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C0!O~L B~q~ES: Today's lect~re had to be placed slightly out of 
sequence, ahead of the spot where it really belongs from a continuity 
standpoint. It should be considered as the lead-off lecture in your 
short cot~se in economics v;hich starts a week from Nonday. 

You will have noted that the scope set forth in your curricui~m 
book for this lecture defines it as an explanation of relationships~ 
relationships which make our American economy "the most povmrful and 
productive too]. for peace or for war ever created." Note the use of 
the word "tool." 

It is herr vre make use of this tool that is important~ hey; we use 
o~r dominant and productive position~ how we use ot~r tremendous economic 
reso~irces~ hey; we employ our political system. Luternationai relation- 
ships today aloe extremely sensitive to ~-merican action. The way ?re make 
use of this tool ~ril! determine its influence tov;ard peace or ~rar, or 
its bearing on our relative strength vis-a-vis other nations in peao~ 
o r  vgar, 

Dr. Rolfe Allen of our college staff has prepared a thought- 
provoking analysis of this subject. I am st~e vrhen he has finished 
his talk you will understand v;hy he was selected for this assignment. 
It is with great pleasure that I introduce Dr. Allen. 

DR. ALLEY~ General IIolman, gentlemen: The Americ~l economy is 
as many things as the number of people attempting to explain it. To 
the ~olitical scientist it is the expression of v;orking 'relations among 
a democratic people under 3.aw. To the statistician it is a series of 
tables, a thing in b!ach and white~ a pattern of figures and graphic 
lines. To the academic economist it is the proof or disproof of theorems 
arid rules which have been developed by classical economists. To the 
oo!itician it is a division of votes, of press~re groups, of those whose 
interests must be served or opposed. To the sociologist it is a comolex 
of tensions, of successes and failures, an instrument capable of infinite 
human good or of infinite human destruction and waste. And, unfortunately 
all too often~ to the military man as to the average citi~en~ the economy 
is a strange~ incomprehensible machine which somehow, L~j some n~jsterious 
alchemy, produces or fails to produce the goods thab are needed and the 
money that makes those goods available. 

It seems entirely clear that the ~erican economy, together vrith 
o~ alined forces, must guarantee the survival of this Nation. Ho~Tever, 
the economy will be of value only to the extent that it is intelligently 
used~ and it ~ill continue to serve only so long as it remains in a 
healthy condition. It is therefore the duty of those charged with the 
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defense of the United States to understand the economic tool that is 
olaced at their disposal, its natt~_~e~ its characteristics, its uses, 
and~ perhaps most ~:mportant of a!l~ its limitations.. 

Shdu.'ld worId vrar again come, the graduates of the Tndustria! College 
of the Armed Forces will have a major responsibility in determiffing 
~~hether the ~er~:can econo~ vri!l be used intelligently aad effectively, 
or whether o~ strongest ~.,'eapon will be destroyed through inexpert handling. 

Just ~-.~hat, them~ is the ~nerican economy of today? 

,,~e like ,,o refe". ~ to our econo-m~r as "the American free-enterprise 
system. :' This is a nice ~ mouth-filling p!crase. Ho~-;ever~ just what 
does it mean? Voltaire's famous ss4;Ing to the effect that the Holy 
Roman Empire was neither hol~,, Roman, nor an empire, might be paraphrased 
to apply to the American economy, r, to read that it is neither "~..tmerican~" 
"free enterprise," tier a "system." ~&'a. ile this is perhaps an extreme view, 
there is consi@erabls basis for its utterance. 

Actuality-, the economic practices typical of modern America had their 
n,-~ ~mons orxg~..ns mna, ngland and the o£ ~;es~ern Europe d~r~g the period 

of' the _[ndustria! Revolution, an@ tbi.s economy was, prior to ~,~torS.d War I, 
typical of most o£ the advanced nations of the Western World. 

T_m any: !itera~ sense~ the phrase "free enterprise" is hardly applicable 
to the American economy° From the days of the Fo,~ding Fathers~ the Federal 
and State Governments off the United States have~ to at leas$ some extent, 
regulated economic enterprise in this cova~try. At the oresent time many 
conservative economists would state b!~untly that free enterprise no longer 
exists in e.~r ~,~ati.on. 

"~stem " would imply an orderlindss, The final-.:#ok'd offthe phrase, ~ ~ 
an element aS p!anmin~/, a continuity o£ deve!ooment wh_cn hardly relates 
to the ~m~eridan oeconom~o As a matter of fact, it is probably a useless 
academic exorcise ~o .concern ourselves over the validity of the phrase 
"~a~.,,e.rican free-enterprise system." V~at is much more important is to 
have, an ~nde'rstamding of how our econo~T os~e into being~ what factors 
condfit-iobbd its develo-oment and growth~ and what are the essential 
cnarac~e: m.=~±cs which have emerged to make ~t outstanding among the 
economies of the community of nations. 

The econo~ of the United States had its origin in the British 
Colonies of North ~erica~ As you know, these colonies depended almost 
entirely upon agricult~ule, suFported by a moderate volume of ocean 
commerce and a very s~.all amount of domestic industry. At the time of 
the Revo!u+Jiona~ ~Var~ over 90 .oercent o£ gainfully employed k.nericans 
were engaged in agribult~a~@. 0£ these, the great majority wore small 
freeho!ders~ opera-ring at virtually the subsistence level. Dlost o£ their 
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agricultural products were cons~ed on the producing Zaa~ns or in near- 
by terms. Some, however, fo~r~.ed a surplus which entered foreign trade 
and brought sDecie to the colonies, 

These" agricult~ra! beginnings have left a~a indelible stamp u:oon 
A_merics~n economic, politicalj and'social thinking. Since land was the 
basis of the agricultural econo;~D~ property ~<,as highly regarded by the 
leaders of ear~T A~merica, and our legal institutions reflect this fact. 
The traditional personal independence of farmers expressed itself in 
strong emphasis on the freedom of the individual as a primary concept 
of our political order. 

As the United States developed and grew more populous~ mamufacturing 
industl~- appeared on the eastern seaboard and gradually ".ncreased in 
.importance; The rate o£ this increase ~tas slow dram tO the War Between 
the States, but the militar7 needs of that period led to a tremendous 
growth in industry, particularly in the Northern States. The individualistic 
tradition of the agricu!t~ral economy remained as a part of our legal back- 
ground and, consequently, the Governments, both Federal and State, were 
slow to act in economic matters° 

Hovrever, the entrepreneurs of ~he n~ industries, seeing the 
opportunities available should Americs~% markets be closed to foreign 
competition, were able to nersuade the Federal Government to provide 
tariff protection to virtually all oroduets mam~fact~red in the United 
States. It was only natural that other major economic groups'in America 
sought and received government assistance. Thus, the fa~ners, trader" 
various state land laws, and under the Federal Homestead Act of 1863, 
wore able to semite land at l~v prices or at no cost at all. The rail- 
roads, which tied the Nation together, were heavily subsidized by both 
Federal and State Oover~:~ments. The first intercity telegraph line was 
constructed trader a Federal appropriation. Sta'0e funds were granted for 
the construction of canals and for the subsidization of such ventures 
as steamboats and cotton mills. 

The years between the Civil War and 1~ror!d War i saw the United States 
steadily developing into the leading industrial nation of the world. As 
this trend continued the proportionate number of persons employed in 
agriculture dropped steadily, vrhile those employed in industry increased 
rapidly. Having a virtual monopoly of the vast An~erican market, industry 
was in a unique position to profit. The demands of the growing country 
were virtually ~exhaustib!e, and in an effort to meet these demands 
indust~- developed the processes of mass production which have become 
%he symbol of the'A~merican economy. Actually, mass production was first 
devised im Europe, but in the Unit~ States the process was carried to 
successively greater heights. 

3 

R£$ J £D 



5 4  
~$ ~ - ~ , ,,~ ' V ~ I  .... 

Ho~'ever, in spite of its ability to earn profits and to supply the 
Nation vd.th great volumes of relatively low cost goods, mass oroduction 
techniques brought new problems to 1~merica. The great cost of the 
specialized machines and huge plants necessary to carry on the mass 
production orocess led to a tendency for industrial units to increase 
steadily in size. Thus the business of the Nation tended to become 
concentrated in the hands of a relatively small number of entrepreneurs. 

At the same time, these large-scale industrial enterorises demanded 
huge labor forces. Since virtually all manufactt~ring processes are 
cyclical in nature, interruoted emp!otnuent for industrial worker~ became 
characteristic of the nevr!y developing economy. This seasonal unemployment 
led to fluctuations in the national economic cycle which became progres- 
siveiy more severe as time passed° labor, finding itself subjected to 
periods of economic loss and to continuing uncertainty as to its economic 
future, began to follow the ~oattern set by European ~,~orkers and organized 
trade-unions for its ovm protection. These trade-'onions became increas- 
ingiy powerful and played a progressive~ larger part in the economic 
life of !~nerica. 

The united States Government found itself zradual!y participating 
more and more in .the economic ]_ife of the Nation. However~ ~<merica 
lagged far behind %he western European nations in this fie!d, 

16fe are all familiar--all too fami!iar--~vith the great depression 
o£ the thirties. The steps taken by the "New Deal" Administration Ln 
attempting to solve the economic problems o£ that era are fresh in our 
minds. Thus, it is sufficient to say that the New Deal introduced a 
new conceot of the role o£ the ~overnment in relation to the national 
econom;F. Prior to the thirties~ most Americans had believed that the 
Govermuent should interfere as little as 9ossible in the workings o£ 
the national market and financial community. It was felt that the 
economic system could best regulate itse~, and that the duty of the 
Government should be confined to acting as a sort o£ policeman to 
prevent unfair activities ~r any individual or group competing in the 
market. Protection to the publio was to be limited to the Drevention 
of fraud, of dangerous ~ractices, of "~nfatr competition, and the 
elimination of monopoiy~ 

Shortly after the Civil VTar~ ~ericans had become convinced that 
monopoly was a dangcr to the Nation. Accordingly, beginning in 1890 
withthe SherT~mn Act~ a series o£ statutes outlav~ed monopolies. How- 
ever, this antJmonopoly action of the Government represented virtua!l.y 
its only activity in the field o£ coroorate regulation° 

The ~b~r Deal brought a com~0!ete change to this situation. Under 
this philosophy it rras held that the Government had the duty of main- 
taining the national econon~j at a high and satisfactory level, and, in 
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the event of a depression, should use its authority and credit to maintain 
or restore that level. Accordingly, the Federal Government instituted 
an extensive series of measures designed to bring economic stability and 
prosperit~ to the United States. 

It is not o~m purpose this morning to argue the merits or demerits 
of th~s oh_41osophy of goverr~ent. The fact remains that the United 
States appears to be quite firmly committed to the belief that the 
Government must use its pm~'{ers to secuA~e the economic as 7~ell as the 
political and social vzeifare of the citizens o 

Thus, by an evolutionary process, there has developed the economy 
of the United States as ~,e imow it today. It will be ~ze!l to examine 
its outstanding characteristics. 

First and perhaps the most visible characteristic of the American 
economy is that of size. The ~Tation is big~ industry is big; labor is 
big~ agriculture &s big~ the Govermment is big. This matter of size 
is most significant in appraising our economy. The vast area and 
population' of America made possible its mass production industries. 
In turn, the ability of these industries to produce great vo!'~mes of 
low-cost goods has led to a high economic level, a unique level of 
const~mer income, and has, in o~n, created a market ~vh-'ch is ~n~equa!ed. 

The size of the individual ".ndustria! ~nit has oermitted the max- 
£mum exploi~bation of the ~princip!es-Of mass production, employing 
complicated automatic machine tools, and reducing the requirement for 
skilled labor to a minimum. The size of the labor forces of these 
industrial establishments has made possible the creation of very strong 
~n~ion Organizations, increasing the bargaining poT~er of the v,~orkers 
enormously. The increasing size and mechanization of fa_~m units has 
greatly reduced the manpo~zrer requirements of American agric~Alture and 
has made it possible for a progressively smaller percentage of the 
~ainfu!ly employed to-feed the Nation. This in t~n has released 
manp~,ver for industry, accelerating the development of the manufacturing 
nhase of our economy. 

%n +he period since ~forld IVar I a further development in the 
economic character of America has taken o!ace o For many years the shift 
of workers from agriculture to the'manufacturing industries was ty~ical 
of ot~ economy, Recently~ hovrever, there has been an increasing trend 
for workers to leave both agriculture and manufacturing to enter the 
service industries, such as go~erm'aent (including the armed forces), 
theprofessions, entertainment, etc. This is most si,~nificant since 
this change is characteristic Of the most highly developed economies 
knovn~ today. ~,iany scholars consider this trend to'be an evidence of a 
ma~uring economy. By the outbreak of Vforld V~ar If, persons employed 
in the service industries represented the largest sin~ie group of v~age 
earners in the United States. Since ~orld ~rar II this trend appears to 
be continuing at an accelerating rate. 
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Another significant characteristic of the Am~erican economy of 
today is the rigidity of the market. The free-enterprise system is 
supposed to be based upon the give and ta1~e of the market~ that is, if 
a good in the economic sense is destined, purchasers will bid up the 
price~. This demand will lead to increased oroduction of the good~ and 
then~ when this production passes the o0int beyond which prospective 
~urchasers are satisfied or lose imterest~ the'decreasing demand that 
follows will force dov~ the orice, Converse!y~ if the price of a good 
is so great that purchasers are unwilling to buy it, the .inability to 
sell the product will lead to a reOuction in its orice and a restoring 

of economic equilibrium. 

Hovrever, in the United States of today, the presence of a relatively 
limited n~aber of large-scale producers in many categories of industry~ 
the enormous economic strength of leading corporate enterprises, the 
reduction in the n~mber of competing !~es of merc~.~andise, and the trend 
toward standardization of items all tend to make the market less responsive 
to the whims of the purchasers or the necessities of the sellers. ~any 
economists hold that the present American market is less susceptible to 
the working of the suppl.sr and demand factors than any free market knmm 
to history° These men feel that we can no iomgor rely upon the market 
place as an economic stabilizer for the Nation. 

The subject of monopoly has been mentioned before. V~ile the present 
body of statutes makes it possible for the Government to inhibit the 
classical type of monopoly in vfnich a single enterprise or'a small 
combination controls the entire supply of an economic good, it is an 
observable fact that toda~r effective monopoly~ with a majority of its 
detrimental economiceffects, can exist where a product or service is 
dominated not by one, but b~r a relatively limited number of major producers. 
It is not necessary that ~ actual combination be formed to achieve 
virtual restraint of trade. This condition of monopoly, approaching 
the European concept of the cartel~ is far more difficult to control by 

legal means than the older monopoly. 

Another significant characteristic of the American economy of the 
last few years is the relative decline in importance of the entrepreneur-- 
the ovmer--and the corresponding, rise ofmanagement. There is no agree- 
ment among economists on this phenomenon, but the fact is noted as being " 
closely connected with the chan~ing fiscal struct~we of ~tmerican business, 
particularly the tendency to~'rard retrenchment ~ the application of risk- 
seeking or venture" capital for the creation of new economic enter.orise~ 
This is, in itself, a most important development. 

Traditionally, the economic enternrises of theUnited States have 
been ~rimarily financed by vent~n'e capital, that is~ the money contrib- 
uted l~y individuals" from their nersonal surpluses and their savings. 
At the present time~the combination of high taxes~'low interest rates~ 
fears for the future, and a variety of other causes, have led to a very 
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significant decline in the relative vo!~ne of venture capital offered 
for investment in business enterprise. Under the classic theories of 
economics, this decline in Venture capital should lead %o a sharp 
recession in business activity. Ho~ever, this has not been the case. 
This situation results~ to a considerable extent, from the increasing 
inci6snce of corporate self-financing. The subject deserves brief 
consideration. 

In recent yea~s, many f~serican corporations have tended to depend 
more and more upon the ability of management to use corporate funds 
available after pa~nent of taxes and before payment of dividends for 
the expenditures in the fields of plant, inventory, equipment, material 
supply, and other requirements which would normal~, be met through the 
obtaining of venture capital from the stockholders of the conporation 
or from outside sources. The effect of this action is to strengthen 
greatly the power of management in the operation of industry, to reduce 
the area in which vent~)re capital may be risked, and, as a serious 
corollary, also to reduce the area got the successful investment of 
f~ndsheld by fiducia~j and other credit-type corporations, such as 
ins't~rance companies, banks, ~nd credit houses. },,!any economists are 
alarmed at this trend, since hankin~ and dther fiscal institutions 
are being progressively forced into new fields of fins~eing wllich, to 
these economists, appear $o be less desirable than the traditional 
areas of corporate finance. 

In a ~ay, the question Of cornorate self-fLnancLng wou]d  anpear 
to give the corporate personages, created by law~ an individual existence, 
divorced from those who created them. Perhaps, like l~ry Shelley's 
Frankenstein monster, our corporate beings are taking on, economically 
speaking at least, a life of their oval. At least some economists accept 
this theory and consider the trend a threat to the national economy. 

One of the most important characteristics of the American economy 
today is the great and aoparently growing power of organized labor. 
For many years the trade-tmion movement of the United States deve!oDed 
slowly; but in the years since the depression of the thirties, the major 
labor organizations of the Nation have made tremendous strides. Some 
political scientists and economists hold that organized labor is today 
the most powerful single factor in A~erican economic and ooliticai life. 

A distinctive phenomenon of tile American labor movement is that, 
up to the present time, it has virtually abstained from direct political 
action. Of co~rse, we all know that labor groups have worked to secure 
the election of certain candidates and the defeat of other candidates. 
However, labor has devoted its political strength to the sunport of the 
established parties on the basis of their assumed friendliness toward 
its interests. Throughout the rest of the world, labor has organized 
itself into political parties which~ in many countries, are able to 
control the gover~mento 
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Last, and perhaps the mos% imoortant of all the charact@ristics 
of the American econo~ today, is the rise to adOminant position of 
the public interest as reoresented by the Government. 

While the United States remainsthe nation of the world most devoted 
to ~e principles of free enterprise, it is clear that the powers of 
government will be used today and in the future to meet economicas well 
as social or other hazards. Party differences in this field relate 
primarily to the measures bywhich the goals of economic stability and 
the highest possible standard of living may be obtained, not to the 
goals themselves. 

Under this concept, the Federal Government participates in the 
national economy in a number of w~is. The most direct participation 
takes the form of outright economic activity by the Government. Such 
enterprises as the great hydroelectric developments represent govern- 
ment entrance into comoetition with private industry--for better or worse. 

The Government also participates directly in the national economy 
through its financial assist~n.ce to entrepreneurs. Literally a score 
of Federal agencies utilize Federal as well as federally insured private 
credit for the support of a tremendous variety of industrial and com- 
mercial enterprises, in addition~ the Government also supports such 
individual activities as home ova~ership. 

A ma~or area of government imoact upon the economy of the Nation 
lies in the field of control. Alt~nough this vTas the first activity of 
government in relation to economic enterprise~ its recent growth has 
been most spectacular and its effedts most far-reaching. It is in this 
area of control that the change of Imerica from a pattern almost approx- 
imating a free-enterprise economy to one of a controlled economy ap- 
proaching those of the nations of western Europe is most evident. It 
can be fairly stated that today there is virtually no field of economic 
enterprise in ~rhich operation without reference to the porter of govern- 

ment is possible. 

Industry is controlled by a wide series of enactments covering the 
fio!ds from monopoly through the quality of products~ to the regulation 
of hours and wages in the public interest. Under the Taft-Hart!ey Act, 
Federal control has been extended into the field of organized labor in 
a manner ~kno~m crier to this legislation. Farm price supports~ acreage 
regulation, and the purchase of sure!us farm commodities have long been 

a part of the American economic scene. 

An outstanding example of direct government control of what would 
normally be considered a field ooen to individual enterprise is to be 
fecund in the wide and explicit authority provided in the field of atomic 
ener~ ~ and its utilization. Although this new economic area has been 
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subjected to almost total gover~nent control, there has been virtually 
no popular criticism of this action. As a matter of fact, those Americans 
most conservative in their political views have often tended to denounce 
existing controls as too weak, m~d to demand even more stringent govern- 
ment regulation in this field. 

The Feder~ Government has, in recent years, been most active in 
the field of management-labor relations. In carrying out itsduty to 
s1~pOrt the economy, and %o provide necessa~j goods and services, the 
Govermo ent has intervened in management-labor relations to the point 
~bere~ in extreme sit~%tions in essential ~_ndustries, the o~er of 
injunction is used to compel the maintenance of production-or operations. 

Fi~ially and most significant of the economic activities of the 
Government are those calculated to advance the social and economic 
Welfare of the people through direct action. 

Beginning with the Social Security Act of 1935, the Federal Govern- 
men~ has established a broad system of vnemploy~ent inst~m~ce, old age 
retirement, an~ survivors' inst~ance benefits. 

At the present time, many leaders in the Federal Government believe 
that its power shoul~ be used to afford to all Americans acceptable 
standards of education and medical and denta! protection. These matters 
are, of course, subject to controversy and, although bills have been 
introduced in the present Congress to provide Federal aid to education 
in the States and a Federal medical service plan, it is doubtful that 
there will be action in this field--particu!s~ly in view of the world 
situation now prevailing. 

This last phrase--the reference to the current war--is particularS, 
significant since it ooints uo what is unquestionably the'most important 
factor relating to the economy of the United States today, that is, the 
inescapable fact that our economy is an economy of conflict--conflict 
forced upon us through the Communist attempt to achieve world domination. 

Our consideration of the £merican econo~ must, therefore, deal 
with this ConditiOn, since any other approach would be not only unrealistic 
but would fail to explain many of the most significant economic oressvres 
which condition American life toda.~r. 

It has been said by manor leaders of the Western World that the 
struggle betvmen con~n~uism and democracy is a struggle for the minds of 
men~ for the allegiances of men. This is undoubtedly a true statement-- 
but it is only a oartial truth. The mind of a man is not an eT"fective 
mechanism for intelligent thought when that man's stomach is empty. 
V~aen a man's family is starving and dispossessed, his allegiance is far 
more act to turn to the system which offers at ]_east the promise of 
economic betterment than to any other system, no matter'how well supported 
it may be by the srguuenbs of political science and law, which does not 
promise ~ediate economic aid. 
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For many years, as the Communist movement snread and increased 
its strength, the friends of democracy attemroted to answer its propa- 
ganda vrith ].earned but often rather academic discussions on the rights 

-~" " and-the ultimate blessings o£ man, the privileges of the _n~!vmdual, 
of the free-enterprise system. 

The period since the conclusion of World War ll has brought grim 
disii!usJonment to those who believed that the contest between democracy 
and commmism vrou!d proceed in the atmosphere o£ a parliament in which 
the opposing theories vrould be presented as logical expressions of 
po!itical~ social, and economic thinking. 

~om the veer beginning, the Conmunists missed no opportunity. No 
lie has boon too great~ no method too cynical, no attack too brutal, as 
long as it served the ends of World communism. 

Gradually, it became clear that the struggle with communism, vrhere 
it was not a military struggle, was essentially a contest betvreon 
economies. The peoples o£ a war-torn world vrere ready to listen to 
arg~nents that appea!od to their Gym inm~odiate physical vre]lare. They 
wore 5~clined to re~eet arg~nents based on oolitical theory, high ideals, 

and abstract right. 

V~en this lesson was thoroughly learned by the vrestern porters, the 
tide began to change. The first effective use of the economic power 

o~ • o£ America in oflsotomno the attacks o£ communism is to be found in the 
Marshall Plan. Under this program the United States has established a 
system o£ economic aid which has bro]~.ght one country after another-back 
from the brink of Communist insurrection into stable goverm~.ent and 

orderly economic life. 

In some cases, however, the need was too urgent to be met simply 
by economic assistance. This was particu!arl]r true in the case of 
Greece and Turkey, vrhere internal revolution or external ~ressure 
made necessa~r extraordinary measures of support. Under the Truman 
doctrine~ the United States provided funds and materiel by means o£ 
which both C~reece and Turkey vrere able to provide themselves with the 
nucleus o£ an effective national defense and deny two Divota! areas 

to vrorld co~.zmunism. 

Since many o£ the nations of the vrorld were in too bacl~vard a 
condition to be benefited by economic assistance of the t~e promised 
by the ]:,..[arshall Plan, it was necessary that the United States initiate 
a program specially suited to their needs. The Point Fo~r Program, 
established by President Truman, under vrhich the United States proposes 
to render economic and technical assistance to such nations, appears 

tO ~ '~ '~"~  o±_~<,~ ve~,." real nromise for the future in turning these vulnerable 

areas a~ray from the Communist ideologTf. 
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Thus, through the operation of the Xarshal! Plan, the Truman 
doctrine, and the Point Four Program, the United states has done much 
to raise an economic barrier to communism. 

Unfort~luate]~, the very success of the American economic counter- 
offensive against communism has driven its masters to new extremes. By 
].948 it was clear that the Communist movement, checked by the economic 
strength of ~nerica, might turn to armed attack to achieve its ends. 
Realizing that the on.1@z effective offset to the massed strength of the 
Communist forces lay in union for defense, the nations of western Europe, 
together with the United States, formed the North Atlantic Alliance. 
This agreement provided the framc~ork of military, strength fo~ the forc~m 
of democracy, as the Z~arshall Plan, the Truman doctrine, and the Point 
Four Program had orovided economic strength. ?~ile the North Atlantic 
Alliance is mi!itai~ in character, its implementation to a ve~j large 
extent depends upon the economic strength of the United States. Thus, 
once again the economy of America checked the advance of communism. 

In Juno of this year, the Co.~mlunist leaders, halted by the American 
economic assistsnco programs and the North Atlantic military agreement, 
turned to open mi!itaz7 aggression. As was to be expected, this action 
took place through a satel!ita. The ~[orth Korean aggression upon the 
I{orean Republic is of double significance. In one sense this assault 
is encouraging to the friends of democracy, in that the Communists have 
boon obliged to resort to armed force where their normal methods of ~ 
mntzmgue, subversion and propaganda have failed. On the other hand, the 
Communists, use of coon force, in the face of American military resistance, 
has brought the v:or!d to its greatest crisis since the conclusion of 
World IVar If. 

In Korea, as in every otlner area where communism has struck against 
t he re democracy, is an economic lesson for those who will read it. The 

initial weakness of the armed forces of the Korean Republic rose not from 
lack of co~rage, lack of patriotism, or lack of training. It resulted 
almost'entirely from the lack of adequate equipment, the lack of the 
pla~os, the tanks, the grins with which to meet their Communist attackers. 
The retreats of the South Korean and American forces have Imderlined 
once again the necessity that democracy be oreoared to defend itself at 
any time and'at a~j place ~'rhere it'is threatened. The economy of war, 
the mat@rial, the flow of supplies, today, as never before, determine 
the outcome of action in the field. 

Should a genera], war again be forced upon the United States, the 
American economy will experience the greatest strain ever placed upon 
the economy of any nation. Under these circ%mstances it will be nec- 
essary for the American ~roductive machine to supply not only our armed 
forces and our civilians, but also our allies and associated powers to 
a degree undre~ned of even .~m Vfor!d war II. The cost of military 
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materiel, vrhich mounts in geometric progression today, means that the 
measures which pro ~eo. adeqv~te in World~ar !I may very well not prove 

.u • adequate in the future 

In the event'of war, not only must the American economy stand the 
shock of conf!ict~ but Derhaps even more .~mportant to the ultimate 
survival o£.;the democratic world, it must he able to meet -the problems 
o£ reconstructing .itse!£ and the economies of virtually the entire 
community of nations throughout the world after we have gained victory. 
~vo world wars have made the American people I-fell aware o£ the terrors 
and destructiveness of war--the Flaming Horsemen of the Apocalyptic 
vision. We should, be equally aware of the perils that lie in the economic 
ruin and dislocation which follow war. It would perhaps be the final 
and greatest tragedy o£ our times if the Pale Horseman of ~.~ant and 
Destitution should succeed in communizing the world after the Fiery 

Horseman of War has been defeated. 

One final possibility remains in the strugsj;le bethteen democracy 
and co~mu~mismo ~',lany thinking ~mericans believe that'the struggle may 
never .assume the proportions of a world war. Rather, the fordes of 
commlmism may content themselves with a series of outbreaks in sensitive 
areas throughout the vrerld~ hoping thus to wear dovm and weaken the 
United States to the point where it will fall victim of its ova~ economic 
and militant conmlitments. It is a. basic tenet of len.inist communism 
that the capitalist w0rld~-particularly the United States--will collapse 
as the result o£ a great ~ economic depression ending in disorder~ rev- 
olution, and the ~trim]]ph of .the ~mctatorsnmp of the proletariat. The 
true doctrinaire'Communist tends to reject war as an instrument of policy 

tn~ economic collapse of unless necessary~ since he is convinced thab ~° 
capitalist America ms corr~c~!y ¢oretold in his dogma. 

Up-to ~,m_~ time. our discussion has devoted itself to two general 
areas. First, we ]nave su;m~arized the ~ost siznificant charaqteristics 
of the American economy as it is today, looking in turn at the chief 
factors within the economy, and the groups comprisinz our economic com- 
mmnity. Second, we have considered-the impact of Communist aggression 
upon America in i~mediate reference to our economic commitments and 

liabi!it ie s. 

ProDerl_v aDoroached~ there is no more fascinating subject than the 
: ~ ~; ....... However~ our econom~r, interesting as it economy o£ the Lnmted o~a~eso 

may be, is significant to us here at the Industrial College primarily 
as it relates to the ability of this !~ation to conduct a prompt and 

ions 
"~ ° • n 

ef~zcme~ t economic mobilization, and to su~port the milita~ operat 
o£ the United States. Thus, ~b.e end purpose of this discussion will 
be to set up a sort o£ balance sheet listing the good and the bad 
characteristics of our economy as they relate to economic mobilization-- 

and the mission of the college. 
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Let us consider the credit side of the ledger. 

First, it is'clear that the United States possesses the largest and 
most efficient productive system i n  the worldtoday~ As a matter of fact, 
our co~mtry has the economic abilityto produce goods a~ a rate virtually 
equal to the other nations of the world combined. 

Second, the ~.erican working force represents the most effective 
combination Of nt~bers, levels of skills, and individual and group e£- 
ficiency in the world. The American .:rorl~nan is unbeatable in intelligence, 
capacity for hard rrork, and ingenuit;y~ Americans are used to working 
under pressttre; they accept changes in occupation more readily than 
most other workers; and their long experience with the mechanisms of 
mass production enable them to turn quickly to the most complicated 
manufacturing processes. 

Third, in the matter of materials, the United States is forttmate 
in possessing resources at least equal to those possessed by any other 
nation. Iu addition, vast supplies of essential industrial raw materials 
are readily obtainable from neighboring and. friendly countries. Our 
large and well-developed transportation system makes possible the ef- 
fective utilization o£ these resotu~ces and guards against interruptions 
in production. 

Fm}rth, American achievements in industrial, agricultural, and 
distrib~:tive technology are outstanding in the wo~ld. No nation has 
equaled the ability of the United States to maximize its production 
and, at the same tJnne," to minimize its human effort. 

Fifth, the scientific' accomplishments of the United States, after 
years of lagging behind <bhose of western Europe, have risen steadily 
in the last generation so that today we are able to match the achieve- 
monts of any other nation. 

Sixth, in the matter of food supply, America is uniquely" fortunate 
in that Itmerican agriculture has shorn the capacity to meet the re- 
quirements of even extreme emergencies without any serious change in 
the food levels of this country. 

Seventh, the wealth'--the financial strength--of the United States 
enables its Zovernment and people to look confidently fom:~ard to the 
successful accom.~lishmont of any remotely reasonable economic goal. 

Final~v, our productive capacity, our wealth, and Om- sincere desire 
to support those nations dedicated to the democratic way of life have 
dra~m to us a group of allies ~:hich is daily proving its great value in 
combatting communism and which, 5m the event of another world war, might 
be the diffcrcncc between victory and defeat. 

13 
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All of this is a most impressive and pleasing picture. However, 
there is no real reason for complacency. The other side of the balance 
sheet--the debit side--also contains a formid%~e list of entries. 

First, the American mass production system is admittedly efficient, 
but it is also rigid an4 not'easily adapted to other than its normal 
pattern. American industr7 obtains vo!~e and low cost at the expense 
of variety of goods, adaptability, and~ in some instances, quality. 
industrial conversion to military needs is a slow and costly process 
in the United States--cost~ ~ in time, manpower, managerial and technical 
skills, and materials. World War Ii experience proved that many of the 
vast industrial facilities which had been considered to be invaluable 
resources in the event of war actually offered little more than enclosed 

and heated soace when the conversion was attempted. 

Second, the economy of the United States, based on the traditions 
of free enterprise, lacks the singleness of purpose that may be achieved 
in an economy~cnder authoritarian control. ~le fact that ~merica produces 
four times as much steel as a potential enemy is of little significance 
unlesspart of that vast output is devoted to the production of materiel. 
It is a well-knovm fact that the Communist powers have, in recent years, 
far surpassed the United States in the production of many of the most 
important military items, and as a result we find ourselves seriously 

overmatched in many fields. 

Third, the A~erican economy is extremely complex. The concentration 
of our industry, the extent to which the production of vital items is 
concentrated in one or a limited n mnber of plants, the reliance of one 
industrialttuit uoon others for essential components, the tendency to 
break do~'~n industria! operations into highly specialized centers of 
production all make America particularly vulnerable to enemy attack. 
In many ifidustries damage to a single o!ant wouldseriously interrupt 
the oroduction of the entire industry. Less highly organized economies 
genera!ly tend to combine virtually all operations in the production of 
a single item in integrated plants, thus making their output far less 

vulnerable. 

The fourth entry on the debit side is the basic economic problem 
of cyclical variations in the economic level. In soite of its wealth 
and eoonomic strangth~ the United States has been subject to extreme 
variations in levels of consumer income and demand. 

In this discussion we have emphasized the essential importance of 
the economic strength of ~uerica in maintaining a free v~rld against 
the attacks of communism. There can be little doubt that an economic 
collapse in the United States, similar to that of the depression of 
the thirties, would orovide, to the enemies of democracy, a long,hoped- 
for chance for victory. Today, as never before, the democratic world 
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rests its opporttLnit~- for survival upon the economic strength of this 
~ationo Failure of our economywould destroy our allies as surely as 
o~'se]_ves, and~ou!d convince the economica!~r ~udernrivileged peoples 
of the ~orl4 that only communism offers a solution o£ their or0.blems. 
Tn thinking and Planning in the field of economic mobi!ization the 
fact must always be Borne in mind that any action v~hich seriously 
weakens the economy of the United States will be as much of a defeat 
for our countrz as a military-failure in the field. 

A year ago I discussed this bopic, and I should like to quote 
a statement i made at that time. "i factor besetting o~ political 
and economic status is to be fo~d in the difficulties attendant upon 
the defensive position. All over the ~orld com~nr~ism is maintaining 
a contim~_ng offensive. Gains in some areas are offset b~j losses in 
others, but the pressure is never relaxed. On the other hand~ the 
United States and those nations associated vrith it are cast in the 
position of ~efenoers of the status quo--a status quo v~ich to many 
peoples is not particularly ac'ceptable.'" I do not believe that the 
events of the past 5~oar have donu anything to change that statement. 

;..,[any experts believe that the present plan of world communism is 
to so harass the United States hv Feripheral assaults, such as that now 
takin~ place in ~orea, that we will grad~ai~y lose the ability todefend 
ourselves. The position of America, as leader of world democracy, is 
a difficult one. Since we .cannot engage in aggressive warfare, we must 
wait, ever on the defensive, an4 attempt to checL~nate the moves of the 
Communists as they occur. 0t~r victories are not particular]j evident 
in world thinking since they simply affirm the existence of a situation 
already in being. 0n the other hand, the victories of the Communists, 
since they represent a change in the status of the world community, 
attract great attention. Eve~i setback received by the United States 
increases the psychological disadvantage of our defensive position, and 
weakens the prestige of this country in the minds of peoples all over 
the ~orld. 

There appears to be. one ooint arising out of the present ~ar in 
!forea, and the possible pro~ection of similar actions into other troubled 

~hmc~.. has, so far as ! knovr, received little comment. areas of tlnc world, - -  " h 

It has long been an article of faith with most Americans, including 
most ~qmerican militalu/ men, that the chief reliance of potential ag- 
gressors is the military unpreparedness of the United States. There can 
be no question that military preparedness is absolutely essential to the 
continued survival of this Nation. However, as students of economic 
mobilization, it is your duty to consider the circumstances of today 
as they are, not in the light of preconceptions or beliefS, but 
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The fact today is that World communism has~ for nearly five years, 
continually emphasized i~s hostility toward, its hatred of, and its 
ultimate determination to destroy7 the United States. No effort has 
been made to conceal this hatred and this ambition. Subversion and 
~ropaganda have been Succeeded by political action, by the o~erations 
of press~re groups, by revolution, as in Czechos!ovakia~ and now, by 
armed invasion in the North. Korean attack upon the Korean Republic. 
In the !iTht of this pattern and these facts, it is becoming increasingly 
difficult to rationalize the belief that the Communists most fear 
American mi!ita~ preparedness in their drive to world hegemony. 

7_f this had been the case, their logical action would surely have 
been quiet, concealed preparation of their military forces, followed by 
a sudden attack upon the most vital'element of the democratic world, 
the United States itself. Actually, the long series o£ insults, pro- 
vocations, and now armed attack has forced America to take positive 
steps toward military preparation. There can be no doubt that our 
country is rapid]o~ .improving its position' of military readiness. The 
present Korean war is, inevitabiy~ creating military power for the 
United States vrhich could be achieved in no other way. Actual combat, 
with the consequent production of military items~ the mobilizing of 
manpower~ its training progrs~ns, and its accrual experience in field 
operations can only advance our military readiness. 

Thus,!the Corm~.unists appear to be acting d.irect!y against the 
traclitiona! view o£ Americans that o~r military unpreparedness is the 
greatest encouragement to ootential aggressors. Honest analysis must 
dictate the belief that the Com~0~.uists regard mdlitary preparedness in 
the United States as of secondary importance to economic strength. 
~~ile such actions as the Korean war can only strengthen the military 
forces 5,f tlde United States, they &nevitab]@ strike with destructive 
effect at the economic bases of .~erican porter. The precipitation o£ 
several s4~milar incidents would lead to virtual full mobilization of 
the United States Armed Forces. 

Thus, the Communists would find themselves faced by a nation 
practica!]j7 on a war footing. However~ the cost ~ money~ materials, 
in -o!ant expansion, and in impact upon the normal civilian economy o£ 
such action would be enormous. It ~,rou!d thus appear that the enemies 
o£ ~erica believe that our economic strength is a more important 
objective than our military strength--at this time; that it is desirable 
to weaken the economy of the United States even at the cost of strength- 
ening o~ military arms. In your studies a~ the Industrial College I 
suggest that you consider these facts and this. theory, and while ! do 
not say that this interpretation of the Communist strategy is correct, 
it must not be assumed that the leaders of world communism are stupid 
men. Rather~ it must be ass~med that they realize the @ffects of their 
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present actions upon the United States, and in the light of these 
assumptions.at least serious attention should be given to the belief 
that the masters of communism consider the economic defenses of 
America even more important than our military defenses. 

We are well aware that this is not a particularly comforting view- 
point. The acceptance of time-honored beliefs, the passage along well- 
worn roads, the study of established doctrine, are all easier and more 
gratifying than pioneering. 

However, this Nation is at war. A failure in basic intelligence-- 
a fai!~e tounderstand the enemy--is as important as a military failure 
and, in fact, ma~, very probably lead to military failure. Gentlemen, it 
is your d~by to study the American economic system and all aspects of 
economic mobilization realistically and without bias~ against the back- 
ground of facts and acceptable asstm~ptions as they exisg today. You 
have no right to rely on beliefs passed dovm to you from earlier years. 
The time when your knowledge and your thinking may be called upon to 
nreserve or lose our American heritage could be much closer than any of 
us think. 

Thank you very much. 

QUESTION: In your discussion you emphasized the fact that our 
economic system undemvent considerable modification during the depression 
period~ that therewas an increase in government participation in the 
e conomy 

I am wondering, assuming that a total war should come and w e  had, 
say, total economic control even to the extent of a national service 
act~ if you think that the American economic system has the resiliency 
to bounce back from those controls? 

DR. ALYZN: The trend in the control pattern of government and the 
economic structure, if it could be charted, would be a curve expressing 
a geometric ratio. Control brings on control; authority rises out of 
authority. The emergence of a control calls for subsidiary controls. 
That has been the pattern of Iovernment not only in the United States 
but in all the ~ndustrially advanced countries for the last 150 years. 

An abrupt change in the oath of control w h i c h  modifies this line 
we are t~zing to talk about createsa node, a high point in your graph~ 
and very se~iom, very seldom indeed, does the recession of the line 
cart Z you back to the tr~ curve° In ogher words, there is a residuum, 
a remaining element of control, which goes on~. 
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The history of the United States in the past 30 years has sho;m 
that after each Defied of crisis~ be it ~ilita~ or be it economic, 
there has been a]itendency not to rec@de back to the projected normal 
control iine~ a. tendency not to pick up from the high point of control 
established during a crisis, but from a point somewhere between that 
point and the normal, established by the c~ve, and go on from there. 
! se~-no reason to believe that this will not continue to be true. 
The~fact is that there may be a resumption of the higher level of 
contro.l in.case of economic dislocation. 7~fe may sv~ing back to a more 
simp]9 economy. However, ! believe the degree of government participation 
in the economywii! continue to go up. 

QUESTION: Dr. Allen, you advance the theory that the recent 
Communist actions may have been made with the thought that they nan 
weaken our economic position even at the risk that our military position 
will. be imoroved. It,.,appears to me--and I would like to have your 
opinion--that the result of Zhese recent actions, particularly the 
Korean incident~ has strengthened our economic nosiZion rather than 
weakened it. R~at is your opinion? 

DR. ALLEN: The noint is welltaken. IIowever, are you thinking 
• . I " 

in terms of the imme,4iate reaction, or are you thmn...cmno in terms df the 
long-r~m ~erformance? I merely g,.~ve that as a rhetorical question. 

~° ~ • thinking of the long run. O~U ~o TIO.<, ER. ! am 

Now, outside the fact that it may, to some extent, reduce 0t~r 
natural resources and oerhaps increase our national debt, it would 
appear to me that it has a tendency to get our national economy at" 

least direeted-toward mobilization. 

DR. AT.T.~£N ° Precisely, .it would direct our national economy toward 

F~qO o_l.-Lza uloll. 

p~bilization is an mnnatural state, i.~bilization is a strained 
economy. .An enonomy of transition from peace to war is an economy'under 
stress° 7~ }mow that from our personal experience.. If the United States 
could, be mQbilizad at the .present time, wi~ reasonable speed, to the 
point ~rhere ~e would %e in a sound, defensive position, that would be 
remarkably sa:tisfying to all of us here at the college. There is no 
doubt about that, gentlemen. However, if it were necessary to maintain 
that mobilized position for a year, or two 7~ars, or three years, with- 
out the incidence ofwar, the strain would a~nost certainly result in 
a severe-dislocation of our economy. 

Yo~v I think the lesson of history is pretty clear in that r~.spect. 
No modern world newer has mobilized and stayed mobilized for a period 
as long as a ~ear without participating in actual war. The German 
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mobilization of 1912, for example, was over in a matter of a month. The 
strain of a full mobilization is about the heaviest strain an economy 
ban bear. Without the psychological impact of war upon the Deople, with- 
out the action of war, tNe sheer mechanics of full mobilization would. 
bear dovm on the economy with a n  ove~-rhe~ning weight. 

I am merely making t h e  asstLmption because it has never been tried. 
No country has ever tried to mobilize and stay mobilized. 

QUESTIONER: Isn ~t it true that the Russians have been mobilized 
for quite a long time? How does that affect their economy as compared 
to how our mobilization would affect our economy? 

D~. ALLE?': I assumed the question when i made the point. That 
is perfectly correct. However, an authoritarian government does not 
mobilize in the sense that a normal econom~r does. In other words, should 
the United States economy have been designed on the basis of maintaining 
a larger military establishment, somewhat along the lines of the Russian 
pattern, we should have worked out an economy that would have continued 
for year to year on that basis. You have only to turn back to the 
frontier comm~uities of America where that was the case~ where the man- 
power in the community was virtually on a mobilized basis. That was 
typical of the commLmities throughout Kentucky, Ohio, and West Virginia. 

The same applies to the Russian econom4,. They have X dollars, or 
X rubles, if you will. That pie can be cut up any way you wish. You 
can put your young men in the armed forces~ you can reduce the standard 
of living existing in the community. Assuming the willingness of the 
people to go along with it, you can maintain that kind of an economy. 

The very word "mobilization" implies change in status~ movement, 
literally. A mobilized economy is one which turns from a peacetime 
footing to a wartime footing. It is not so much the level of the 
division between military and civilian activity that is significant. 
It is the interruption in and change of the flow of economic life~ the 
changing pattern of economic life. In other words, Americans would have 
to forego, give up, their normal economic pat bern of existence and 
accept a new one. 

We think of our econom]r as a going concern. Thus we maintain our 
police and fire departments at levels capable of meetinq normal sit- 
uation~, not great emorgenci~s. For example, you remember +.he big fire 

in the City of Baltimore. in %his .fire the entire resources of the 
city were mobilized and out to relieving the distress caused by the 
fire. And yet, though it lasted a relatively short time, it completely 
disrupted the economy. There was no economic activity worth mentioning 
in Baltimore a% that tJ.me~ or in San _Prancisco a little bit later. 
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~ ~ ~T o QU~,S~IO,.'. Z s n t t  i t  t r u e  t h a t  bo th  the F i r s t  and Second V~or ldWars  
a c t u a l l y  s t r e n ~ h e n e d  the economy i n  an a b s o l ~ t e  way? 

DR] ALl, IN: !Tell~ here we approach the pitfalls of political opinion. 
Yes~ I'll say--perhaps it is heresy. By and !arge~ it is perfectly true 
that the United States economy has absorbed the shock of several ~ars 
with an upturned economic curve. However--and ! speak here for the ~hosts 
of some distinguished professors--it is held that the economic strain 
that has aceomoanied these shocks has tended to create a fiscal structure 
vrhich is not acceptable to many Americans. ~orld War I brought an up- 
lift to American industry :at the expense of dislocating the farming 
economyj at the expense of the uneconomic gro~%h of many urban com~munities; 
at the expense of a 26 or 27 billion dollar national indebtedness; at 
the expense of new government controls; at many~ many costs, l~rorld Vrar II 
broug!~t a further dislocation in the form oZ a 252 billion dollar debt~ 

and so o~. 

In other words, ~fnat do you consider a gain? It is an'honest 
question and a matter of opinion. If you .should borrow $I0~000 and 
get a college education~ you have made a gain educationally, but you 
have at the same time compromised your economic freedom and your future. 
It is a matter; o£ choice. 

C0~NT: l'am interested in your analysis of Russian mobilization. 
! might say~ too~ that ! pretty much agree with Colonel Brovming's point 
on the economic ~ains as opposed to the ~conomic losses. .But !will 
comeback to that in a moment. 

As I understand yot~ ~:pio~ation or theory o f  the Korean situation~ 
it is that the Russians might be more interested in~eakening our 
economic structure than in strengthening our military potential. It 
seems to me that you have to make certain assumptions in that connection. 

No~r~ tim first assumption you have to make is tbat the Russians 
anticinated we would react in precise!y the way we did. I submit that 
all of the evidence we have--and we have some evidence--wou!d seem to 
indicate that the Russians were not orenarsd for our military participation 

- ~ 

in the Korean %~ar. I think that can be documented bF the .unpreparedness 
of the Soviet delegation in the United Nations and a lot of other things. 

I am inclined to believe that the Russian policy in Korea was 
based not on the intention of involving us in the Korean war, but was 
rather based on their analysis--and their correct anal/sis--in the few 
weeks ~ to the time of President Tr~nan's decision to support the 
defense of South Korea by the United Nations that we had no intention 
of participating in the [<orean war. Certainly there were enough state- 
ments by our military and political spokesmen, and certainly our actions 
in Korea up to the tithe of the Forean invasion would ~ustifythat analysis. 
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The next statement ! should like to make is in connection T~ith this 
controversial question ~ou have touched upon--whether the Vorean war 
strengthene(~ or weakened our economic structure. [ submit that economic 
strength is a relative and ~ot a~ absoh~e fact. Just as it is true 
that our participation in the I(orean war will bring about the strengthen- 
~qg of our military organization, so it will at the same time put into 
operation c4rtain economic forces in this co~2~try vrhich re!ative!y, 
not absolute!~tend to strengthen our economic system and economic ability 
to conduct v;ar. 

I think vre have to anm~rer the q~stion in terms of whether the Korean 
vrar ~i!l result in a partial'or a total mobilization, i agree I00 percent 
if we get total mobilization, are forced to naintain total mobilization 
over an ~mlJ~ited period of tJ~e, th%t it will create certain economic 
problems, and the cost of that economic change may be greater than our 
system can, or should, afford to bear. But if the Korean v~ar is not 
the first of a series of incidents but is merely a mistake on the part 
of Russian strategy, as ! believe it is, then v~e will get a partial 
mobilization. I think there are valid arguments for maintaining that 
our economic system can stand partial mobilization, can stand the expend- 
iture of IO or 20 percentof our national income for military preparation 
without "~reakening our economic system in a relative form. 

DR. ALI~!'~ Taking youa ~ statement and questions in order as best ! 
can--and please refresh my memory if I s!ip--! did not, I believe, suggest 
that the Korean vrar and our reaction to it was necessary for the Soviet 
goal to be obtained; that we entered into the ~ar in a military vray was 
a fortuitous gain for those Communists v~o vrould have torn us and divided 
our resources by a series of peripheral actions. 

Ho~vever, ~_f it is to be assigned that the Communists vrere interested 
in ~reakenin[~ our economy, it vrou!d not in any vray have been necessary 
for the United States to have met the North Korean armed forces ~;ith 
American armed forces. The result vrould have been all that could have 
boon desired because~ as one person v~ho has lived in ~Vashington for a 
good manz~ years an¢~ has seen hey; .the Congress has reacted, it is almost 
inconceivable that there' v;ould not have been at least a strong reaction 
for increased military preparedness. 

You can drs~v a chart of the v;ho!c situation. The incidents in 
Czechos!ovakia, the incidents in Poland, the incidents in !man, Iraq, 
and the Nidc!!e East area in general have all been followed by a moving 
up in the amount of our exoenditures for defense. That has been true 
for many years. -?e do not have to take just the present time. Z~ether 
the bull lunges ii~mediately ~rhen you wave a red flag at hJ~n, or v{hether 
he 2yaps uo and dovrn~ snorts anc~ churns un the earth, sooner or later 
he will Charge. You may have to make a hundred different ~estures, but 
the time will come when he ~.~rill charge. That is the Communist pattern. 
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" Perhaps'this •pinprick or this waving of the red flag won't cause 
us to charge, but posSibly the next one would, or the next•one, or~the 
one ~fter that. In other words, if the United States •fails to act, the 
Communists pick p!t~s while we stand back. They make politiqal and s 
socia~]~ propaganda while vre sit back and bite our fingernails. If, On 
the other ' nano~, the bull charges, as it did in this case, and as a result 
the United States is forced to use some !0 billion dollars, or 6.7 or 
9.8 percent; whatever figure you want to use, ofthe national income 
for defense, -the bull will bleed itself white. ]~[e all _know, of course, 
that it is a big bull~ n..vertneless , it is bleeding. If the first 
thrust by the matador does not kill the bull, another %hrus%will. They 
have• us ru~qning in cimc!es at the present time. That is perhaps -that 
the7 have been hoDing for. 

!lad we not used armed force, we r¢ould still--assuming the pattern 
of history and of recent events to be Valid-~be pouring out money for 
defense, calling up the boys, building tanks, taking the "moth-balling" 
off the old planes, ships, and a]_l%he things we are now doing. It 
would have been on a smaller sca!e~ but we would have been doing it. 

So much for the first asst~raption. 

C0~0NJ~L BARNES: 7e will asst~ne that you have anm-rered both 

assumptions. 

DR. ALLEN (to student): ! will be glad to discuss it further~ if 
you will come to my office. 

C0}~]NT: ! am not an economist, i rda!ize ! ~ sticking my neck 

out, but I .~m willing to do it. 

It seems to me that you are overlooking one o f  the fundamental 
principles of economics, namely, that one of the basic sources of 
wealth is the land. The resources of the land are exhaustible. ~e 
can build up o~ economy in terms of productive capacity~ we can stand 
enlarged ex~ond_itures in terms of dollars. In the meantime, however~ 
we are throwing into the stockpile a lot of raw material which we 

cannot replace. 

There is another asoect to that~ too. As a nation grows old~ it 
inevitab]@ uses uo its raw materials, item ~r item. Historical~, when 
that haonens the government itself takes over control of that commodity~ 
as happened in the case of the mercury industry. The United States, 
regardless of the fact that in most of our raw materials we-are pretty 
well off~ is approaching that state with one or two commodities. An 
outstanding examole of this would be manganese. There has been orooosed, 
although it has not yet reached the Congress, and probablywill•not, a 
bill authorizing the United States Government to buy the manganese deposits 
of this country and to build the olants and operate them. 
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That brings us close to those items you mentioned. Government 
control feeds upon itself. We either accept that situation or try to 
devise some path:~.ay ~~hereby that control becomes--I don't Imow h~,v to 
phrase this--minimized. We--that is, the Government--can either buy 
American mancanese mines, run and operate them, or we can" contrive some 
system whoreh~r industry may do that. V~nile officials say, 'TTe don it 
care who o~'~ms those deposits, or who operates them~ whether it is the 
Government or ind~stry so long as we get manganese in the stockpile, " 
manganese in the stockpile today may be nothing in the stockpile to- 
morrow if we have increased control. 

I would like to finish this with one sentence: Neither the United 
StatQs nor the world at large can !~roduce as much raw materials as the 
people of the world want to have. The materials just aren't there. 

D}Io ALITZN ~. There  is very little argument there. I,:~. Lasky is 
modest. He speaks with authority. His first assumption is correct. 
Economics has a law of gravity as does the terrestrial earth. Lifting 
oneself by one Ts bootstraps is possible by illusion, but it is not 
possible in the long run. Of course, in the long run we could have, 
at the expense of depleting our reso~rces and manpower, a fiscal buffer 
against depression. In the realm of material there can be no doubt that 
~. I asky is speaking authorita.tively. TTe have a material base that 
is so large~ it is easy to see that it can be expanded indefinitely. 
As a result of our technology we can use taconite instead of the ore 
from our ~esabi Range, but we pay the nrice for it. 7;'fe will deplete 
o~r resources if we go on. There will be an increase in the price we 
pay as our resources are'depleted and this curve of deo!etion is apt 
to be ~ ,-~ • • 5eom,,tr~c, that is, as you get do~m to the last, say, 20 percent, 
you will find that the cost of recovery will go up in ratio by leaps 
and bounds. In fact, it is virtually impossible to recover the last 
small percentage. That is our. story. We are not able to re-establish 
mineral resources by sound planning or by wishing for it. We just 
cannot do it. 

CCLO~TEL BAENES: Dr. Allen, you certainly have given a very well 
conceive@ and executed discussion. We certainly do appreciate it. 
.It was ws~# stimulating° 

Thank you very much° 

(21 Sop 1950--350)8. 
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