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ECONCUTC IHTELLIGHUCE

31 oy 1949

COLOKREL SIWd s Distirguished guests, Genoral Holnarn, and genblemend
Vo hiave this morning for you o leebure on Y¥Economic Intelligence. hen

ons stods te analyse ceoromic intolligonce one reolizes 1ts vital dmportance
in domcstic policy as well as in foreipn policy., All too oftcn peocple

fori conclusions aboul semctiding and say PThose things arc so'f and thon
proceed to wrove those couclusions. History is replote ~with nany cxorplos
of forming conclusions and then using ceoncitle intelligencc o buttross
these conclusions

The Hazis weore syposod to have good cceonomic inbelligence, butb
the only thing anyboedy can COhCluﬁ‘ fren thoeir ocetions is that they foroied
conclusions and then proecoded o prove then o thonsclves and trir thas

1 +

cub. Yeu 2l he discsitor thaobh. cnoucd,

This'morning <je hove with us Dr., Pettec, vho has socxt‘many‘yoars

studying cecononic intelligeonce. e will tallt to you won e bq:10:cply
of OCOHO”iC intelligence and also will touch wen the orgenlzation and
administration of cconecnic intgo lernCC in worfore. I bale great plecsurc
irn presgnting to the Colloze Dr, Pctioc,

DR, PETICL:  Ceneral Iolrion, Coloncl Stonm, dhtudo
I on beginning Lo focl ot hons in This roon, bee! X
threc years ago to tolk on this subjoct. bt
in wy boanct, if in nobody cloo's.

Onc of the interceding things about coning boack is tle chonge in
the mentality of the acvdicnco thead o i

s '

1
¢ fecels div coming bacl: to this
subjech yeor aftor yeor.e I zo ooy and floot cround in some other mill
or fog eof somc sert of quosi~intollcctuel ootivity soncvhore, then I
cone back hers and ckcck w oon vhat peonle ars dhinkdngs L find tha
they cre not thinking just the gerc oy thoy vere logt yeor, This year
by & gtroke of fertunc I Lhave dgceoric yowr woteirs ncighbor over herc
in this teiporary bullding, ﬁonsuqnently T hed a chonee o rub clbous
with you a littlc weforc coming back,

J

I found to iy astonichacent thot soue peeplo want S coio hore and
want to talk aboul the technicel details of dntelligencec. Tairce yeors
ago intcliligenec was just o stronge and wonderful ~rord that they had

i srd songbhing abeut’ thoy knov sonc veople viere oll oxcited cbout

it, but bher weren't guitc swre iy fcnybody wos exclited abous ite In
othor vords, I think ceenoric intellizence uas reved in statis, gencral
recogrition, and csteoon o great deal in tlaree yeors. I try now to cug1 ge
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the tenor of my remerls on it a 1l accordance writh that,
bacl tO0  cone thing for a very °i. on thaot 1 xnoy conebh
it 1s alvays good to spemd & fow nlratb & lacture talldng
vhing on whnich you are inforneds That is the pleture ol thc
production and thco lmcrican vear prcductlong avoudh what our sing
mind, cobsorving these things, theovght; and vhat it preved obout
cf the rind tc the reality.

i ﬁas.éfraid fer a.momomt that Colorel Stamm thile Lo wras iatroduciy
me vas-going to deliver the vhole of ny lecture. TI: dclivered the Lest hals
of it, 1 will neverthelees ordeavor to carry on,

Bt he rang the »cll on onec . oroas ?Oixu I -ra: tcc teo make andg that
1s that drteliigenco- has lesz Lo do neith Siscovery tian ft docs with sjyvucos:
ing the water out of cur stock of lwovlcase. You den'ts have to go out and

-

find out somcthing of added information. her you nove feound it, you fing

tihat 2ll the date cemtedincd i it werc Lho.h beicre peu svartcd. 1L is
.- pev-conclusion. 1% is a nou "_“ﬂ: *'“ucturinﬁ of tho i

dava that vwere right there sicn whi
bascd on & lot of doba but Jrou kxgm blu finall;
found oub were not se, You forasd o “o:c“uulon in the firat instancce.
feound iy cxpericnee 1% as srors Yeu vioried ouh o ner onc. I rou over
succecd in _1ru1nu onc that, by oxporicnce afomiard, looks good on londay
L
5
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morn*ng, the diffcronce is far morc > goh rid of sometlving than
Lhat you “haw dudbu COWCEFL‘JH
}',!O*‘T G Pt e "‘"1. < - e a -t > - et Tar [‘l‘Tr\’\‘\"ﬁ -+
s NN Al [V 0N U.OC rl--(., Ln_,I‘ ceT. Ll ad oG
cveryone—-that th o’ rests on gtaifl ol W, and Lhab

o an gstimate of the situaticn. Thore
is & geod renarls in one of thoe o 8.4, L torskall, dovm in
the middie of a paragranh in,the T the book where you nover con fir

ity that the best planning is od thc_m;rcy of the sstimnte of Hhwe situatlor

rcsbslon an cst
cﬂy‘01
sldc, fhon - I
an side? T wcﬁlﬂn't sy -one 1s o
2 are cortala sarticulor 9%
¢ohow te de “nt"llig:ncc

™, [SPOL iy [ 2
The mothed Invelysd in

B ‘Fur*ﬂ’“, ve kn
o 8ides. w0 know that o

dovelops an gstimate
‘morc than »roper pla
necossary bthan the othwr

te St"av intell
,J_)I_'-ﬁ -\_alvc.._. . c..pprrcyoCh
ﬁo“cral for bo*“ Shcul~

R
HEaRES

u“lry, crnd h

v
7oLl

CJLl" r:lus OF DINOT==0re o araatb

.are fower pgoplc invelved, thow in the infoprnation 1 it is

casicr. Yaou can lock over o groater dnteliiscace Jjob aftorvord angd figure

cub 1hat was vrong with sorebhing Hmdanc "ual'j cnd then trace tihrough the

dota the means, by whick it becune vreng and ke sourees of the crrer, far
5 t ‘

L]

»
gasicr thon yeu can in the bulkizr sivdy of our ovm,
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Hovr,s further, for cecnomic iﬂtollig“rco‘rc Imow thet cor
there is an avarcress in this awdicnce that cconcmic cctlivity hio (e
very predoninant pert L viere T owvant teo go on with thet latcr in the
coursce of this talk. Ve mow hcss ngarly war bbcr“ﬂ o competition in
production. “hon you Liave sovnd 5 afI planning and sovnd pilitary dee-
trine to stort off & war cheractorized by the fact tnat nctody mokes
"mistales instead of by the foet that evorybedy malkes nistales—and to &
vch high degree modern wiars arc choracterized by bthat in comporison with
st wars-~the wrar bocomes progressively an cconomie corpotitien, and bihwe
side that has the scwder cconcmic war progrom, plomming, and nolicy wrins,

]

This mcons that the develepment of strategic plens for war rmust
rest on estimates of war preducticn on cacn side te a very high deogrec.
The ecsilizatc of cur «im production and the ostimate of cneryr producticn
must ke breught cut at least to the best common level cof rcalism that you
can get between them, If wo den't ctudy cwr oom ceonciy with just as good
ccoencmlie doctrines as those we bring o cear on the encny's ceonomy, or
vice vorsa, vic are missing a trick., ¢ orc not using ouwr ovrn full brain
petential oa bothh unleoss ve study one by Just as goed mebheds as we apply
to the other. That, I tiink, is the nininunm WCQSJU‘ic bc dra”n from bthis
picturc of thae Geruan cconcry and the imericer niid, I s cpay a little
attontion Lo thoe Amurican cc yoand the Gcrman ning also.

Howr, beoth cecnonalcs, incidenbtally, Inm amny situabion ave very con-
plex. Both estirmates arc wery complox. Thot means neot thet you sheuld
cxarine thom o detormine that cne Is a l1ittle better then the other and
bring B w to A, Both borrqr from cach sthere Alge they changss in tinc.
There should be & process of cruss—fordilizotion bebieen cconenic intelli-
gonce ag & body cf “C(ﬂbulc ui:ﬂklﬂ; aind econewic planning on cur ovn side
a8 a part of ecconondle thinking, Oruss-fertilization bowvicon those too
should go on a8 & cenbiruing process, boeouse they arc bgt“ so complox and
they bot% g on changling in t&xh Yeou don't do it as 2 necat 1ittle picce
of brain worl din one coryilbice report or one lecture by an old, broken—cown
cx—lnuolligezcc werker op anybhing of the sort,

'E' C'

Thore wes o fleck cf wior ceunenics, 1 wont to comuont on than o
moment in Justificotion of the diffcrence betiosn the Gormen ond Lhe
4
W

Ieicrican and the othors so Tar as 1 an concorned.

The "nited Stotes, tlc i

Jopanose ccopenics ore all i uro~"
and the Brit ¢up, I vieunld s:y, 1aek

the Sovict, and the
'tmp;kﬁwmobmam
t
r

aatyon find bottbor

2C1 .

in the German and the dncrican. 4As I sco i, the Gornman ard Anericon shov
the ﬁOFOlUuU n*cturo. AL the facturs ore thers., I yoQ gob the cumplete
thoery of hov they vierked, I would sy you have comebhing nuch cleser to a

guneral theory of a war ccraoiy thare you have frus a general theory of the
wpanese ceonomy cor bthe Brisish. Ths German ccenony was o nere capnlex, a




) .

norc corplcte, war cconony tiian the British over got, as for the I
of coursg, there isc orne avfully sirple reasone. Tt is mueh nere 4f
tc get the dopo. o dent't lmouw cnough aboul it.

. ; ot leaves wes vitn twe ccononies thel arce wore torbn

in She Seccord i rld ar Shan the others.  Dotwecn these o Lﬁn; L

the Bo cstﬁ,uqu rinds tiacre cre cohwviosusly fovr pessible ey
cebinates of our om and the Goraons', and theoir on,d"ﬁ,cs ¢l the

Turther, thore is the relotion of the cotinctors, 3
s arc copable of and they ostinnic vhei ocur oinds

First we hays tae Germean viad of the “cr:&n aceanoty.  In thoe saring
rf 1942, just after Pearl Horboer, jusb aiter the repulsc belore
at the tire vhen a nan rnoned Teodb vras kililod in an ulfD'sﬂL au(¢¢cnb-—“o ha(

L’J

beon esbensikly their Senald Helson ar SOIL

thoy were 1n 2 var and the Undited ota cs ves in ;4 t.u, uhat tlc*'rﬁﬂc “'t

tnrcugh in oven six monbhs of s LCCt+L in Ju :ia tahu they were nob in for
sh an indefinitely long shooting

©a uonth=-a=yeor shocting war, but were in fir an
Srer, not & sixevice 1 shoceing yar oo agaim a L‘ClVC*“Ofuh production war,

ct
put o ticlve-rontin shocting +ar gelve nonehs of producticn.  There

was & votsl change from thet point

Delforo that thoy thought thor vors gocd. Thoy wore so zood thab
gverybiing TTas casy. '“Oy’CUulﬁ reio.e  Yeu probably oll kno tact din

Septanber 1041 tnov et Lack Gorinen war produculwn beeause the archouscs
vere folrly well £illed siith ebuff, in soltc of tio or threc nenths wwar in
-Pussia alrcedy. They froreswyr an ond of the Dabttlc of Pussila in bhe near
future. - They were just net going te have oo oach stuff left ovir. Sc
thcy cut backe ' .

'1)
-

Lov, rencaper that 25 2 4obte, bocouse herc you don't hove to

uychoanaly w2 their ﬂi:u, You dealt nood to b a"psycho‘nulyst. Thiey cut
vack preduction in Scptoubor 1941, Toad i“1L“HCBlC“ shevs vory clearly vhe
they tpou;ht cf tlhieir wrar production. oy Lk?uout it was &3 good as it
hed to be and a Ll*bl‘_uObuor. Hevr, frem 1942 cn they began to olip and
uuCV b“ﬁ"n bo guit thinking thoet thor ‘uzf,corLuLu absolute linits. Thoy
zan bo tuink thet thc sky vias tho Li11t cn Yot woes neededs thot you

a ; can figurc cut hovw to do it, albore Socer replocced

dder of the nocw spirit,

r\‘ |_3 or (

o

~

Sceond, the Coruons no

CUr CCunmy. Thﬁrkmw: cmousi ho

nat wes, An the gpring of 1942, when v begon telldn b_b, Loy agswicd
wie viere talkd ing nensensc.  Tacy gradually learncd th t wore not tollking

nonsensc. It caue as serewhiat of o ghocl to than, out 1t core in thc pro—

cess of thedr ovm ocducation in thelr o deings that thcy could do all
kinds of things that nobedy cver could do before,

4




Third-—and thic is irportant—-tiiere is the Unlted S:ates Juagnent
1.
[

s i

of the Ceriian economy. BSefors June 1940, we thought they were blufling——
that their economy was uvbterly unsound. They were totalitorian and we
knew that totalitarianism wag inefficient, couldn't produce the way a
free economy can produce. Then cane the Battle of IFrance and it changed
the signs. It was as sinple as changing tlhie 5igns in our mindse "Totali-
tarian" then meant "efficient” instead of "inefficient,"! They were terrify-
ing, verrific, incredible, and so on., "Incredille® was the commonest word
used, "Incredible" is always a sincers word, Hobody likes tu brag ahout
his ignorance, and ncbody says & thing is incredible unless he is werfectly
confident that nobedy will think he i1g stuyid viien he says it. Ven these
people used that word "incredible" tlhey mesant it strietly, It is a cold
give away., Agaln you don't need to be & psychcanalyst, Tou kuncoy that
fellow didn't expect such thing; he is not kidding., ‘ell, in June 1940, we
rcalled then "incredible !

r~

rrom then on e asswsed they rere avoub as high as Lihey could go.
"Total' means "total," They were totalitarian., They vwere wp to the ceil- -
ing. ‘¢ said: "They have done everythiing. 'Cuns instead o bubter! has
been thelr policy, and they are rizlit wp to the top. Hobody can do any
better,” President Roosevelt mede & radio specch in Februvary 194<--this

wos avoubt the same tirme, Just aftor Fearl Harbor--I think {tle spceech wias
before Frits Todt 2ied and Speer was appointed-—in vhich he said: “Cermany,
Ttaly, end Japan arc very closc to tihcir maximum coutput of planes, guns,
tanls, end ships; bubt the United Hations are not, especeially the United
States of finerica." Iicw, romombor that-~"Cormarny, italy, and Japan are

very cloze to thedr masinum oubpub of plancs, guns, tonks, cnd shipsu!

That was our judgnont then. Fobedy would have argued against it,

How, back in the inteiligence ocgencice then, and cven latcor than
that, in 1943, wo vere saying that they had conplobed their rationalization
of war industry.in 1941, o vore saying: "Thelr war production hes declined
about 10 pereent becocuse of lacreasca air vombardment and 3 percent becousc
of the dilution of mempover bthrough the drafting of siiilled later for the
army. Thedr wmar production is dotm 13 pereent because of nevw bowbing and

AR

other adverse factors,” Notice, vie didn't say there weorcine fevorable

because they hod been totalitarian oll along. They wore as high as they
could get. If you intreoduce a new unfavorable foctor, it must be a not
loss, Ir you think that vay, you ascume they couldn't go ary higher than
thoy iwiere the provious year,

How, this was along in 1944 and peovlo vere gotting excitoed about
these date that arc shevn on Chart 1. This shoavs the Gormar note circulation
w to 1944 in billions of reichsweorks, Pceople tere greatly cxeiitced about
these figures, They gob thce figures for me and I pub then cn 2 chaert to
see how they looked, Sce Chart 1, page -19, "German Reichsbanic liote Clrou-
lation, 1939-1944,0



Ignore the part of the line heyond July 1944, for & uwoment. You sce what
I got. M"Germeny 4s in for on inflotion, 7ho note c--_rcw,.lat:.on has beon
goirg w and w. 1T has been going faster oll the time. The incremcnt
Veok by weck is bigger than 1% used %o bel" You can sce theb tho slcpo
of thie curve is inecrcosing. 1 ill comsent morc on that 1ok

Lmpact of thot in the minds of people was: "Ihe Curman cconeomy is coming
apart. The Gormans are going to have inflation protty scon. They orc
cvcrstraineds ! ,

[r OV S
OO0 e 1t LALrsyo

I want te show you whot was really going on, o8 we kow it by
hindeight, Chart 2, page 20,m3¢rman Gross Hational Preduct und etaky
Trpenditurc, and Trend of fuicricon Eveluation.! shows a londay morning
guartorback vicw of the Uerman ceonony.  ¥irst, I have 2 fairly dircct
commont to 1ake on tliic judd“’bu oxprcssga by tho President.  Romomber the
gtatement of the President wn Februcry, th at Gernmanyy, Japar, and Ibaly
vierc nelr viwlr maximum production of ploncs, puns, tonks, and shipns.
liovr;, the Germans sof wp an index scrics ot tiob sanm '.G lLime, January and
sebruary of 1942. Tie have & very convericont index thore, Thosce ibems
ot 100 vhen the President said that, The iadex was 100 sihen he said

vhey were close to their maximwi., Thesc index serics for planes, guns,
tonlis, ond ships went 46 322 for plnes, 408 for suno, 598 for tanks,

and 333 for ships, by the ond of 1544, Thore 15 vour neasurc, & very
cencrete measure for ploanning peenle, of whaot vas gOJ ng on in owr minds
ané.’ vhat vas going on in the German sreduction syston

Arothe cc bit of data in cnc of the s‘t.ratcgic bombing survey
reporis shovied tl t the Gorran cxponditires of expendable equipnernt in
July 1944 was scven times ot 1% wag in the whole of the Bettle of
Frarece in 1940, In obher vwierds, the wrar nad orovm about seven tines
in scale, Epccking of the Zettle of France as 2 onc-imenth bottle or a
six—-wock babtle, it had grovn ton or cleven times, It hed grovn from a
onc-monti-a-year war into a twelvie-mouths-o-year war, Gic didn't knowr
that such scale cxisted until afterverd, watil vie were in it and had
made that shift,

o]

C“

ook at Chert 2 again, 7Thils one gives the simplest singlo
picturc I think I can give of the Cervon wor cconemy. The solid linc
is epproximately the Cormen gross national product  from cbout 1930,
The broken line is their wor expeaditures, 14 ig an ever—-all rency
scasurc of whot thow trere iflng,. Hobicce that in corpardson wwith hor
thoy were, they verdt wp o 100 billion reichsnorks.  They soent noeoriy

100 billien voich srarks on the weor in 1624, Back af $he time of the
Battle of Jronce they wwore arovnd 40 or 50. A6 the tine of the Dotilc
of France, in obher words, they vwere doing 40 4c 50 perecont of et they

could do,

hobhat i i, becouse they von b

That wras so hipt Z no
Battle of IFroncc, e thought troy <ere wp. ab the sliore  Wo Shougat that o




perfeetion. 1% was so rmeh aheve provious cetimcoes., You can Lantpine

vhere provicus estlinates must havs boen to Le se for bolow 45 or 50
vercent hroducticn that 40 or 30 poreent leoked like 100,

Hoiry the debdbbed lire T have dravm is oo coproxisate oxproession

Al irasr TG roa -+ 1 Ty Tzt cRlany v ~ - t N yrae an AT vy s Ty

ol the way “ic reoctea v bhiought bhcy were abeut here £1L dlong frowm
1935 vhen thicy startod tolking aboubt rear: Lam,rwt, through the process
o2f the oceupaticn ef Austris, when "all thoir Sanks brekic dovn on the
ey 'TN Vienna," Ve zner they were holior shells, Too bad wiie Czechs

n't Tighit, beeoouse thie Cheehs wouwl? ove hoot then, and so one In
9 l vie asswrod they trere at 10C.  And cur loter M.EL&E,..m.t, intcrpreoting
every picce of good news in owr fovor as o net goin, shovs that e obill
tnought tiwey were at 100 in 1940-1921, beeouse you can't inlerpred overy
bod bit of nows ag o net goin h;'l(,“" they wrore as high as they counld ge
and couldn't go any higheor. o thougnt they were os high as they could
goe So you scc this relaticn botweeon the breken and dotted iines. The
zigragging represonts the cgelliatery reaction of cur braianc to tic
relatively smocth flow of their perfortiancc,

cn of how thaoy
oo low carpared
be! ll—-ve:"“ war
nr a dot of

The stravegic bombing survey atbtompted o e’ ticy
AT
a
g
up thelr pot
1
ur

—t
counld lock so total in 1940 ard 19411 hen t,m“ :'c,rf\ r a. l
to tiic potontial, It pointed out tant they didn's C
before Pearl Harbver, Therc was scuce halk avoulb sz
Gerren pressure growps and political CC(Il’L‘l‘"’S, walikin g
industrics or pct nclghboriceds. Tho 1 LT
1042 and latcr, Thore arc J;lwvcﬁtu.
gtcel for tlont tacks and p:por clips 'u odn 1942 ond the Gerrans did
net abollsh steel for thumb tack os wnder an ojuivalent of
steel "M corder wntil & year wr oo g heif after we dide, Very
fow peopla paid any attention bo detells iike that., o know thoy were
-+ L

i
total and we wore tryinz to cotc: w.

SyoLon ant i1

1:-,»1 O-l‘

M-L.‘L'.L.l 1
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Also the Gcr-r:an conerals aidn't complain,  They ere grateful for
et thc;-;f gote  If scmecne clscle egripnont was bebter thon theirs, that
fact was lest in t mie of the seale and dincnsions of the war, Thoy didn't
knov: ho" inadguate their oy wnprecedonted cquipvient vas., Ther nover

yelled for msre r-.nd cohior.

Howry, nctiece thot the oxplanation-~those four reascns——coxplains why
they were at Le2lf of potential dn I940-1941, and not at 100, but thoy
don't cxplain vwhy ¢ thoupit thoy sere ot 100 vhon they were only ab holf,
They don't cxpldain cur crror. Thoy explain tue lernon crror,

Frow thore, '-.:hﬂr"- thoy were .r.r- ¢9.4,c, hovs did they do dv? Ko did
they got in 1944 wp te vhare R Llioughy tl ¢y wore in 15407 The real ansvor
- ,

ig sonething that T don t vent e spod bice on cubsid
locture, Hoo blicy nanoged their i wer oreduction is an cne




Yot Bt
fouS van ?“ 8

~nd you con read any nuooer O : votbe  Touw e have a hole surics
of Zocturcs abecubt i1t % cll it in five minubtes or bton minwic
ihey redesigned cquiva coerations, traincd Lu,ol, coualined

Ificlency, adopied vehion, appliicd uln.”";"ﬁbu_oh,
prioritics, allocobtion 5, Tar Production Recrd Sype of conbrols
I Y 2
s Ideds, and new nen,  They Iot production men o production.

o -- 1 RN E P ) oo m - P H '
Se muen for what wre Sheught of the Gerian ccenay and, to sce
o

[
extent, how accurate we iere in whot ve thoughs.

cf our ovmn coonony at thoh sane binc
Back bpefore Pcarl Hovbor—and I vant to drive o stale thore to nork
the point-—Roosevelt, on 15 chh 1841, abevwt a ycar carlicr than Li:lb
otacr sbovemend, said: "Tedoy ot least curs is nob o particl cifort, 13

.l

is a totel offert, Tihat is T only vy to guarantee wltinatc saictye™

Heotry, wiat did wo thir

Thot staterent s back in that corliy poricd, Tha
apprepriacted 10 villd dollars for crinncnt, sob our Lo

10 billion & yoor Jb thcughh that wa

ohao wias .Jl Tl O\.‘;_I. I‘- 'L

neasurce of iy I have the dotted ; nart 2. We Shot
dellars for ws vas Lranondoud. : CUY E01SC JP th

The war was, vhiere our scneEc of ic potontial o
t was about 10 billion dollors og ag'nst Lie roaliby e
r Pcarl Herber for o yoor or o e theught ve had o 50 thc
xre to wine e hwad te Bry cvorybhing,  Hething »un
Impessible, The ol owas K

20

But thior o cheut thiz goals Iwent to sy, Ve
thought this sca Vie had soie sorb of consept of o total
cconoiry, &nd tob ' R .ﬁsn't any sloming colling,

It was o horizon 1 It woull be oor dlgy

-

ordor tu soh bye For o yoo
Lord and o Qid wery wcell,

hard to got i,

e rc:ll& o“u"*“ :
By 1944 we avc toval.
the JG...].," that of ours
vo the Gerians afbcer thae Pottle of ?

sance conse bhat e moniicd
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tire ol Poarl. Uarbor ani

tire of the Rattle ¢f Ir 1 fcr a yeor or wie from then,
Frarl Harber poriod kN “tlie big pcriu 7

} Ll
a year after Pearl lo bor, o thougnt that
back 1n the thirtics, scuchtiing definitely goecific, in the
principlies of the ocola*1C')oantﬂn’1nlu° ef ocuuntrys Lhat .
‘ G that you cevld cutb

—- ey | » Sy - -
COva ”;d o onoy bu‘“’drY. Joo bhougnt whoy hed
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The way we leotnd at owr ceonerny—-"ie ore rlg? on the ball, A1l
things arc possiblice. The sk 1s tho linitf——renld hove pernitted us to
underctand and to observe and be scasitive cnough to nobice whas was hapron-
ing over Lncre ot thet tiue dn trho lost three yeors of the var 4F e hod

re

reclly been objective i owr sin wderstending of what o vore doing our-
scives, The fact that WS eonld L ovurcelves but cevld Lock of tho Goernans
and not notige it, Loy vere just starbting to do it too, aadntt donc

it 21l bhefore, is5 a fcry‘ﬂrnordﬁr it of data. Eou suo vwhaot 1t shows. It
shows that our om mwwleretarding of vur own cecnery, cur om cccaplishients,
wWas not quite s¢ good ag we thousht 1t vas,

")

Lot us turn agoin te the noneyr chords (Chorts 1 oand ). Soiie pedple
felt that Gernany sres din For dinflaticn. I weas Iind of roeluchant bo thirk
thaab. 1 s a nosty kind oF follews So I oacsked sone "Joo*)lc to ot ne the
comparebie Asericon figures, They gebt the fmerican fisurces and T dror Chart
3, poge 21, "J. 8, Federal Posorve Jiote Clreulalicn, ;94L—L4." T nepe it

1s obvious to you hov sinilar (hece o chorts arc,

,_.4
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In oome ey the thing is myetericusiy sirple and veontiful,  The
Geormans and fniericans bebh startod She war of 8 billion in thoir cum CUrrCnCy,

in rc*chmwarku ¥

=
i)
ci
£ 0
i a
E o
(&)
fout

ablor and in U, S, Federal Nescrve note eireulaticn,
Teling a year and & guortoer ge bobth sbarted ot © tillicn, HC searted lobor
than thoy 1a It w28 & billier in cur o curroncy Tn cxachlyr tb:r*"
rone:s frod suarting, both were 16 billicn and in oxactly &k onths
botl: “yere 32 ulllion. Do, draring thal on fu ’~log PIpor,

50 yeu can draw tie droend line wwivh o ruler, Thin you ron
utru, cle to ligure cub the cauntion, The ogastlon is roc

X

]

g0
the curves cie oo nnbion q;;cb¢ tcr‘. cxra fonbastically
idontieald idthin that ' ris, anybody brought
t Lornﬁ: CUrVe P S zoing over the
brink of coucs uropno il true wless ne
is ol

ol
w
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o ] -, . 1
rereially, Lo couldnl'yg

&iso sald tine U, S. wras geing over tac brinls, vere dn abeolutely
identical nesibtions,
dew, Lot protend bo lnow the Full ceonond iple involved

th3s acta, and T don's lewas 15.0b wWho hes

o acen nonsernse for ocne Lo ool that leind
dect 3G NeNSehnse G Il oC L1GHC TNat KN
Gocconety ond tie Laca that the Gormane were
Lic a'd +_nb ot was ghed rovs for us, I olsc shows
corfwen chlroctors in e tuo yor coenoodes, ond that is
by cigpbody bo this doy,

ihe Cornnn curve Jobor, ot tho tine wdon Patton
I‘Fowvandy, wont offl the trend lire and tooic a complobtely noo C;‘_;-_,
SN b:'or'i iz, Bllilons innoy rollc .,L.r ke "m e

3
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fivo—vo'*“ poried it oo cxactly paralisd to curs, It veny from O
o 32 Lillion ad Lhirty—montn Inneryvoil,
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Howr; it dooosn™ shicw too cleoriy, o
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in bhe rotic ¢f threc t crod to
commach base-—Jonuary 19 'a.-‘c viere dvin
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Izmover, 1t is vndoubbedly eloor Lo

CLL.rt 5y, pogEc 23, WREatio of usrnon te U,
G v durees,

3 Lt =l «
SCOSL0LTUE

o s
<

3 vaaboos tl._’_u
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a desperate last effcrt, teco little wud too late, in terns ol absclute
valuc, CF coursc, this chart isznorcs cesolube valuc, le vere Just too
superlor to thicnm in beras of a dollar to a reichsnorls,, The ncasuwe of
the $vo ccononies wab prastically in the rabtic of the tro wnits of cur-
rency, That 1s on ancgingly siiple thing te cone cud with at tle cnd cf

[T

Hew, if T srore to paileson! ond moralize on this chart,; T
vrenld eay: I you arc curc vwie can win ancther war hands dewn without
knorlng vhy this thing wos going ong yeu can ifmore oll cconeile ire—
tolligence, just ferget all aboub it, Dut you can ce that only on that
orc cenditvici,

Dneusn for dntellirsernco on thet wor.e I don't warnt to spend tine
on teochnical deteoils of imtelliizence, I focl &b wjovld be ¢ cort of asiws

whing, ofter vriting e beck and finding sese »ecple who hed the scod grace
arnd courbtesy to reod it, to got wp and sy the sanc things over again.
rurther, you ne. hove e boolrs you can reod, Thore oroe sone interoesting
differences botveen then and sene iotoresting siniloeritdics Hoivicen then,
You cany, if yow want to, study tie becanical preobloms in deteils of intel~
&

ligonce for better Lhore thon cnybedy con cover in on hour acre or o
fraction of an hour,

ok, briefly, intclligence docs invelve the imput of infornoticna
It docs ipvelve orgonmization and procedurcs and doctrinces and the theory
or actiiod, the porscnnel, extornal reletions beotwoen intollisence and
carend,; through 2ll of thilc ivput 1s trensformed into the output,
ind the cubput ousht to ho good,

o, 2ll the foctors of preduction that go into inte
aove to be right, The stotictics hove te be right. That ic
Lportent thing to wy odmd, ond I think you 3ill find in so
least of sent's beck bthat he takes the sanc viev. lo docsn'® shew it in
211 parts of his beck '3 but thicre are scre pages, 1 think, vhere ho brings
out that the priccless dngredicat is dneginotive brain° Thot mecans brains
viorxing ovt a ncthoed or & thoery or a docirine of hew to selve bhat porti-
cular oroblon, You oy ach wont to vork out a theory—vyou cen't hove to if
you dentt wient to--bub by the tine yeu hove geotten fron o statouent of the
preblen throush ﬁho celeckion of scue data bo soue oporatiors on She data

te an ostoensible mer thas anybody con. €. M., then you hove 2 theory,
CVCW il vou don‘t waﬁt to state this strveturc by which you zob fros the

tarting peint te thce flplﬁFLur peoint,

Jotice, there is ne such thing 28 good basic work on spoeitl stups
that buila into a Jruuiﬁ, and the cruim cf that pyranid soncthing between
the Go]”cn fulc “nd o syston of geongtry cr o porfect cesiclesy.  You iay

rove vhousands ond thousands of people vriting Phe De thoses and icnographs
dealing wlth the German war ceoneny, with the cabbage crop, itk the nmuber

11
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ticks wade, and sc one S5 you ncunt tho pyranid,
according to such idca; taese students send in 2ll the founcotion
vork, and you geb 2ll the parts caplete, ond you coue out with
finally the right ansvier. '

cf Fecke~tlulf joy

¢ St.’l

Lew, there is a floir in thot, I think oflfhoibd, If thet
right, intellisence ploming ds of nezlicgible valuc., You can o

N

ig f neg 1

pecple and you can put then on ovcrything and you can conic cub with

the rizht ansver 1n‘b*Xb. Take t basic studics. hie conglusions dn
tlc bﬂsic studiecs becene tihe o is of the ncxt lmyCA. The C;“P]h iens

he next, and so on,  You wAnd wp
ou cent't crow anything.

cE‘

VD
(e
¢ the next layer arc thoe proulsn of
it Jaﬁt one cecrnclusicn fron vhich vy

How, you take basic gstudics ond if they arc badly sal ccted, you
gt nothing. o hed 20 or 50 zercent during the war that had ne beoring
on anything that ve talked cbeout this rorning. Tﬁﬂv lod w blind allcys.
They verelogical stucics. They worc oprobably very intoeresting.  Hub you
-could take a gecd lock ob then ner and sec that thov rere ofl the boon,

(4

e

cut in lcft field somewagre. icst pecple thought HQ" looked gocd.  Thoy
vicre well executed. Somc of then vere nerfeclly loegical, 16 you rrand
the prenises, you have to grant the cenclusicons, They con uxLausn the

available rescurces in sinilor studies and tuvrn out sorcthing less than
verstiless,  You can caglly have cnough of theosc to occupy h_l bhe nanpow
cveilable onc hundred hours a weck £ifty wecks o ycar, or twice the nan-
power cr ten tires the nanpove The data you pubt in have te »o scleebed

ond bl nothed has to bLe SC;LCLbdQ Yeuw have Ho use a 1idktlc G,

The thing you have e alm at is an cxpuosition of the fercisn ver
cconony, nob vihat e think of it, e must hove wer plenning, plemning of
our cin ceonony in war, ornd on cstinodce of Gthe cnoenyts cconomy 1n Vior.
That is the very ninimwa, Yeou howve fto bring in on ;ntngﬂ“chg retinod on
your approach and usg imagination on beth, in coonuen with coceh c:”\“. 1
you arc not deing bobh ab loast & 1

5 well as you are dodng the best cuw of

then, you arc missing sonc triclis tuat are well within srour petcnti&“it*

Fou con bring thoe ncthed wp boe snuff,  Youw can de wiint by the sone cauatd

that the Germans or we or anyene cisc applicd in oircralt factorics. Ft

wre found onc tiwilce as Orcuuctlvb as ancthor, e bricd to briang thic sluss
. 3 [

uwp to the producticn of the advanced cne,

_ Tor fuburc ccononic vorforc, for f;tarc ceoncnidce planming, I sing
soy thot ccononic intelligence cnd corduco of our oim seonoly have Lo
ross~fertilize, and hove te be vorking side by side, or therc
rcputable perfernance,

¢

COLCHEL STAI.: Dra. Pobttec iz recdy for youy questions.

[

. QUESTIOH: Does Chort 2 sheow the doron figvres or is it your
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Irpressicn of the Corman ecuncoy?

‘o

DR, PETEC: IP i an impressionistic chort, It is
of cur drpression of thoe Cermen ceonony, if youw will Torg

T can show yon sone quantovive, carclfully done c:.ar'c,f: that oo
vhich viere propored by the Gollap Poll and olier cinilor pog
jobs on Mo do you t"xluu. 1.'.'3'_“11 win tho war?™ and showiag u.z(’ DCl‘f“W*'uC*.uu
cf people v 'ulv"t Cornony would sviine 1% is a curve of Lhal sawue shope,
but it is not cxootly of tJ'.Lu charactor

-

Mewr, 1 pu".‘. ‘bhis "0‘..‘1’; here ot '1 ut 10 porcornt of roaliby watil
140 bocouse I imaewr e thoupkt 10 bil T

sipoer diper in -,41,
vheon actually 100 b:ﬂ 1u,':1 e aboub b « ¢ nad the deeinal

pcint abouwt onc plaes offe Dy co "wrs“"ﬂc irsorprotation of ideas CXNPCS5 Q-
ondy L c;ujﬂ, cxprossed uiaistoakably J_m.r“"--» o bl r:u5j;1u o viero ot 100 dn

FLL R R T B O ™ A
terzs of possibllitics; thot wo wore as aenld et

GUESTTON:  Then

) ™I Bk L. ~ ~ YT k3 e 1 pos o
DR. PLITEE: e eftur the foll of Iroance that tiwe Cerhan
i i : Toan
lovel was 100 in teorms o litocs.

JUESTION:  Yes, bubt tu mc thot Wrings it wock Lo torne of an indox
ol pereamtore ratio vien you say "IC0 dn tew.s of sossibllits

veain, 100 norcoat of the wor potenbial of g

tils is wihore bhic Gernana really irmree  ITimedi-
P we assuned t‘“oy were 00, and had boon thore

for scnc JL;.;..WC. Tut the dothed 1ive s plotied in tine dn torns of whet

o~ - e

we theusht at the Sine indicnted, nob ir Somis of vaoh wo theust ab sonc
cther tine,

Jut talke vk
Thera 15 o ciwicus
1939, But after weo ¢ ,
tiie aechial peinby wic then bhought dhcy were I0C.  Ach@elly in Lomiz ef
vielr war offort chis w5 bacy did--seo bihie breken line Mlonion ar
exonuivure® on chari

1,02

¢ o0 _.\JO.
o 100 bacic in

[
2o p
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QUISTION ¢ : : cnclusion?  T9 goons
hat owr dnterprotat £ oo Lt ic 1 1 nes on b Jomiar
noryds notonticl
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Dk, 3“'""“}41

TTrmep  pr P KU R T
Lire  Movo wou Tindsho
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NTESTION: Going back to the
intciligerce of Gormony was os unstal
rou Tecl cur cnénecs would Le i obioin
a country which is much logs acecssiblo

DR, PITTEE: T don't o, Zub I oy vie AL oo o
improve.  That is the wiole purpese of thies Gornan

casc wocause vlore 1o some gold in that eide L1l by wivelr we cen leorn
hovs 4o drprove it.

Aogaln, dn bormvis ol this curve (2nary 5
“vhich 1 say ds lile twe hor
querter of ¢ nile race, o n
ccks ago that onphr SlZCu tiwt, whica the cnnewncer cxxeltedly yom mrcd Tor
aboub m.-'o riinutes and. five soeeoix dei horse. wes chead ond never
menticncd Ponder wntil after tio racs was over cred tiken ho soid, "Wiore
Ponder to tic wirnerts oirele." Up to thot Sime the whole racie
ca

and Gorpen Indox),

e in 4 race pacsins ond renasoling in the oot

.

()
ce ineidert ocourrsd in Lenbtucly o cowple of

_l

1

hed ne idec vhoere Pond e Now, tioe favoriio won the Scecond
Yorld Viorg ; e it come oub all ri -‘f_'rb. it cnold nake yoeun arfeliy norvoeus

ahoud anciher ons, couidntt it?

QUESTION: T would liko to oasl if the e Lincs on canyt 2 ore
bazed on a 25-cent roeichonark and o J00~cond doliwre In othcr words, 08
the Gernan preduction fuur times o8 wuch 28 curs?

)

DR, PETTEE: This linc is an index ldnc onldy. On thoir Indev sovie
FYSu o PR T e 3 - Fommym s b o B T Ay m PR .y
tiwe Cerron varwreduction in Jonuary 1943 1s 10 s chorte  Tiw «moridc
= B4 T -~ Ea Natt P * HEEE| SIEEAR TS
ver procuction in Joamwery 1943 vwog 100 clso on -L.L.Ls chord

(M S S T R TP R S PR SN J

QU_"‘\:P_LO": Ir otior vords, She achbunl naborial value of tho itens
+1 r 7‘1 L L e T '\' At 7
U;;C}' . pl"DC.J( [&] ..-, Ci-.\(av—_ (S T 1 ,_.ﬁu .

GUESTICH : ey vo wiere producing
100 tanks, io that covrect?
Dz, PETTED:s Mo, Yhobovor we wore produacing in danuery 1943
is 120 for ws ond wlvbovor thoy wore prod 11{;11*;; cn thie sae deve ds IS0
11 oo i one Bo the ounbicr wns I

didnlt noke aay ofloxd
~

i JTeaa ey eeaamd LY - .-
o hwelf tinmes vaat thwov Trere or nite

v
. LA B T o 1

frr thon. ot the full ...L«.,.,.,nwwa‘ rotio
= 2L
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QUESTION: You mentloned the wasted studies; stuwlices that led w
blind alleys., Can you give sorme exarwles? Are there ary particuiar things
that will Uell us before the war is over that they are wasbed studies?

i

OR, PETTEE: Yeg, 54 and G55 fdles arce $ull of so rmany and still

I can't think of a really oubtstanding cxample cffhand, 1 rowmerbsr a first-—
. class study of the Cerman raticnalization of industry prosram in 1941 that
provea thai the Germans had raticnaliced thelr industry cli it covld be
rationalized in 1941, I romcemier some g studies of the Guraan textile
induatry into which wvery high-grade marpover wag poured fbr menhasg; and

T don't thiniz it.lLad any bearing on asnybhing wwhen 1t vas all ovor, We

managed bo prove that tho Germans might heve a shirt or thelir backs ab

the end of the var, and they did, Occasionally such thin:is are ncccssary
because somebody is going to say, "They arc soing to be naked noxt yeer

ot

for lack of vextiles’; so we hove te go bto laborious offorts ito nrove
thas sciacbody ig talliing reonscnsc,

In conncetinn with tihese menay charts (charts 1 and 3), I like it
partly as o ncat picee of matiiematics and partly as a mysitory, booausc
nooedy knows oxactﬁf Ay owhe evrve zad that double-in~thirty-nortias ratic
for five yeors in the twe veoncnles. Lichody has any idca vhat that is

aoout,

¢ vhere it hspponcd to be very

7 oplash by saying, "Goimany is in
But zll we had to <o was to
wm alongside and discover,

T also likc 4t a5 jushb cne inst
ca8y. oomebody wao all sceh te make o hi:
fer inflation," I 1 qp}unbd to be very
get the Jwucrican and Germon dote and lay th
"0, K. Betl or noithere So 1ot ue forpct

|
&) ‘4
52
&
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How, 14 sakes a great deal of grovti and developient of scound
doclrine tc show vhabt wind of promiscs on o foreign cconemy arc sound
promises. You can tole any currend problom such cs the Morshall Plon
and study the relation o Urco”otivc cfficleoncy in Zurope to Lhe flow
of invecstments inte Zurcpe durirg the Morshall Plon, vwhen somc pressure
grows anong.tiic Suropeans max nob ort o gob preductive offi cicncy,

L]




doetermine vhat the morale oflcet on the pacple #ll be 1L we den't get
productive cfficicncy, and try <o fig;.u‘ out wheothcr tuc liarchell PMlan

il be successful or nct,

There is point afber point shere yeu make your scleebicn of thc

epplicable doctrines, and theore isn't any siimle, casy ruc Lo vwork the
thing oub,  You don's know vwhab will oc the roveal ing details, Gencorol
Holnan might say, "Oive ws & List od thi Tk

L 5 /e ought te wrabeh mcst closcl:
O*” o1 JLI‘uu, anyoody con rattie off s obvicus signs--taat cteel and ond 'L
arg irportant, cnd SO *Clhe '!..'onu;-,-' ocid manpovcr ave bmportant alee, I omigid
mention conmr\;a‘cimz:‘.lly Lo ong of

the-most fateresting 1ittle

- Getalls du the course of 5'1;1'10 war was aihen soapctning came through and ghove
“that bhe lormans had sto mc-f‘ a1l giecl _.ltcflul(“ls fer thusb tacks and
p&per ¢lins, It was voack in 19446 T nhoned the Viar Prceducticn Doord,
Stecl Division, and said, “Dc Vo sbill "Luu stecl go into Lhamb toclis oad
poper clips®™  Somcbody in the Stecl Livision said, "Definitely ree" 1
gaid, "ihon did we lmicck b oub?  Foosald 111 lock 1t wp and ecll
you baclk," Fe called me beoek and sald it Stccl "I order, ancaded In
Qay 1942, had ~ripod out thunb tacks ond DapeT clips for the durations
Tha G "I‘“um. L,ct around b it o yoor and a i . ‘

I‘I(:,.‘, 1z don"t C‘ﬁ:y it Lad So be thanb tochs and aepor

- could have besn o Uoyon cold,  Tou didn'y neod
ary f<~ﬂC“ :mt(_rpro{, Gornons were paring tho o0

any M',Luolon that tl ;
'a‘ Cu dpoor couldntt de F.;l;,*t:‘xing

o

wp to the bop ,Lad nad

HOYS WO 1
that hacn't alrcady becen donc, tiot they vod plioyed thelir lash brick, vas
nensensce if they verce shill plarng tri cls in 1044 thot o played in 194X

cana really revenling gom of de
Goy At will ceomo,  Dub 1 you
fouling about 38, you will

You can't toll vhen an dind
will show w in *L:“i?. You cont't
have some kmowlodse of 2 U0 Goeuohn
recognize bhese things ~Thon ven nit

a1

a -

nroner aoengy of the govermme

ST T TR P PRSP e g ot N H
QUSETIOR: That do you think s

te corry oubt thils cconomic nbd' noe jor in time’ef peacce ond hat
cgeney In time of war® : :

D That is a wors or luoss tricky quostion. T think it
cbviously ncodrs te bo spyrcad arownd, sone narts of ib. - IT you warnt e
find cut how nuchH shtocl oo togorsls lost nmr\.?—’i;, T presum

oS -l‘tc’:i‘; at llagcn
CCIA gocs aftcr it ond nobody cloc, boc 3
undercever ”orl Agriculiure deos & ot of cconomic ing ol'”guﬂ.cc Terk

and dows it very vell, decs 1t R 1ere sercitive hoand tuan anybody
clso, aboud u;’lli? J“"“'” crops, vhat "—':‘ill bo the edfeet of the rainfall
. v £
]

GO S0 I‘OC}H reS .JO"-L

this monbth on our cum axd Lils yearts Freonch whwab sreduction, and sc
or-—thav gord of thing. The thing hog o be spread arcund,




Hovr, for the over=all effort on cnery cconomic copobilities and
potoentbial and the realizotion of that potontinl, that hos Lo Lo i
oonurul shto, 1 vrosumec ot present thet, if it is dene at all, 1
buling donc ot CIL and presented to tho -‘Jm cnal Seeurity Council or thc
Uatlonul Sceurity Rescurcces Boarde I don't kno vhothor you could bring
out scme pat ansier that Lt ought to be in certoin ploces.

will soy there is fnothor sot of relcotions thot youw have o
15iders I you could goo o funeticning Geonerzl Stoff-—ond I don't
on o formal Goneral Stoffl with cortadin loboels cn their doors ond sc

fOW'hw-bv ot It wnder o Goneral Staff thot is fovelening dntolligonce
vori, there would hiove te bo cortaln thinge includeds Thore is o planning

-

funection and an dntelligence funetion, Then thoere is o var College

function, Therc is something e don't nave tact wo necd, in the way of

intelligonee plann r.g, beeavse Intelligenee disclf has vocone so grondiosc

and corplex thoew it wrante Se bhove a Gencral Steff plonning function within
3

it and the liar Colliore fumeticn also, I suppe

Offhend T <ould thirk thet this instiitution bore is o very logical
plece o carry the ball for a soricus study of coonenle dntellizoncs
prevlons and she d="clcpmc“t of tne decbrine, arnd to coarry the Var Ccellesge
functicn for both ceonomic plans and ccoenonic irtelligonco,

COLO:k: SP““N' re Cobbeo, on behalf of the Commondant and the
students I want to thauk jyou vory muach for o vory fine lochure,

26 June 1949——4)0)%Amn5.

Myesel e Lmarcooyesso e
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GERMAN GROSS NATIONAL PRODUCT AND WAR EXPENDITURE,
AND TREND GF AMERICAN EVALUATION
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U.S. FEDERAL RESERVE NOTE CIRCULATION, 1940-1944
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