 1ines of
ceconomic war potential, Ho gwove and below the linc of normal netional
income.

 Now, n to knew from the
where the I can say ih~T & pol Rased
on her experience in "or] g uction cxce: " about
17 percent, and of about 3 percent,

That gives %cl 3, ; 25 and f we give
the United States anlﬁdvA of 1 Tho uuutﬁ,u is now; Wﬂ t did we have
in the measure of 100 what Russis had 11 the moeasure of between 25 and 307

==
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It was found that per capita indices of industriel production in Russia,
just beforec the war, such as steel production, crnergy consuicd, and
industrial output, all rangsd between 20 and 30. That is clese snough to
prove that there 1s some rcality to these lines.

From here on the whole problem becomes a simple eguaticn, becausc wo
have established & relationship between a country's cconomic war potential,
expressed in percentage of its normal natlional income, and its irdex of
industrial output ver capita. Consequently, the percentage of the norma
national income of a nation that can be used for the pursuit of war is
the tangzent of angle a, multiplied by the index of her industrial production
per capita. This can be exprsssed by the formula: P = tan aXxI. Therefore

the Economic War rotential becomes: pN. in which N is the normal national
income of a country at a given year.

As you can sec it is a very flexible formula and much work °t111 has
te be dene,

The national income 1s still something which wili hove to be refined--
the mezsurement, the comps 1ity, ond the projection into the fubture--
all that work will have to continuc., e can't expect the Government to
rely on the figures of one man or even of one govermment department. If
indices of war potuntial arce cver going to bo used whole groups of poople
should be working or them,

The industrial indox does not nocessarily have to be steel or an
index of heavy industry. Conceivably it could bk atun ¢ wnergy. If the
exbtent to which a country is in a position to produce atomic bombs is going
to determineg her military strength, then what you have to do is to provide
an index figure for the ability of that country to produce atomic bombs,

The relationship between the lines of cconomic war potential a
national income is something which also necds constant refinement, That,
gentlemen, ie the measurcment of economic war potential as I sce it.
thank you. '

I am on the block, gentlemen, if you have any questions.,
L STUDENT: TYou mentioned that the percentage of populaticn engaged
in services is & eriterion of national income. Jill you give us a
comparative figure between the United States and China? What will scervices
run in this country?

¥R, MASSELMAN:

I don't know that by heart. I belicve the services ir our country
run over 50 percent, with zbout 15 in agricuiture and 25 poreent in industry.

4 STUDENT:

. In the comparison Jbtwbcn the United States and Russia what allowance
should be made for the fact that Russia was 1nquvu and we were not?
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VR, VASSELIAN:

You will notice that my figzures are before Russia was invaded., It
was in 1941 that Russis was invaded and the figures which 1 used were
before that time.

A 3TUDENT:

at effect does the standard of living have on yownational income?

I previously saw some study on this—-that was in 1933--in which they

came out with about the same figure for the relation between Russia and

the Unitod States. At that time they sald we could support eleven million

men in the Armed Forces, but that Hussia could not possibly support morc

than seven million in her armed forces due to her comparatively low
standard of productivity.

¥R, MASSELMAN:

"hy, ves.
A STUDENT:

Eut'if you take the point that one of our agricultural pcbplo can
producs twice as much as one in Russia and belance it with the fact that

a person in Russia ecats only half the value of whal one of our people vats,
there is no difference in the nroductivity.

MR, MASSE

I don't thirnk it works exactly on that ratio. ‘hat it wmount ho'is
thet the fewsr peoplc you necd in agriculture teo supply the foodstuffs
that the nation requircs, the more people you make available for, 1ﬂquqtry.
That has been one of Russla's major problems--to raise the preductivity
per person in order to relesse people from the Zarms for industry. IFf Russi
as you say, can suppert only A0 or 50 percent of what we ean in the armed
forces, the answer must be found in the limitation of her industrial
capacity,

A STUDENT

 Hop will you comparc the cconomic war 10uc; iaT of a qmail country
like Holland, with her colonics, with that of 3witzerland, with no colonies?

BR. MASSELIAN:

Neither one of them has any economlc war potential in the sensc that
we are talking about here. Therc“%“ qnoﬁh asngle to th 5 Jth“ I sort
of hoped we could save for tomorrow, when we arc going to have 2 sominar
on this, That is thc contributicn that such countries might meke to other
countries which do have an economic war potential,
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For instance, how arc vou going to compare steel production in
Pelgiun with that in another country? Belgiua ﬁ“mduCuq 6 million tons
of stael normally before the war, bub was consuming only 2 million.
Ceviously her stcel production was not an index of her war potontial.

It is the amount of steel that she consuned horself.

Teke Japan.,  Japan had a stecel consumptlon which was twe or three

times greater than her production of iron ore and coal, which she
to import, Conseguently she had to rely on other countrics for help,
Tt dis in that way that weak nations could contribute to the economic

war potential of other nations.

A 3TUDENT:

" In establishing here on the ovresent civilian cconomy
on this chart and apg ‘ one you substituted on the subject
of steel, where do you wind up when you say a country 3xoo”ts a conaiderable
production of steel and apply that to how much you ccould depress the
civilian sconcmy? At the vou divert evervthing from its customary
course to the manufacture of munitions. 3o how do 2 hat

G}
=

MR,

bt

) T

ieh are going on all the time. "I don't thin
ezred to the uze of two million tons of steel could
te the utilization of six million tons of steel.

These are things
small country that was g
automatica ilj shift over

e (1;

A STUDENT:

epression of
arc studyirg,

VoY ticn claz
vour civilian eccnomy cdirectly reletsd to the
or is it an over-all gure?

I don't think I heve made my posi

o, That is an over—all figure. DBubt besar in mind that what is most
f

D . L
1mpmrua it 1s the material whick can be 'scd for war effort. mk@ United
g a good b, During the war t! ite ates did

o

not reduce 1ts civilian ceenomy except for two 38 of goods. Cne was
durable consumer gocds, iike refrigsrators--all things which reguirc a
great deal of metal. The cther one was transportation--automobiles. In
the one we reduced our civilian cconomy by something like 60 percent, and
the cther by abcut 45 to 50 porcent. So, conseguently, zll that was saved
could be directly utilized for the war effort.

If vou comparc those figures with the United Eingdom, you find tha
cn a percenta basis the civilian economy line would dir far below the
line of ncrmel national drcome, Then you would find that thuir food con-

sumption was reduced considerably and thelr use of textiles and shoes,

s
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It is one of the very difficult angles to study, because of the lack of
complete deta that we have on this and the lack of peopLe who are willing
and able to make a comparative study cf those lhings te see how they worked
out in all those countries during the war. :

A STUDENT:
Do you refine the services section of the national income to give
any value to a particular service? It is my impression that transportation,
for instance, means more than any of the other services.
? o

That has not been done, As I told you, there are at the present time
so few people who have given any thought te this matter at all that there
has been no opportunity to go into that particular aspect of it,

wre i

~But you are absclutely correct. There are hidden in these services
a good meny things which perhaps may be wwhant than cthers, It
would be found, particularly in this if wou make an analysis,
which I would l;ﬁe to see dine, that is, to make & comparable analysis on
the thecretical aprroach, that you could divert productive capacity and
mangower into the war effort. TYou couvld alsc use the actual figures from
World War IT and find out whers these things stand., You will find that as
far as transportation is concerned you can't afford to shift over any of 1t.
You have-got to keep it all going. There will ke a lot of people employed
in services which can be shifted over. But that is scmethiizg which still
needs to be studied.

A STUDENT:

“hen you project your national income based on your practical method,
as you call it, from past experience, you have to assume that wour fubure
will have the same set of circumstQEC@c that the present has. For example,
you have to assume that you will have large unemployment before you get Lntc
a war. How do you take those factors into account in your future projection

YR, NAS%FT“AN°

You are talklu» about uncmﬂloyment That gives you the dips, doesn't
it? That is vour short~term cycle. That has in reality nothing to do with
the computation of the productive capacity of a nation, because the minute
those people are put back into work, up you cowe with your normal productior

That 4s why this is done or a normal basis. There are . indices as to
the percentage of peorle in each category. For instance, the minute the
standard of living in a country goes up, you wiil find almost immediately
that your age group betwean ten ana filteen er out of the labor market
Of vour aze group between fifteen ard nineteen perhaps €0 to 50 percent are
taker: out of the labor market.

t
.
™
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That is why these are normal projections. I want you to get that,
to see how closely the jagged lines follow the trend and why. But I den't
want to make any :horT term projections. That is not ay theory.

A 3TUDENT:

In the formula which you have developed here you finally wcund up with
the statement that the economlc war potential equals p. times N, which
goes pack to 4 plus B times N. How do you fix that angle? Do you use a
* fixed angle for all computations?

IR, UASSELVAN:

T could have drawn that, but it would have meant that I would have to
redraw the chart, putting koth lines sbove thne horizontal line, sc it would
be more clear. Bub if is just this angle a, and at the present times it is

a fixed angle.

A 3T 7-\-1\\ T

[OR RV

In other words, you assume the same angile for all countries?

Yes., Based on
3 Russia and
ero there can he n
to modification.

the fact that we krow the p ial for the United
that wita an index of industrial outpub per capita,
o

ia
war potential., Dut this angle is definitely subject

A STUDENT

Then that anglie only gives you a method of figuring out your 4 and
your BY

i o This is your war potential, which is your excess
productivity plus the extent to which you can reduce the civilian sconomy.

¥R, NAGNUSSON:

Did you check your formula at all by vworking this out for World War I7
It sounds as if you are anlnw—mdnu I don't think you mean to say it——that
you have to have a war bslore you can project this formula of the economic
war potential.

ME.,

MASSELM AN ¢

I didn't say that you actually needed a war. 1 said there were two
weys of deing it, two arproaches--the theoretical and the practical-— on
which weorl had begen done by which you could approximatesly determine your
excess productivity.

&)
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¥R, FAGNUSS0N:
d you check that with Torld War I7?

MR, FASSELMAN:
_No. I worked orily from World War II.

¥R. MAGNUSSON:

Ty,

I would like to see it done for VWerld War I. That can he done.

PR AT AN
VWHE, VASSELYAN:

had to get all these figures on naticnal income and industrial
production and all that sort of thing.
VR, MAGNUSSON:

There is orly one thing about Colin Clark!'s figures—-if you will turn
back to the second chart--on the working population in 1960. You show
that for the United States as around 40 million. .

MR "fA’“*“*?’“N

Retween 50 and A0 million.

MR, YAGNUSSCHN:

[#))
3
i)
=
i
[]\
)

Ts that the working population of the United
MR, VASSELMAN:

Yes,
MH."%@"“SQM

The reason I asked that question is that we have now over 60 miilion.

¥R. MASSELVAN:

Cf. course, because the war used more of them. At least, there are
more now,

VAGNUSSON

Ly point is that that can't pOS“ibl? be true, because we have 60
A

million now and we knov our populatlon is geing to increase., It couldn't
be anything but a guess. '

._]_L'+_..
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T\T \ﬁ CC2TT T\f AN
R, MASSELMAN:

If you look at this chart here {Chart 3.) you will find that at the
present time we are way above normal productivity. YWe are today employing
more people Uhan we nermally do., That is the only answer I can give you
to that.

TS AT ACTTIIO AN .
Va. MACNU 350N :

T checked the index of labor potential ir the United States for 45
years and it was only threse or four percent over the normal.

WH. MASGELEAN:

During the past three months I have cenvassed every learned society
in the United States to get a dbtﬂllta analysis of Colin Clark's projesctions.
Everyone is using Colin Clark's pr cgbctLQLo and some people are criticizing
them. Dut no one has really gene out to verify those figures or to prove
that his projections are wrong. It is scmething that will have to be done.
If what you say is trus, that his grojections are wrong, then we will have
te medify our figures.

3
[

MR, MAGNUSSON:

You don't need this for your index, I take it. You kunow what vou are
talking about. You are talking aboub the cxperience of W,rld War II. You
don't need Colin Clark,

No, but I like to have my statements verified. I don't want to go
off on cone arnglsa.

A VISITOR:

I would like to ask a further gquestion on the comparison of the
national income of the USA and the excess war potential on the chart for
Ylorld "ar II. If you take 18 percent for “orld War I1, do you consider
that the USSR prior to *hc invasion of western Burope is going to be
comparable to the USA in 1940 and 1941, when we would not have had that
65 percent?

¥R, VASSELVAN:

Obvicusliy not., The point is, we have to do it on 2z comparable time
period, thal is, a period during which one country goes through soue
experience of war or preparing itself for war,

B GTRIGTED




Then how could that USSR figure be projected forward to 19457 How
could you compare that at least to your normal national income line, if not
the dotted line below it?

R, SSELNMAN:

The only way I can see to do that is to follow simnly the ncrmel
national income line, because the jagged line means the actual figures.
I don't want to confuse myself with having two hypothetical projections to
woerk with.

. A VISITCR

To what do vou compqro he USA in 19L27

bt

'T‘\ 1T r T
B. FASSEINAN:

Those two countrises were undsr different conditions. Your excess
preductivity is cbtalned becausc a country deliberately gears itself to
war. At this point here, when the USSR had reached Lbau CHCESS Pro-
ductivity, we were not goaring ourselves tc war. Life was pretty much

as usual. That is the reason for the differcnce.
(27 ¥Yarch 1947--350)%
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FACTORS OF ECONOMIC POTENTIAL CHART I,

MANPOWER

HEAVY INDUSTRY

LIGKT INDUSTRY

STEEL PRODUCTION

MINERALS PRODUCTION
WiNERALS CONSUMPTION
ENERGY CONSUMPTION
NHON-MINERAL RAW MATERIALS

FOODSTUFF PRODUCTION

FOODSTUFF CONSUMPTION —

GEQ GRAPHY
LITERACY -

TECKNICAL SKILL
HIGHER LEARNING
GOVERNMENT ORGANIZATIONS

NATIONAL CHARACTER

ETC.

‘TOTAL: NORMAL NATIONAL INCOME (1u'S)
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National Income
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CHART 2

HATIONAL INCOME TRENDS 1860 - 1960 ( Billions I1.U.8)
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CHART 3

TREND NORMAL NATIONAL INCOME (billions I.U, 3 )

ACTUAL NATIONAL INCOME ( 0

REQUIREMENTS OF CIVILIAN ECONOMY (—— o ———)

ECONOMIC WAR POTENTIAL IS B minus C .
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CHART 4

ECCNOMIC WAR PGTENTIAL= A + B

/@‘{.s. IN WORLD WAR 11
/ P = t&naxl

/ E.W.P, = pN

yd > 65%

,/@\ USSR |IN WORLD WAR 11 |17%

g
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~©U.S. IN WORLD WAR I I
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p is Percentage of Normal National Income available for Economic War Potential
I is Conditioning Factor (Index of Industrial Output per Capita « US. 100)

N is Normal National Income;

Capita .
100.)



