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"-F-~T ~0~@., ~. "~S+:~"~!AL= .. • : _ C!vILIA2~ ~" ~'~T.~A/~ ~:.. ~C01"OMIC INTELLIGZ~"CE? 

22 January 1948 

~R. REICR~Y: Gentlemen, in presenting Dr. George Pettee this morning 
I am really reintrod,~cing an old friend of this organization. Dr. Pettee 
has long been interested in the work of the Industrial College, and we 
have benefited on n~nerous occasions in the past from his broad knowledge~ 
I also feel perfectly safe in saying that I know of no man better quali- 
fied to speak on the subject of economic intelligence tgm+n D~. Pettee. 
Ko was called from Harvard University at tho beginning of World War II to 
come to Washington, where he served principally with th~ Foreign Economic 
~dministration as Chiof of the European Enemy Division. In this capacity 
he ~nalyzed the economies of Germany and the occupied countries. With 
the knowledge g~ined during that period, he c~me out with a book called 
"The Future ~f American Secret Intelligence," which wes published in the 
f~ll of 1946. I cow.mend that book to your attention. 

Dr. Pettee is now associated with the stsff of the Foreign Affairs 
Committee of the House of Representatives. In tho t capacity he made a 

'very exZensive and intensive tour lost fall of most of thr~ countries of 
Europe. I am sure that in todsy's talk he ~dll ~dd some pertinent obser- 
vations on the EUropean situation. I take great pleasure in intro~xcing 
Drj Pettee this morning, who will speck on "~ot Does 'Essential Civili2n' 
Mean to Economic Intelligence?" 

~.. D~m~..~.__,~_..~..._.. Gentlemen, ! h..~ve not come here to ~ive yo,~ Pay imfor- 
m~.tion at .all: nor h~,ve i com~ 8~own hero. to ~sk you to ~ive me ~ny 
information. But I~ ~oing to ask some question~. The quest.ions that 
I cnntt answer this nornin~ maybe you could ~nswor if you had the oppor- 
tunity. [ don't think you can answer all of then this r~orning--you can 
judge that ~f'ter you h~vo h~rd then--but • t~.ink they ~.ro q~zestions that 
somebody has to ~nswer. I ~ill come to th? questions l~.tnr. ... 

:,~_mt I meen to try to l~.y. out first is ~.- s .... ply the. frame of reference, 
wh?.t .you have to think about when you tb_.ink. ['~t does th~.t fine tern 
i'essentinl civili~+n" ne~ in c~Iculat~n~T the t%sks of a w~"r economy oper- 
ation on your own side? '.~.nt does it r~.o~~ for your o~.~.m economic intel- 
ligence in estin~tin~ the scope and scale of war ~.s a necoss?ry ingredient 
in Your ovrn c~.Iculations? 

m 

It m~ns snverPL different thin~s. It is ~ rel~tive torn. There 
isn't any constant me,nine, I think, for the term "essential civilian." 
It means one thing in a winning w~r. There we have our ovm experience. 
Notice this about our o~m experience: it is not very definitive. Could 
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we have cut t~ civilian side consider~bI2 mor ~ than we did° Could we 
have won t~e war without cuttin~ it ~s ~=uch ~s we did? ~'e don~t exactly 
know the ~nswers to those ~estions. We know that we were able to win 
that v~,r on exactly tbm~t amount of squeeze, but we have no ides how close 

the tolerance w~s. 

There is ~nothsr aspect of it. For a losing w a r  what is the essen- 
ti~l civillen? The,re we he,re a much more definite historical experience 
to go on--the G~r~an c~se. It is very doubtful if what was essential 
civilian in Germany could have been cut ~ny more then it was by any pos- 
sible moons before the end of t~ war. I don't think there was any w~y 
to cut the essenti~l civilian say closer to the bone without finishing the 
war in the process. So I will spy that thot is ~ more precise indication 
of how f~r we c~n go on the losing side of a war. 

I T~w, I introduce those two v,~rtime concepts of essentiol civillen 
because there is quite a disperity between them. With the disparity be- 
tweez th-,n there is ~is~ ~ disparity of econo~ic potenti~l that can bc 
mobilized on the two sides. Out of that disp.~rity there ~rises a rather 
wide l~vel ~t which we could bnvo a drachm war, because the apparently 
losing side can draw ~n ~ greeter reservoir of convertible civilian econo..~D 
th?nks to the morale fpctors ~nd s~ on that enter into the picture. 

J 

,_ :. t ..... n~, of wh~t is es u .ere .~re ~Is:~ several concepts~ I senti~.l civil- 
Jan in pe~ce, with ~ view t~ ~,ny pos~ibl, ~ future w-~r or to the m~inten~nce 
of n~tional power in even a perpetu~l pe~ce. ~irst, the most immediate 
of these is the ide~ ~,f ,,,hat is essenti~! eivili~,n in the scnse of whst 
is a necessary ~llowanco f~r what we c,~ll the prevention of disease and 
unrest in occupied countries. Th~re is s~r:e kind of concept of essential 
civil'i-~,n involved there. ~'~.at is essenti~l to prevent disease and unrest? 

There is a second c~ncept that ~rises in connection with our old 
friends, some ~f whom ,~re still our fri~nds, who think they ,wont thinEs. 
~'ihon the C-ree!~s say the~ ~ust have so ~uc~ flour; whep< the Austrians say 
they must ~Iso b~e it, when the ~rencb ~nd T_t~lians say they must have 
food, fuel, fertilizer, and so on, b~w'do we test that? 

• Third, thor,' is the :{arshell Pln'6 concept or the ~uropean.Recovery 
concept, w~cb, ~ ÷'~ if ................. , you scan the ~r~u.uents closely, is ~ substsa%- 
tielly wbpt is essenti~l t~ the surviv~.l of fr,~e society, }Jew, that means 
free society under stress ~nd pressure, the we-~ker free societies, 

~here is -~ f~urtb concept .nnd tbrt is wh~,t is essential to our o~m 
prestress oq~lilibriu=:, s+~]:$,~ (po?Lit~c~l ~n@. socis•l) and our future , - u", ~--~-.t u, 2 , . . 

strength in this country: so that if war were t~ cone in ten years, twent~ 
years, thirty years, or forty years, things w~ul,? have been going on in 
our civilian economy that w~uld leave us relatively as strong for any 
given d~to. There are certain essentials involved in that picture. 
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~ow, in discussin~ some of th~so c~ncopts further I want t~ talk 
first about the losing side in o ~ar, becpuse we know ~st about it, be- 
cause the available data there 2r ,~ the m~st precise. I want t ~ talk 
second ~bout wh~t is essential in pe~co, because we hpve it in a sense as 
~n immediate problem, str~tegically, or fr~n the h~man~t~rian point of 
view, or any other. The arg~xments for the Marshsll Plan include strategic 
~r~ents, hu~:~nitarian ar~ents, ~nd ~very other kind o~ ar~m.ent. So 
we have it right on our desks at this moment. I want to t~Ik last about 
the problem of ~at is ess~ntial from the point of view ~f bein~ the win- 
ning side in an unpredictable war, because it has the least ir~ediate 
urgency and because the solution c~n profit to some extent from the evidence 
available in the other tw~ cases. 

Let us c~n~ider the evidenc~ ~f what is es~entisl civilisn on the 
losin~ si~:e ~f ~ ~ar. Obviously it lacks ~ne element nf ~ g~d problem. 
A good problem is h~w t~ win ~ wer, not how to lose one. But in the 
problem ef bow far do~ you c~n s~zeeze the civilinn side for the sake 
~f the military side there is n~ better evidence than how fsr the Germans 
were ~le t~ do it. 

There lies a lesson which ! think is ~n~ ~f the prime war less~ns for 
economic intelligence, for strategic intelli/~ence, for economists gener- 
ally, and for ~olitical scientists ~ener~lly. How can a less~n be so 
~cner~.l?-~ ! would say, f~r the simple reason that it is b~sic~lly a philo- 
sephical ~r metn~hysic~l lesson. ! omDb~size that w~rd "metap.h$*sical" 
because metaphysics means underst~in~ the n~ture of knowl~d~e itself, 
s~ y~u car_ k~ep stron~lj ~n yrur ~in~ the difference between what you 
kr_~w ~nd wbst ~nu don't kunw, so y~u c~n calculate from ~t you know ~nd 
not kid yourself about v~nt gou don't L-nnw. I mesn this: I th~nk the 
Germnn w~r economy is one of the marvelous mines, of pure ~oid, from • 
th~ pgint of view ~f learning to tsll the difference between knowledge 
nod ignorance. 

From 1939 to 1945 tgere w~s ~ fairly c~nst~nt interpretation of the 
situation in Germany. It cb~n<e£ 6nly io certain sunerfici~l in{redients. 
"The Germans reached the De~k l~st year '~ remained true of ou~ interpreta- 
tions thr~u~h~ut that period. "They are me!n# down n~w" ols~ remnlne£ 
true ~f our interpretations throu~h<~ut thct neriod. We believed the doc- 
trine that "They ~r~ ~n a cann%n ins{e~£ ~f ~ butter economy" as ~o~n as 
we heard it bsck in 1937 ~r 1938; and we believed, therefore, that they 
were at their pea!<. They were totalitarian. You can't be any m~re total 
th~. tot~l. If you are totml, you c~n't go u D. If there is nny chan~e, 
it must be !own. Thrt is the w~y we went ~n thinking. 

As ~ metter of fact, ~fter Pearl H~rb~r, that is, after the beginning 
of 194~, when the wsr was half ~ver in terms of general history, Germen 
munitions pro#ucti~n on their index tripled. Now, #ou ~rc not up against 
the ceilin~ b~fore y~u tri'~le y,-ur ~initions production. 
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[:~.w d~ I ku~." tbrt we beli~ved t~.osc t~.in;rs? ! cRn remember it. 
You c~n remember it. I :,~ill ~'iv~, ~,,~ a c~u.ple cf short quotations. Here 
is ~ne fro~ Litvir~v, th." S~vlet .~ub~s~4~r her~' in ~,,~rshin:!.-ton ~n 13 De- 
ccr~ber 1941, just .~fter the G~.r~.rns were st~#!~~o! shrrt 6f Nnscow, just 
r~ft~'r Pe~.rl V~rb~r: "Germ~,ny's war ~ch~n, ~ as it n~w ~,pi~e.~-*s c~nsider~bly 
surpasses the hichest estimates in the- n~her of airplgnes, .tanks, nnd 

~t'~4er ~\ea~.ly ~<eaFons. " 

There y~u ~vc .~no of these s~-c~!l~d c~rrections %,;kick make peo~Ic 
thiner %hag hcv~ c~rrocte~! a rrevious !m[,ressicn "n the licht ~f new 
knack,ledge. Germ~nj's equi!.,n]~nt in 1941 had beer higher thrn c~pect~tions, 
but in i942 the estimat¢ ~nd been r djusted and it w~.s all ri.~'ht. ~ut, if 
there were clear thi~.~kin~', that kin.~ of c~.rrecti~n w,~ul .! r~flect, n new, 
strai~htw~y of thinkin, ~" ~,ut Gcrm,n~ wsr L r~.uction. If jeu e~min~'~l 
that stot(,ment, y~u woul~, think, "Okay, we were s little bit off the ball, 

but n~w ~,~ are ~n the ball, " ~,~oul~ ~. y~u n~t? 

T-.'~-re is e. stst~ent fr,~m nearly the s~ne D~.ri~d, February, 1943, tw~ 
m~nths ~ft~r the cth~r--~.o substanti,nl tlr.~ ._iff,~r<~nce: "Gerr.~.~ny, Italy, 
an$. Jr~n are very close t~ their m~xinum oul;ut, in plcnes, ;~uns, tanks, 
rnd ships." Frrnklin F o~sevelt mr~!e that ststem~:nt. I sub.uit that, with 
all due re;=~rd for the sui-.-?c~e:! hjFocrisy ~f poll tici'~ns, politicians 
don~t consciously stick their necks ,~ut on thin~s th~'t rre goin~-, to prove 
~'ross errors. It is n,~t ~-.~od i>~litics to m~ke ~ foal of yr,~rself in any 
kind ~f ?olitical system: ~nS it is not ¢o~d ~olitics t ." make statements 
that are <,~in.~ t~ lo~k bad later. ~t wr, s ~ sincere ot~ ~e..e..t. That is 

all I .mean to iml~ly. 

Now, whet haF,~ene "~ in that r-',,-~r, ~, ?lcncs, ~-.uns, t:,nks, ~n.i s~.;ips 
~.re the thin~s he menti~ne!. =~e. s~i '~. thrt ~"~._ ....., ..~v, It-~oly. , ,~,~..,. Jr.I,~Sn ~;ere 
very cl.~se to their .~..8xlr'.ur: .~,ut~ut., ~-.n, ..... ~., cr.ul,Sn ~ t ;:'~ more thrn a little 

..... '-i • ~ -~ , ~  bit hither, if at ~II. ~'iell, the Germans b.~sef, t~e~r ...~an_~i .~s in:ie~, on 
that s~mc ~'er ~,a janu~ry-Y~brur.r~ 1942: so it is verj • convenient. That 

......... " _r..~, the b~se in Jcnu- strnd~ as I00 on their iniex. On t~t s~c in<~.~'x, ~ n-. 
~z~ '~-~-_ v~b~u~r& 1942, ~,~hcu ?,~nse~Fclt male t ~''+~ str, tcmcnt, their ?eak rroduc- 
tion far <iPP.es r~c~ed <oo t h~ir tuns 408, their t .... ].~, 598, nnd their 

n.~-~l shi~s Z33,. -~II in ~.-e~.., ye~r 194:4. [{is aver~-~ ~ err,~r as ~ercenta~ze. 
• m _ ,~ '. t of his {~ess w~s ~br, ut 300 ~i,ercent, in .~ther ~¢~r@.s m~ reflects the 

err:~r' ~f ,~vory"o~y els~ inwn t~, line, :,f c.nurso lee ,~ss s~yin,] that on 
r<vice. There w~.s ~.~" <!o,~. the lini~ ..~i~in, ,~. ,-i.~t advice with en~u~.~h 

~rce t cr~cl~ t]ee ice at .... ~ rnf,, .~ ..... i._st that l~in.i ~f estimate. 

Uel!, n~w, what '~ ~ that ~!I su~ucSt~ I cl~,in thrt it sh~ws £.h~t 
Germ~.ny u.': to t~ -, t~ "'-~ ef ~e~.rl ~..-.~r>~r had, ~s the strmte:<ic b~%in~ sur- 
vey .~uts it, ~ cannon and ~utter we~ economy: ~+ our scales simi~l~, were 
not sensitive en~u,:h to ,'e~; ,~" ~riPti-,ns .~f less thrn i00 ~>crcent one wP.y 
,-;r the ether In such f~ctnrs ~s wh~t is .essential civilly,.'! .... what is • 

2-,tentlrl ..';u,~nitinns pr~•ucti~n in .~n economy 
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There ~re various cross t~n<ents that b~cu c~n dr~.w from this. The 
British ~re~ hemline is one example. They • th~uch% in 1940 that n Cour~try 
could be kngcked out ~y ~ombin~ houslnf~; so they hor~ed C~rman houslnc 
until they ree Qhed the limit, until they r~n out ~f targets. So far as 
they were c~ncerned, near the en s. ~f the ~P.r they w~uld h~.ve had to think 
ur ~ new conce~t ~f ~ir ~arf~re because there weren't nny more Germen 
cities to bnnb.. In the meantime Germany had been tripling .m,~niZionSproduc- 
tion; remember that. N~t only di& the Germnns take munition~, out of their 
civi!imn ec~nozv, but the ~ritish simultaneously took houslnf; out of their• 
economy, and it di&n~t ~ffcct their production visibly. 

~y simple conclusion from p.ll that is no m~re th~n this: At the end 
of tb,o ~.~r thor~ w~s s~me thinking: still to be &~ne on that ~rohlem. I 
think that is ~s true toS.ay ~s it v,~s two years ago. 

Let us turn now to essenticl civili,on for pe~ce an& consider, first, 
disense ~nd unrest in occu:?ied are2s. One nice thin~ about it, there is 
no serious intelli~ence problem, in the sense of an inevitable problem. 
i=ow to ~Tet the information is simple if you cPn ~et your budget. If you 
wnnt to kn~w whether Germans ~r:~ thin or f~t in Germany to&sy, you c~n go 
~ut ~.n,'l weigh five th~usnnd ~_ t~m ,-~:~,. ser~ ~,,hrt they ,,,~_~. .... You can deter- 
mine th!n;~s Ilk@ thst Very closely hy the s~me kin?. of trcb_niques you usP 
~.t ho~.e in wartime. It is n~t ~ problem of our intelli-~ence egainst ene~.~ ~ 
c~unter-inte!li~+ence, in other ,,~oriso It i.s intel!icence, of Course, such 
as yo~ r, ractice rt home in w.~rtime. You F~et the d~.t~ ~,y ~rdinary research 
nothc&s to &etermlne whether the~: are too hu_ncry ~r t~ col&. • You ~-_now 
their &iseas~ re.to, not ~ ~ythelr accidental publicatinns, hut by cotintlng 
the crses yourself if you want to, ~nd so on, 

F~r the moment, then, it ~_s 2n easy Dr~!cm_ t-, <et the dPt~: ~nc~ " cale~-" 
late h~w much Germany d~es neeg, There are !if lieu!ties in estimating 
just bow much the Germans outside the cities neeg~. We know very accu~ 
rately wh~t the n~rmal consume, r ~ets in C-ermar~: ~,ut, we &nn~t know ~.~ith 
~.ny accuracy what the rel~.tion is ~etween ~,~h~t the nr, rmsl consumer ~_;ets 
~n pAy:or ~n<! the re~l C;er~mn f~•rner sittin~ at h~me an& es.ting the Dies, 
cnttle, -~ ~c~ sbee~ t~,~.t dis~: ~.e~re& from t;~e German economy, according to 
bast night's paper, in the last ye~.r ~r tw~ out in the country. We don~t 

.. to,. b!,~ck market out in the knnJ¢ just how much of the croos get int~ ~ 
country, ~ut we c,~_~, by wei~hin~ Gern~.ns in cities and towns, get a cold 
end result th~..t ................ ,.:ires us s~'~oth~n~ to ~:.~ on. Thet is, ~.fter they' " have 
eaten those thin~s, if they di .'~. e~t then if they are all losing weight, 
we k~,,~w they ~re ~l! losing weight. 

'.:OW, for cur f~rmer Allies ~r ~ o.o~=e_ cn,lntries that say they need our 
help, we h~ve h,~d cot, silent ek??erience ~th them as a nr,.tional problem, of 
course, since the w~r. Tht~re was u~'°~-A There w~.s the tbin~ we call 
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Pu}~lic 84, t~t is, t~.e law f~r sid tn w.~r-c[ev6st~tr6, countries, 332 nil- 
:'"~?- ~hon there was the interim eid lion :[oll~rs that ~r.~.s y assed l~st :..j .... 

• le.w, for ~.,,hich .Cnn~-.'ress ,:~as c~lle< Intn sy:rci~l session in l';ovemher, an~_ 
which wont tbrnuc, h a'~ut the ~if.".lo Qf D,~cem]~,er. ~%at is the kin(l ef 
In;ic that a!~,]i~lies t~ those thini".s? Thoreis, ~f course, son. e kin~ of 
i'Te~, tFere ~f ,,sb~t is essential.• 

~-nw, h.~w dn we cb~ck u~ on the meanln~ of "essentiel 'i an~. whether 
tb~Cas~s sre.~nna fig.c, cflsos in such inst~.nces? The prime.ry .a.at, ~ come 

'. , 

in statistical T~.ck~.ces, nf course. YoU~Te.t the picture that the FrencD 
nern~,lly proeluce, say, five million tons of wheat; but that this year, be- + 
cause of the elrou<Tht, only three million wer~. )jro@_uced. 8he.normally ex-- 
l~orts enough thin,~s to .l-.~'y for importing . ~ne billion tons "-Hor requirements 
are six; she -i>roducerl. only three this year; so she must .inl%.crt three. Nor ~ .  

~.alance of 7?ayments doesnit l'.ernit her to pay for three, ~nly for one, so 
we hrve tn ~ive her two. That is a ske!etnn of how we figure. 

How ~.o we know whether ~.ny p~rt of that is accurate? Well,' in•the 
first ~pl~ce, crop rcl~orts ~.re [~retty [ ~" .~:.'o . . . . .  Acricultur~.l economi'sts have., 
in the l-~st fifty ye~.rs or s6 <cyclone#. very substantial experience° Our 
own crn~ rcv.. r~in.<_', y~,u ~u!o,,~, is very accur.~te. Our estir?.ntln< of French 
cro~ns is ~y no nen~ns so ~ccurc.te ~s ~u.r esti;~.~tin:; nf our o~:m craps. The. 
French estimates of French cro~s ~re by nn means s~ accurate either. 
Stttlstical re P~rtin;.- ~t its ~-.ase level, where in[portent errors enter, is 
"~ ~ means o~. a c n ~ r ]  ~asis in same ~f those co:~ntries, because since the 
war the .societies b.av~ n~t shaken :].~,J~ the .~.ercente.,'~e of %lack marketeers 
t~'rt existed ~ ~ ~ "  .. ~.._e_ the Nazis before they were driven out. Disrespect for 
law ~.nd autherit}[ has st~yo~, the, re, Y~i cDnlt count on some things there 
too; much . . . .  . " • . . . .  

' " [ "  . !  " "  7 ' "  

There ~re same tbin~,s th-~t you can'c~t~nt on. ,You cc,n .:Tot Pn accurate 
_ " ' l l".~!e < . .~<ad •a  gtrou:~'F_t, .l, • y o u  impression n~ vsh~t the ~,seather w~s. If'they s~y-, 

c-~.n certainly chec]J< on that and fin:.:,, that they ha& a <Irou<Tht, :There-are. 
the weath~r re~~rts sim~,ly in terms in incFe:~' of rain.. 

Then there are littIe inci~.ents li~e'the rncks'th~t .s~e%~ed in the 
Danu~oe this. year far t h e  first ti~.e in three hundred yo,~ri ~. There i~ tF_e 
closina" of the Rhino to eny n.~vi-:~tion hecr.use the water W.~S So low. Any- 

.m ,..s . . ,',!rou:-:ht lnnks like in this co~,tntry an,.-1 was in Germany 
in Septer~her knows t h a f  they were havin C ~ ~_rfu~ht. 

I c~n remember ~ne little inciclent, ~f somcb.o~j cor.in,~ home to visit 
an }~¢riccn family ~:etwoc, n - ~ ~ 4 "DieTn i -~r .n:<f.~.rt an~l :"els"~.~ien .~,-,c!.. who <,~s~ -~,~..~., .~ t 
they rcise a n y  sucer beets hero this year?" It was the harvest season 
~nd there were trucks full of su¢Tar ~eets all alon.r the hiThway everywhere 
you went. . . . .  Yet this [,ersn~ was <~:,.~.~<., 'iDiom't,. tbej raise any sugmr. "coots 
this "year? " I pointed, to a trt~ck ~.~ ~ Io . . . . .  u~ ,,rith tbcm en~ ~. s~id, "Those aronl t 
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parsnips; those are sugar beets. ~ This person said, "For heawenJs sake. 
Last year they were this,big (four or five inches)." This year they were 
pnly t~ro and,a half to three and a half inches. ,&n incident like that 
has a certain conviction about it. It isn't so basic for a aational 
policy, and I don~t mean it is~ but that kind of thing mA~es you believe 
a few statistics when you see them. 

~ow, in terms of oersonal detail, confirmed by statistics, I would 
say .that anybody who was in Britain last year would know there was aus- 
terity in Britain. You certainly would know-it better now than you would 
have in September, because they cut dovm on the gas ration in the" fall. 
There are net half so mn, ny taxis around London now as there were last 
su~r~cr, nor half so many private cars, 

In France.thc black market rises up and hits you in the face at 
every turn. it begins when you change some dollars intQ ~rancs at I19, 
and then you p~.~y 89.V5 for ham andeggs for breakfast, and pro rata for 
everything, else. Zt goes o~ until somebody comes-ug to you in the D.ue 
dc la P alx and says, liDo you ~,n~ somepostcards?~., ';~o." ii~?iat do you 
waht? ~anttochange some money? i~ '~ghat is thr: rate?" "250." Not 119, 
That wi@l" hit you on any corner. 

The b~_ack.markc~t is inflation at its bad level. ~It is inflation at 
~, level ,:,here it begins to eat the -.÷ . ~.~c oat of a.socicty, Yt is on a 

. level where an he.nest m~.n begins to go broke and becomes a d~L~,.n fool for 
being an honest, hard-wo~L~r. Every skunk in the country gcts the rew~rds 
and every Straight f,ellow in the country takes a licking° ~.,D~en you get 
a system working that way, .the couz~tryis going to the dogs fast politic- 
ally.. .. ~ : 

Yew, in Germany the situ~.tion hits you as it doesn jt in ~ny other 
country, i think° ,,rust the ruins, of course, impress everybody who sees 
thrm for the fdrst ..... ~i~,- ~ think the C-.urm..~ns impress everybody who sees 
them for the first t.~me,: ! r~member in i'h:nich going down to the railws~ 
star-ion and just st.~m~ng ther~ for a couole of ~1ours with.a Congressman 
~d ~n American ne,.,ssp~o.pcrmr.~, ~..']do h~,d sugcestcd thr.t we do that. There 
~,~.s one thing that clinched nvo~"ythm:fg in the mind of the Co~grossman I 
~Tas with,, I rememb6r a , , . , o n e . n ,  rdr.senably well dressed, a fairly decent- 
look~ng person, hurryl'ng by to c<_~otch a train, with the usual hcavy bags 
of some kinS. in e~ch hs.nd , a big, rather nice handbag in one hand, not 
quite closed, with t~e charred e~d of ~. piece of wood sticking out of it, 
She'had seen ~,n unburned, stick of wood in the ~,shes of a fire, and th~,t 
was good enqug h for her to pick up ~.nd to).~c home, That is Germany in one 
piece. "I ~,~0uld ~ust say that the Statistics ~na any amount of impression 
yott~etsimply tend to ..confirm. that. If you "take that ~s symbolic o.f 
Gcrm~iny, I donl t think you ~.vould go wrong. 

~-~i ~ li_~":~ ~,~ ~.~:=: [~~',~, rl ,; ̧- ', ~-:~ ='i -~ ~3 ~ 
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That kind nf thing is b~clced up by one m~re piece nf eviience. There 
mr* tnctlcs of ccl d ~rfrre that rre v pplied by one country a~ainst 
rn~ther through external means, i~en Russio doubles the price of oil to 
the Austri~n Government out of Austrian oil wells, thrt is externPl means. 
The Russinns do thrt from outside Austrlr. ~'~en they cut down your imports 
from their territory, they are doing it from outside. When they propa- 
g~ .... ~ their radio strtions it is from o~tside. 2ut when you can .. .... '~ ZO over 
COnduct cold warfare withln,~, country through the resources that are in 
thot country, use the Cor.t~.unist Party in France.or Italy, .use every other 
kin¢l .of thing within the country you are working on, there is a bad situ~ 

tion. 

Vow, I ~:oul ~'. say if you check the weather reports, the crop statis- 
tics, the look of the people, E.,very kinl of personal detail, with finnlly 
the f2.ct tb,~t cold wmrf~re Cnn be prz.cticed simply by using the we~.pons 
that ~re there, I think those things confirm one ~.nother ~nd. I think they 
clinch the case. There is somet]xing that is essential to a healtbj~- civil- 
ian economy which is lackin~ in those countries. The evidence ~_oesn't 
settle wh~.t th~.ttbing is or what those things ~.re, but it settles the. 

cs.se th~.t, something is lacking. 

T[ow, to. turn t~ the European rscevery -~rogram and the kind of argu- 
ment it st~.nds on: I have been puzzled in recent weeks, h~.ving been sit- 
tint at my desk busy ,,,ith various thin--:~, w~itin~-; for the N.~rsh~.ll Plnn to 
get straightene! out, hopin~ somebody would simplify it before it became 

-~'-' T the my urgent business, and then finally t< ~n~, documents as presented 
sad tryin,T to find in the.~, the r~,~.l ~r:-.,~um~nt for the ~.rsholl Plan. I 
woul~ ..... --~,~ that the real ~r;:.~.ent is subst~r, tially this: ~.,~e ou~'~t~,,, to ni~. 
~urope beck, use ~f essential str~.tegic interests of the United States. It 
is ,:~oin~ to cost us ~, ,.%T<:~at deal nero, ~rnb~bly, as near as w¢ can esti- 
mate, if we don't <Tat ~urope on her feet. ~'Je must do that because it is 
to our stratetTic interest that there be pence. It is essenti~.l to peace 
that the •free societies that exist now survi~Te, and that some of the people 
who are not ex~,ctly ~,.q~t you ,,,,ould call free societies become such. In 
orS_or to do so, some of them must have a higher stan~nr<~ of living tb~n 
they bn.ve now. They r~ust h~ve currency stabilization. They must have the 
kind of economic justice that c'oes with it, that is, the opl~site of,~nd 
infl~.tion, of bn,! bl~ck [~.nrket con,~-itions. They must ~.et more pro~uction. 
They must keep full employment. They ~ast break this pnra@-ox of full 
emplo2~ent end low pro:7.uction that they are wallowing in now. In order 
to get m.~re pro~luction, t~ ~7et c~ing, to prime thc pump, they need not 
just dollars, not just a pat on the b~.ck, but certain essential minimum 
qu~".ntities of some foods to power the h,mv.,vm, energies, ~.nd certain materials 
and equipment. The.t, I think, is ~. su~.~.nry sketch of the logic behind 

the Marshall Plan. 
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Uow, ~n ths.t I w.mll-~ s~y, y,',u n~tice this "essenti~l civilian" d,-es 

not near. s D~rtlcul~.r level. I inn't thin/~, you c~,n say thorn iS a stan- 
~.~,rd of livin-'.- that Fr-~,nce rust e.tt~in in or<or to be ~n the safe side or 
a st~ndar:l of livinc_ in ~ny... or.her c~untry~ The stondnr,l ~f liv!nc, of 
those countries vrries very %,dde].y. It is r-uch hi.-hcr in Fre nce tnsn in 

-~'--~ th~n in Fr~,nce far hitcher in ~el,:~lun th~a! in Itrly, hi~h~-r in = ..... ~ . . . . . . . .  "" 
-some other pln.ces, nn, ~ so nn. Y would s~.# there that "essential ci?i!ien" 
m(;ons essentially J~lst t.~Is: ,~ certnin slope. They must .,::.'et away from 
the level ~t which they arc, n,-:w mn:~ work toward ~. f~irly decent level, ~t 

~.  reas.~nnble r.-te ~f-spee~. 

In the ~"..~rsh,~,ll Plrn the level that they arc t~ ,~tt~inhas been set, 

~.ccordin;" to the ~'~'~ . - • • .~;.~ coals, ~r ,~ccorr!In~ t~, our ~:onls, which arc sub~t~n- 

. tiall2 the sere, at s,;methin, ~ close to the 19,~8 st~ind~rd of livin<:~ ~Y 
195~. It is really subst~nt[nlly~high~r thnn the 1938 production Icv,~l , 
"-..ec~use they must l>rod.uce m:~re t:, pa~ fr:r their imports n,~.w that t h e ~  h~ve 
l~st th~,ir el.! invisihl~, extern.~l ~s%otSo The~ ~ h~.ve to surpass the 1938 

pr~?.ueti~n in err!or t~ ,'et up to their 19,q. 8 cr, ns~_:ption. 

~'ow, th,~,t is not n v~ry ins!,irinq :oal. You can t~ke it ~s one of 
to, y rc~,lly ,-.re now, thst it will take four years ef t~,e .~e~su-~es ~f where ''~ 

hard ,;.fork to ~:et ~ip t ~ where they were in 1938. Try to imagine wh,~t that 
woul,! be llko in this c~_try~ Inn:rime th2t to ::ot to the lea,< side of 

tha 19,~.8 level it sho~il<~, t,~ke us four ~,~ecrs of .~2.r.i work. • 

Vell, for t~'e ~om~nt we dealt h ~ , v ~ :  ~ to fi~re what "essentlml civilion" 
mo~.n~ in Europe hO~..y,,ng., four years, ~o~.-,~s ,.._. ( four years are long. enou;.:h for 
~,  w~rkin::" pro~n, the Lot< L-n~ws. But f~r those four }-ears "essential 
clvilia~ ' in Europe c~n he taken ~s defin;:d here. I thin~ it menns c ettinp 

b~ck tn the 1938 level. 

For our o~m economy i h~ve simnly some qu~,stions. First, are sixty 
million jobs on the ~resrnt level of n.-~tionnl income a static strn'3.ar,~_? 
if we c~n '~ee~ it u~ t~ th"t for ten yer rs, are we doin~ ,"Ii riqht? 

Sccon,f, h~w much ~f ~ .,.cpr .... i c~n we 
c~nlt cut rece'ahi~ns to zero, th'.~,t ~,e co.n't ellninnte ~.I! the wic.:les 
that ha.re :,ccurred, h~w muc.h ~f ~ ~e~ression can we t~!ce? ~¢e l.mow what 
we took l~.st time an,.'-", we ~-new bm,~ much pol.iticnl re~,cti~n ,re ,[:ot out of 

.,n~ .~ j it. I ~-n't mean roborion in the ri,:-ht win~,, re-~cti . . . . .  sense~ I nen.n in 

the scientific s~rt ~f scnse--rc~,ctlonary impact. 

Third, ~t %,,~b.nt r.~te r.:.~st national incc, me co u]!~ t-, hc rci~.tively con- 
timiin::~ly ,~atisfnctory if wc ~,rc not t~ taF.e ~,, st,~tic stand~rd? ",~.~at must 
our national income be'in ten j e~,rs or in twenty ~e,~rs: ~,ssuminc t-h~t our 
~2olitical, soci~l, anrl economic equ.ili~riu~ -. is just as ~oo~ then ~.s it is 

now? 

0 

° 
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~.'~, t~wo, rd thcse questions, we know that in 1950 t~ 1939 we took ~, 

loss ~f about three hun,lre-! ~i].li~ns ~n the production which we did not 
~r~iuce tb~t we could h~ve ~'~r~uc,~d, drawinc a line ~etweon the 1929 s . n d  

the 19~-I 2prosperity s o~,n .... rc:s ant ~emsur~n:" the volume of c~vity ~etwoon 
them. "?[o kno~; we con tolerate th~,t ~.n;T! co[:,.o out str6n<~ en~u,,-#h to win a 
t~ ~-." like ~':~rld ~'[~r II. tow f~r can you transpose thst kini of exoeri- 
once? _~,w far is it ~,nalocous t~ anythin~ you are ~oin: 7 to fcce again? 
Is the t~Ior~nce ~f Icprc:ssion constant or does it vary historically? I' 
thir~k history does not suc~est th,~t it is constPnt. ~e took the dei3res- 
sions in 1907 ~,n,~t 1893 in a very !ifferent spirit from the spirit in which 
~;e took the-one in 1932, I woull say. 

One kin ~3 ~f surLu~,ry that I w-~,nt to present, that may clarify sone of 
this ~ little, is sim!-~ly t6 st~.te the variables th~,t enter the picture, 
t!:e v,~riables theft enter into the concept ~f esscnti~l civilinn. 

First, the portion ~f cross nn.tinnn.l ~fro~uct that is assiluna~le to 
~hls war will vary in cert~nin respects by countries° m " fraction assignable 

to war is far g~'eater in advanced, countries than in backward countries. 
3 T~e ~a-<e a co'~mtry like China . . . . .  Chinese gross national product ~s rather 

great. T...herc ~o,~e four hundred million of them there., and probably two 
hundred and fifty million of them ~,r~, v.'orking herd on the 1,~nd. •They do 
produce enough to e~,t. The C~:,uo reflects that, and it is a rather large 
C-VP simply bccause it has such a big population producing it. But only a 
tiny fr~4,ction, five or ten perc-u3t, of +~he ~nergy of Cbina is assignp,blo 
to war, where for th~ most a@v~,nccd countries,it runs as high as something 
around half; m,~,ybc higher than th,~t° 

l~ow, the fraction assignab!c to war does not v~,ry directly with any- 
thing like gross n,~,tiona! product per capita, bec~use it ch~,nges most 
rapidly in the middle ranges, ! would say. You get a country pretty well 
mechanized as against s, very backward country, ~nd the fr~,ction jumps 
from tc~n p,rcen~ to say, forty percont~ If you mechanize as much as to 
dcub!e the C-~P per capita, you don ~ t double the fr2ction' of the G~TP ave, il- 
sfole for w~r. It got up to, s2,y, 40 percent for a country like Garner.y, 
~,nd it ~.~es not muc'~ ~i:~or for a country like ours. Germ.any, of course 
squeezing h&rder, e~cecded us prob:~bly iz the fraction of gross national 
product assigned to ~' w~r as against the fraction assigned to civilisn. 

The ~e~" of an incz'cmcnt of c~o,~" ~A equipment makes a difference° If 
you introduce some new capital ec£aipnont, as Russia did under her Five- 
Year Plain, or as we did throughout the period since the Civil '#ar, how 
old will it be when ~nother ~mr comes? That makes a big difference, be- 
cause the cssenom~lity of civilian use of that capital equipment, the civi~ 
Jan dependence on-that capital equipment, grows rapidity. The big power 
wlants that worn most available for war use in this country were the newes 
ones. }!~otice t~t. Now, to some extent we were able to cream off some 
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po.wor in ,'laces li]<( }~rookl&~ Edison and Yew York Edison, where there was 
big caDr, city: but ~;,~hero a power pleat b~,.[ boon ther~ ? long time ~nd the 
popui~',tion h;,d !earr.qd to u~e cl,'etric !i~zhts, electric irons, electric 
percolators, and so forth, th~ r~cwer h.'.,.d, be.come e~sential civilian and was 
not r, ransferablc. That is a f..ctor of - , g e  in the insta!Istion. ,. 

Zhcr~ is.a f~:ctor o" ",,%'.e on tlzc~ civi!ihn durable side, too. How 
Io.~. ~ i~ it since w~ h~;+~ "~d t?:n million s utomobiies in this country? It 
makes abiy difference, in I~ZO wc h~..d almost as mrny automobil,:s a~. ~ Or 
mor~" th~.u .,~re h.~d in 1940, ~ut in the !~tcrv-'l cities had gone on ~.~ro~ing 
the w~ citi,-~s crow when th,;re ~re lots of ~,utomcbiles. Commuting in auto- 
mobiles h~d beco~ reflected in the st..~acture of citie.~, ~nd in the rel~,.tion 
between where, pe~!p!e live or sleep ~z?.d ~,#herc they work. To keep all the 
automobiles in America. ro].].ing w c s  far more essential after 1940 than it 
would h~:w~ been ten years earlier, Certainly" it ~.s infinitely :~orc so 

than it would b~ve been twenty y c~rs e~rlicr. 

The condition of an cconomy for ~ year or tw~ prcccding c. w~.r will 
marc a big difference in what will be the essential civilian share of 
national income or national product during ~ war. ~ nice little bo~m just 
before a war is ~ wonderful thine for ~mr production, bec~.use it leaves 
civili,~.n in~e.nt,orics, civilian equipment, in ~ood sh~.pc. One interesting 
l~ttlo light that was thr~,:m by the str-tegic bombinc survey in Germany 
is that, the Gcrm~m civilian wardr,~be ,..,,'as ~t its nil, time hic~ in 1939. 
:Co in cur intellicence aCcr:cie.~ wcre ,:~riting lamentable reports dur-lng the 
war about the p~r Germans freezin,< because they didn't have ~x-y clothes, 
beck.use we dldn't Y.uow that they started the war better equipped with 
~r~]inary clothes than they hod ever been equipped v~th before. That is a 
~req~ asset. It puts fat ~n an economy that you can t~ke off during a. 
war. The ~mount of fat that you c-on burn off .~ civilisJ~ economy durin~ 
a wsr is ~the men.sure of b~>,, ' much m~re civilian s~crifice you can t~.ke on 

any ye~r~s n~tiono.l product ievcl~ 

~Tow, another variable is th~,~t countrics vary simply in terms of their 
? 

o~m p~,st czpericnce. Thcy wc.n;t t~,ke -iepressions exactly the ssmc. Ehcy 
won't t~.ke civilian sacrifices exactly the s~,~.e. The 2ritish will react' 
to civilian sacrifices one way, the Fr~-~nch another. You can evoke pride 
in it one country when you evoke only irritation in another ~ithin ~. cer-. 

tain de-~ce. 

Aisc the rccuirc~mont ef ~,rhat is essential to preserve democracy in ~, 

country is ~,t the sam(} thin./ as the requirement that is ~" '~" 
d(:mocracy to be cre~ted in ~. country where it hh.s not existed. 1','hat is 
essential to keep French society" he~,Ithy in th~:: next fair years is one 
thin,~ tb~t we may be s~le to ne,~surc. ~n,.t is essontlal so t_~.t Gcrn~,ny 
nay conceivably become a democratic society ~r ~-~rt of a democratic soci- 
ety in any predictable future is ~.nr, thcr one', that is not answered by 

~,nswcrirg the first. 

II 
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}low, I h~,ve six little problems to leave ~ith you. First, economic 
stmbiliz~.tion is essential for the p.reservati,~n of our political system 
nnd'its strcn~th. .But ,~hrt is ec,-:nonic stabilization end how .-io you ~Tet 
it? if you kn.~w h~w to ~:et it, l:.,~w -!~. you scll it politically? }'it. Baruch 
n . n d  others ~7et paid ±%r comin~ , q~ ' ,w n  here to tell ym~ thinus. If you fizure 
that roe mat, I r.m sure he will pa~' y~u, 

Second, the nc>-t is tb.~ tinin---. The l,,st tin~ we hag: ~ w~,r wc di,-! a 
neat j~,b. W e  f~ttcn,~d ur,~ the civili,~n inventories with n boom f'~r s .  year 
nr two: then wc corvette.'.'. ~nd then ~.~e nrm<'J.. :T~,~.:, there was a stui-~cn- 
"!ous schlcvcment. It was a really marvelous thin..-. Take your hats off 
to it. Y, apolenn ncver t]:m~,qht of one like th~,t 

It ,,,'r~ul~! ~c nice t~. io th~.t mc~.in. All you have to dn i.q fix the> 
.:ir,.te of Y-lay ~n.. st~.rt abqut t,:~o or three ;/c~.rrs earlier, d~.te b-~c ~ your 
c~nver.~inn -ocrioJ_.and y~ur ciTilian fatteninc, period, then set a date to 
start f.~.ttenin:" the civilian. !fjnu a r e  not on ~, boom, you have tq i~:et 
on a T.oom at thot time. Fi@:ure that ~n3 .6ut.. Thr:t is the wa~: to fi~oJht a 
war i-,r.opc., ~qy. 

Third, b,~,,~ to moke essentials. ].n.~s vu!ner~.blc. _~lour mi!lin{: is a 
civilian essential, drirle~ are civilinn e~senti.~ls, ~nd so nn. I n.m not 
sure there sh~,uldn~t be considern.ble :iispcrsion of ~ome of these civilian 
essentials simply from the point of -,ie'~ ~,f .-~akin,~ the -~snrti~!s as an-. 
vuln<-rn,ble ns possibl~':, so th~..t r:n enenj ~ .y  chop-g.n,~ a h~.k out of then 
c~.n force you into compulsory refillin.'." out ef your wartime econ~,mic re- 
SOUrCOS. 

}~mlrt_h, we t~ik r let ~bnut stnc~..-.7~ilins matcridls~ ! w~,nder if ~-rc 
ceul,in't think ~,bout st~,ckpi].in< w~.r l~or. Suy~3nse Z cu out ¢_c~m.. coi0per 
an< brass. C~,ne a w~r, if you have a wn.r, y.~u have t ~, ~.ut th~.t throuch 
ymar,fur~:, cc~, m a k e  brass, :-,ronze so on, 'out nf it~ You have to ~ut 
it throu.~:b ~our refineries .anC ~,'~~.~ ..~. elect?olytic out of it', thcn roll it 
into plates, extru,'.e it into tub,:.:s on.'., ro..is, .~n,.-'._ so on. ?!by not have all 
stock .piles in the m~st ~f " e o ~  ~.~ • .re . . . .  ~.,. fern th.~.t will per:.'~it undetermined end 
use? if ~"ou ~.rc s~.~. you n.re <~im~ to nee.."- n I~ of col,~-br tubing:, i~ut 
the Cnl<~or..: .. in y~ur st~ck i~ilc t~rou<h., as far s.s the tubinc., sty., ~_. o If ~nu 
er~! s~irc you arc ~.~',~in<" t~ no~< cert,~.ir, ~ "~ ,: _ , x~.nus ~f aluminum sheets, you cr.n 
stockDilc t~em. " .... u~ .... that os ~ ~u~,lic works kin@. ~ -~~c,r~t~-n for economic 
st~iliz.~.tion. In ti~es o~...~c:~re~ion~ , DIow In!:or into iour s*~oc_.~z piles 
~o/:r-~inst war an: s~ve billinns nf r , ~ n  hn:~rs in war labor when the pinch 
c~nes. " I think it is worth e.Tnminin~. 

Finr',lly.~ c.iven a w,~.r, h~,~r ~uc]'_ s~crificc c.~.n we <!_cncnd n t her!'e? 
>[ere I would say inte].l~cenc~ ~. h.~s to ]i~la.y ~. vcr$~ key role, in the first 
~?!n.ce, in d e  ~ , ~cr.~inin< ene~.y ~; :nr  :~otentin.l; then in ,dctcrminin< our o~,rn 
levc! r:f whs.t is rc~l~_j esscr.tirl civilian, that ~_s, how .q~ach w~r potcn- 
ti~l wc must rcrll2 mobilize to win; ~r.i the:toby !eternininc the b.cst 
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alloc~.tion of resources with rc~ar! t~ what it takes to beat ~he enemy 
nnd. with respect t.~ what it take~ to maintain ~ stronc society in our o~m 

country° 

In that respect I havre ~ dcrng~.tory cor~uent ~n the brilliance with 
which we won the l~tc war. We won it h~.nds dawn. '~e havcn't quite ficured 
nut how we did it. ~w, if wc can win a ~ar ,~th errors of ~00 perccnt of 
our quoss on what the cne~"s, mtu~itions p~t~nti~l is, we are not ~dnning 
it on precise c~Icul~tions. ! ~m.not sure the next war, if thcre ever is 
one, will pcrmit ~ny such c~deness 6f calculations ~n some of the funda- 
mentml fn.ctors. Wc mn~ ~ have to get much more serious about how far we' 
can squeczo the essontinl civilian economy. And, if we ~.ve to got more 

~ O  ~- s e r i o u s  about it& we will bm.ve to get c~.lder ¢. no nn ~t the cross n~gni- 
tudo or the scale nf the war is, how fr,r we h~.vo to ~n nnd how hard we 

have to go to win, ~nd whether we c~no 

Th~so are the problems I broucht .in~.~ to leave with you. I hope they 

won't b~ther you ton much. 

COL0}~L }~cCLq~LOCH: In the cnninc studies s.t the Colle~c, particularly 
in the Production, ~gn.npower, nnd 0r~anization s.nd AgJ~inistrativo units, 
I know that all of y~u n,ro gninj to b~~'o many occasions to wish t~nt you 
co~ld quiz Dro Pettee nn some of the problems with which you will be 
confronted. ~e have a few minutes this mornin<: for y~u to nnticipato 
some of the problems to which y~u are <oinc to w~mt t~ know the ~swers~ 
He bns willincly submittoC himself to you for any questions you worst to 
fire at him. Per~nps y~u mlso have snne questions left over from }~r. 
Hcrter:s vary fine~!iress last nicht ~n the Marshall Plom that you micht 

like to ask Dr. Petten this nornin~. 

QU~STI0~T: General H~rshall, when he presented his ERP, laid down 
the s'~u ~f n~hey that was wanted for t~nt i~ o~solute terns, and said 
C~n~ess should not ,~ below thnt~ How w~s he a~le to specify such a 
fixed sum? It seems tn me there must hsvc been s~ne kind ~f economic 

intollicence behind that. 

PP.. w~m~~. There certainly was° On the ~ther band, there b~%s been 
slight nis1:~n~crstrndinc ns t~ just wh~,t bc sri~! when h~ cr~e out with 

what w~s callo~! the '~all or nothing<" cloetrlne in the hee rin:'s before the 
Senate Committee. That issue h~s bo~n y, icked up. C-enernl M~rshall cx- 
plainer, himself somewhat more fully Inter tn the questinning by Senator 
Gcor~ze on the sec,~n,! day he w~,s up there. The s.~mo issue hns boon brought 

nt._ the Senate Committee and up in other ways by other witnesses before ~ ~ 
the. House Committee. 
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The basic ar~v/ment is n~t th?.t 6.8 ~.illiqn is the exactly riJ;ht fibre 
and it must n~,t ~e 6.7. General }'~arsh~,ll ('i:'i ci~.rify th.-,t. He s~i& he 

~":nt fic~ro. :£e ~ . s  s:ire there was n~t sure that 6.8 w~s th~ exactl~.: ri " 
was ,~, real. minir.r~n vbere, .~f y~u went bel~w the, t, y~u would accomplish 
n~ gno~i. ~hat is why I emph~size~i the point that ! tried to bring out. 

I think the survival of free societies is the thin~ th~.t sets the 
real minlm~nm, It is also, I think, a minimum a~out which i~,rccisi~n of 
calculation is jU..~t 7,1,~in impossi~Ic. Therefore, as Genernl M,~rshail, 
Mr. Dhu~lass, and the ~,hf-r witnesses maint~.ined,, there ~.rc.. croft ris!~s 
attache.d, ~rcat uncertainties, ~~rc~.t u~w~., factors, ~.d. we can't be 
sure; hut ~s a calculat(~,t risk, all th~,se who f~vcr the tbinc have n~ade 
u D their min.~s thct we had ~etter ~,o it tb~,n not do it. Yost .~f them do 
b~ck up the concelPt that there is a minim:am,. 

F~w, the idninistrn,tic,~ 4.ecidcd thnt theft minim~m is 6.8 billion. 
The evif..cncc that ~s available is a~.ut ' six inches, ! think. It is b~sic- 
-~&ly ~,'~,l~nce of payments evi,ience, >ached np by such ar,..m~r:ents ms these: ' 
Yc,~i kn~w they need coal.. '~ny can' ~ they i~ay for thn .coral they need? They 
can't F o.y for it tec~use the ~.C,:rc.<ate ~,f what the#- must have over the 
next f.~,;.r and a quarter years ~r so is ~qmct'ninc like 55 Y~illion dollars 
worth ~f imports from the Western He.~isT~hereo Their a/v;rcgato of forei,~n 
exchan.,~e resources to pay for it is s,;metbing like 40 %i!lion dollars. 
Therefore some%~4.y rmlst ~-ivc thcn 15 or 20 billion, something in that 
rance, f~r four and a qunrter ye~.rs. You l~q.w, a~ Intc as the timc general 
,Marshall su~;mitted the ~i!l to Concrcss, he still wan~i to say "17 ~il- 
lion f~r four and m q'a.~.rter years, " an-I Under Sen<tot V,qn&en~erg's ./.~r~test 
they ~,.;ithdrew that fi~.rare from the Dr,ejection and left St at 6,8 f~,r the 
first ye, nr ~n~ ~. q~arter, or fifteen m,~nths from, let us say, the first 
of A!.'.r il . 

7"hc 6.,8 is the th.inc that ~,th~'rs m~st .~ the ~ ...... _ _ .~  . i z r . r ~ s s . : ~ O ~ ,  " ? . G O . U S e  

y~,& cnn read these re~::~rts an,!. wan.ier' thr~,u::h .r.assCs ,~f talar:ce ~f Daynents 
arit~nctic and y->tl '.-o~ U,.. ~) ].oqkinc for that ~.o0 ~nd you never Cot. to it until 
s~d<!enly on sov, e ~~ -e there is a rather "~ "~ lops1~e~ table tb~%t comes out 6.8. 
Trn~sslc.tin,~ tho 6.£, it ~s... wh~t Eur~oe needs ~._ fifteen ...,.~..~,~ minus 
wh~t she c.~ ~;,.y for, o-~o -]-~ ~ r. ..... ~., ~ . ~ e (  s~ anf .  u n r e s t  ~-~ .... o - ~ ÷ . ~ o ~ . s  a l r e a d y  made., 

• to 7.~,-g'fcr thin;"s in thezc fiftccn mont!,.s, -blus 200 million dollars to 
.,or ...... ~:e~ts t.tith the rest ~f th:- wcrl;, on "~.alances of ~.~.e..ts not 

~e~ a F . , p r o # r i a t c d  b y  us i n  a n y  way ,  ~n:! so on ;  a n d  i t  comes .out .6~82 ~-'_n& 
t.~ r~un% to 6~o Now, "~ebir.:\ tY:nt -~rc ~ thousan,i m~n-ycars of w,-rk, 
7~ro;m~,ly, in the A:~crican Go,Jcrnmcnt fi,:urin:< ~,ut what t~ey ne,~ in terms 
of items ~y countries. 

I l~ve a feelin< that that is an ~-,~', ~.,. ...... ~.~ answer, I swc~.r it is about 
as Coos! as you can ;-ot. 
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C~ESTI0~T: Dr. Pettee, d~ y~u hr!T,en to know offhand the rel~,tionship 
~etwcen the 6.8 billion anc ~ the ~.'~'rc:'~te n~tional incomes :~f the. nations 
during, th~.t s~.me, fn'~r ............ -~,'~. .~.I~-~ ~ , r ~  ~-~ period?. 

DR. __~.w~m~. I ~ sorry. I ~. not. 

QO~STION: In otLer words, is it ~ne ~oercent, two i~ercent, three per, 
cent, or ten percent? 

DR. PETTEE: It is nearer ~ne ~ercent than ten. A year and s, quarter 
is ~n ~war d period. I reckon the gross natinn~l ~roduct ~f the lot of 
the sixteen major nations, ~lus ~estern Germany, or call it seventeen 
nations, r,~.s--t~ maybe •200 billion ~5ollars a year. 

QTY~STI0}7: The ~nly reason ! asked the question is ~cc~use there has 
been a go~d de~l ~f discusiion of relationships c~ balance of payments. 

DR. PETTEE: }~ ~css is that 6.8 is nrotuni t.hrce or four percent 
of their ~ross national ~}roduct for that same period. I think fly.ares 
exist in the doc~ucnts fr~,m which you could ficure that out, but I "don~t 
think the exact answer is in the documents with~,ut s~me arithmetic h~ing 
to be ~onc. 

Of JEST!O}'.,: Has there ~,c~n ~-~.m4~,- t h~u~'ht of Iixin~r ~ limit ,~n the a~huin- 
istrative c~st of the pr~,cram? 

DR. PETTZE: There has n~,t yet. It is ~;t t~ c~,me Ul;, }~cc~usc it is 
snmethin~" thnt some Cnn,"res~man is nnr.unlly likely ~o think a~out. In the 
course of debates ~n ell these tnin~:s it slmost ~lwc.ys ~ioes come up. I 
• :".,on't kn~w any way thn.t the thin~: h.~s %ecn ~.~:;-~rcacb.cd so far, except in 
questions that ~,rin< out the fact that the St~.te Department estimates it 
would take 500 people in this country and 400 over there in the ~conomic 
Co O~re ration A~a:~inis trat ± on.. 

Q[~STIO.?.~: L~]<in,: N~ack on th~s~ crroncou~ estimates ::ado nf German 
war Dro,..uct~, c~uld you :ire us the ~s.~i~le reasons for th~se mist~/<.es, 
~n, ~ how they could ~e corr.ctc(, in the future? Thc, t is, did y~u have the 
proper basic infor~:~.tion ;~n~' nisinteryr~t it, or did you 12.ck current 
intelligence? Ju'~t what c~usod those ~i~ errors? 

DP.. P~TT~Z. One very simple why to ~nswo.r thn.t is thnt we knew too 
many t~in~:s tho~t were n~t See ~,~e h~.r! the s~:'e ~asic wop~nossos as Ph~D's 
in ~-:eneral. Tn illustr~.to ! woul ~. refer ~:nck tn whn.t I sn~id a~nut our idea 
that they ~:.~ero t,tnlit~.ri~n nn~ that they said they were livin~ on c~nr.on 
instead_ ef ~u'tter~ By the time France fell we ~,or:an t~ ~e impressed that 
"totalitarian" really meant something/:. They ~ • h~ ~ raised the ~nte. They 



• ~.•,,,rc f~.':r ..... ~,'- <:t~o,-,, n.~ w,T t}:•?,u<h% an.,'bcJ•~, ao'~ ~ be %hat" m~zt :,e-.'..n 

that totrlit~ri~.n, instated of b~:in,~" wet<or them laissez frirc, is very 
cfflciert, ~ot in,J:ffici<nt. !v~so factor, i{ i~ th ~" top; it is the limit; 
b'oh ccr.*t bc ~nj. ~ better +~,-.~,,~.~.,~ thr,t. Because ':~t' t~.cu~bt the.t, we h.oodwinkcd 

oursrlves ,:'ith strict conce~ts. ~'~-'" Coultlr.'t ~-'o r.n~where b,~t do~.n~ from 

the top. 

Now, wc had the b~zic inform.:~tion, but I' would say we hn.d t,~n times 
as  muc}- b~sic information .~s ws could c.noly~e~ 9 h e  r-v~io w~-s about ten 

to one, Th;:~t moans theft Was .~ I~rob].¢'~ cf ~e].ection, what should be 
an~.Ijzed, ~{[ow did w~ ~o].v,~ th< 7~,rob!cm of s,~].Ection? ~.~e solved it bb' 
convc:ntions thr.t wore stu.~k in our =rinds. ~nd h~bits decided w~nt grirJ.- 

sto ~.,~. wc s~o~Id p~it our r o~cs +~ '~ exeJ:~ini~7 th.-, avr~ilnblc data on the 

C-o rn~m OCOI]O[~, 

ost~, I u~,cd to follow it v~rj closo!j ~ +I~ S~turdr," ~vcnin~q Post 

adT~;rtisemonts, T~.~t wn_r. our ...b.- =.~u~, .... ~ .. 
Chryslcr~ [ remember, ~.m.s boastin;~ ~bout hn~-i~;~ its o~m centrifuge! 

h e r . r . , . , . ,  t c u t  t.~< 1 , ' ~ : : . ,  t, 4' ' ,~ o n  

j o L  f r o m  tWOTLV~ h o u r s  t o  t v r . L t y  n.,..,,_.~ . , ,~"~, '~  o n  ~ n t i , ~ , i r c r ~ . f t  c a n n o n .  ~'r~e~.,.. . .  y o u  
cub your ].~th~, ti~:~ ,ro:~ twelve ~,'....~,.,rs to twenty "~''~ you not onlj 

• : ~ne opera.tot. s~.vo the tint ~>f the la•hb[~, but y , , u  s~ve t~<, tin;~ of a darn ~ ' 

di~covor~ thr•t its Injout was :,~6~ r fficic, nt t'!~.au thn.t at Willow ;~un bc- 
c~use, th< ," "~ ~ - .... ~'~ ..... ...... bcz<bcr gid not leave the , , u ,~ , . , s .e •_~ .z  ........... r. t]~inc, l!~zc ~ ~'~ "" 
pn,~r work~r.nn ron.chi]~< .~i>:ty f,~,~t -for ?~i~. screw driver whc~ }:c wr.nted one 

on th ' - ;  mn'.n ~ssezb!y !inc, 

I pickc~ theso t.z ....... up rnd i t:l.'i ~v pc¢[?Ic to F<' ~<, thq GerT, nn 

war cconbn Z r.:/i s<~,. if' they corld find ~nythin~[ conpmrr~b].o. I told then 
to study th.,~ A. ...... cnn setup our irbor-prchuctlon drive, with the 

• people ir the, ~'.r,~r Pr~,d1,.ction ~o,~.r,~, with o.nybody else in t~wn who ,co:~Id 
,.::ave Co~:',: cdvicc nn ~-:h:~t ~:'e rJerc d'~.inr.. I told them %o d.o that so they 
could ;.'~t ~.u id.:~:~ ,,? whr± could "~,~ (:.~nc. <~out it, ;:et sensitized., -~ 

Th.%, went to tB.c r.icr.~f[ins rn<i c~me back end se.ll, '~WFj, the Cerner~s 
" had centrifu~~l cestin<s of cannon h~rin~'~ tw ~ ~e~rs before we ,li-!. t.Ten 
'they red,.mi;.-.ncd tbair b~'.sic mr~chin~. ,run, the, y .7ot it d.o,,~, s,' the barrel 
wrs the only mr, c}inc~_ p,.-rt of it. .The rest of it ~rs f~r,-.'incs, ster:.pings, 

r~n,-\ pressincso It w~.s ~ better mnchine gun than it ,-,w,r had been, end 

it z~ved ~,. tzemezii~us amount of labor. 

%~en Cpeer took ovfr t~.o su.bn~rinc pr,~duction pr.:)~Troi_ ~. in 194Z himself 
bcc~.use, ~.s he s-~.i~., tc,~ mr rj .~.~[ pro:luction peqple ~.~!cr him icu~.c,.~- too 
~~.rny thi~,~,~:s that were n~t s: r.bqu.t ~o6.~Iction, olthou~'h he- wns cnl~ e~ 
p~or ~.rehitect ,,r}:-: d.i~b:' t bnq~." ~>.njthin~' ~b:ut sbipbuildin<, he cut do%m 
the mc~n-hqurs ~n Qnrm~n s,Co:<.~rines hy two thirds. ;Teen you c~n lor, k fo~ 
thin.~s ].ikc tbr, t in.2 bc~Tin to finl them, cn ,~] w~-on you find our own top 

I@ 
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intel!iEcnce Doo-~.le so.;¢in.R t~rr, .... a g~rtP.,~e of labor in German wPor 
industry sn t~.ct'iorod'~ction cm~ld-~ )~ r~o~ly ~,'o uD, whPt &oes it mean? 
7",.:~rc werP on].j si~: m-.'..lli~n T><;nyln ,.,jb_e couS.(, work in the Gcrno.,n war in&us- 

as five hun- 
: . ~ :  L, . .O try. If ym~ c-.ul.i ~'- .... t:,':o efficiency "f l~or by as much 

~ob in ~ lot of sleets then ccn~t Dr ~(-uction chan%e dr6& percent on a {:iven ,., , • 
even with P fixe'~ amount of IP?Dor? ','Jell, you have to Inc, k for s,,:ch things, 
I would say all that the ~Es'c p.etho.~, consists of is to i&entif$ thu thin~:s 

. . . .  ow arc not so P~.~ t~nw then out, ~.~e after anether. 

i once ma,le P. ::ues.~ t}:~t I cnn point to now as closer than a n y  tem- 
porary ~ue~ ~. or: n-~ im~2ort~.nt su~,joct. ~.[y method w~s ~2urely that i stu,lle,:i • 

- . . . .  :, . . . .  T f O U G . . C !  r ' .  f o g ,  ~ evcry~o?.y' s cuess P, nd locke& fer wb~t I knew ~P.sn't sc. _ 

thin~s. ! wm~Id reduce t~eir ar~mment to a ~.ort of equntiom. Then I 
wqul ~. identify the fsct~r that didn't ~,elon~v in the equ~.tion ~.n& thrmq it 
"out, If ynu cet a factor intn sn equation th~.t doesn't belong in At, P.nd 
snmebo&y else: c~n come a.lon{~ nn& rccc~;nize thnt yqu hs.vc one in th,.,rc 
that doesn't bclon.~ in there ~'~ throw it out, he can obviously squeeze 
dora. yo:~-r marcia nf error, can't he? I would s~.y it is as siml~le As that) 

%ut it Is a,.rful h~.rd work. 

COLOneL Hc,ffb'LLOC:<: Are there ~ny further questions? ~,:c have ~ 
number of visitors this nornin:~. I ,.mn~er if any of thor would like to 

ask any q~estions. 

Pro Pet~(.e, I thin',~ next ye~r ~,,rc shP.ll want to ask yott to apoear 
before the cl~;ss early and -,ire us -~ l~ctu..c on ~.n,.1~tical thinkin~ ,~a& 
h o w  to stu,a4yo ?~e Shall ~,..nt tq kern 2 this lecture that you have civcn us 
this nornln~ on economic intel!igcncc An our curriculum next ye~.r. 

On behalf nf the st'i:~_ents ~.nd faculty, I want tr, thP,nk you again. 

(6 February 19,!:8--450)S. 
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