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DIRECT AND INDIRECT CCNTRCL USES FOLLCOWING
NUCLEAR ATTACK

9 February 1860

MA, PULVER: General houseman, Centlemen: Cur speaker
this morning, Mr. Edward Phelps, is Deputy Assistant Director for
Zconomic Stabilization at OCDM. Since 1954 he has been the principal
Federal official responsible for the development of overall plans and
programs in this most complex and difficult aspect of our national secur-
ity program,

I won't take time to enumerate the responsibilities of his office,
However, I know him as a most modest man, and so I guess it's up to
me to tell you that under the Director of OCOM he is respoensible for
coordinating all this nation's planning for economic stabilization--not
just for nuclear attacks, but for all contingencies., So, you see, we
could have asked him to speak on just about any aspect of economic stab-
ilization; but we selected as his subject "'Girect and Indirect Control
Uses Following Muclear Attack' because he has been working and think-
ing on this aspect of the problem harder and longer than anyone else in
or out of Government,

ir, Phelps will also be with us this afternoon as the seminar

panelist with the combined limited and general war section, Since mem-~
bers of other sections may be involved in limited or general war problems
in the final unit, they are invited to observe the seminar this afternoon

if attendance does not conflict with other assignments,
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Ed, it's a pleasure to welcome you back for your sixth lecture
at the College and to introduce you to the Class of 1580,

MR, PHELFS: General Hiouseman, Gentlemen: Six years is a
long time.

I guess no subject on earth holds the same fascination for every-
one ; and there must be two or three of you in this room who could think
of more fascinating subjects than this one, Therefore I'm going to try to
paint with a fairly broad brush and at the same time try to do some little
justice to the scope provided for me, I am also aware after six years,
of the soporific influence of the heating system here, and so will have
that in mind as we go along.

I've been trudging down here for five or six years, interspersing
this with trips to the Army War College and the Navy War College, deal-
ing with your predecessors, several hundred of them now, in seminars
and panel sessions, smuggling classified or semi-classified documents
into your library, and otherwise discussing the general development of
preparedness with several classes,

The first two or three years that I came down here I was pretty
pessimistic, because I couldn't conclude that the Federal Government
and the Zxecutive Branch really meant business in terms of realistic
nonmilitary preparedness. The last couple of years I've been a little
more optimistic, because some preparedness gradually seemed to be
emerging., I don't conclude by any means that the Federal Government
or the Executive Branch or the Congress itself are yet actually conditioned
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to living or surviving in the nuclear age., They are not conditioned,
There isn't any question of it. Until they are, until all of us are, it's
pretty unrealistic to expect that the country can be fully conditioned and
that its great inherent capacities can really be brought to bear on the
job of realistic preparedness.

I suppose with some trepidation I should say that I'm not certain
that the Military Establishment is fully conditioned to living in this age.
But it's true too of those of us who have been immersed in this kind of
work for perhaps too long now, We've never lived in this kind of world,
In a philosophic sense perhaps we expect too mucgl::ther the country
or ' the world can condition itself so rapidly and so effectively as to
really come to grips with questions and headaches and problems which
have never before confronted any country, except perhaps in two Japan-
ese cities, where there were only 100, 000 or 150, 000 casualties,

At any rate, we've been going through for the last five years
inside the Federal CGovernment and perhaps in the country a period of
what I call conversational preparedness--~lots of talk, lots of identifica~-
tion of problems, and lots of straight-out conversation about what might
be done about these problems, and how we might learn to live with some
of them. This ie in itself a part of the conditioniﬁg process that has
been going on for these five years and no doubt will go on for some addi-
tional period. At the same time, we are now approaching some actual
preparedness, It's taking shape pretty slowly in many fields, somewhat
faster in some than in others:but it's perhaps an inevitable by-product of
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all this conversation and of this conditioning process.

To get down to cases, however, it seems to me that there are
a couple of terms of art that we ought to straighten out before we get
too deeply engrossed in this subject., I'm going to assume some sophis-
tication on your part, if only because you've been exposed to s¢ much
economic erudition in recent weeks, with more to come,

The term "economic stabilization" itself is a euphemism. Stab-
ilization in this country, in our kind of 'economy, and especially in
wartime, is far more often a goal than an actual realization. If you
wanted to be rhetorical, you could say that economic stabilization in

our
fact may be incompatible with what the writers call { dynamic economy.

What we're really talking about in this session and in similar
ones is the question of dealing with the economic consequences of war--
talking about the policies and the techniques and the emergency measures
which a country like ours might evolve or work out in advance of trouble
to deal with those consequences,

Now, this distinction, this term of art, I think is important,
because all too often it's loosely assumed that economic stabilization,
particularly in wartime, is somehow Synonymous with freezing everything,
stopping any rate of movement of prices and wages, actually in fact stab-
ilizing, This is simply not the case, and you would be better advised,
if you've got to deal with the subject very much, tothink. in terms of
dealing with the economic consequences of the various kinds of war,

direct

A8 to the question of indirect versus fontrols, you are presumed
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to understand the distinction there, although these terms are perhaps
more relevant in so-called limited war or orthodox war than they are
with respect to the nuclear age or the possibility of massive attack.
Indirect controls, as you know, are those which involve tax, monetary,
and credit policies and measures., They are generally used to help pay
as we go in a mobilization period. And also they are intended to deal
with the sources of an inflation which might be set in motion in an ordinary
or orthodox mobilization, Direct controls, on the other hand, are the
familiar controls on prices, wages, rents, and consumer rationing;

and their purpose is to deal with the effects of the war-born inflation,
the effects which leak by the dam you have erected in terms of so-called
indirect controls, iirect controls--prices, wages, rents, and so on-=
are the controversial ones, the complex ones, the ones which are irri-
tating and aggravating and which cause so much political and economic
argument in this country, even in time of war,

Now, finally, it seems tc me that before you can be properly con-
ditioned yourselves on énsgriven morning to deal with this subject, there
are a few fundamental facts you ought to have in mind. These are, I
Suppose, pretty basic. Perhaps you know them all, YetI sometimes
find it useful to reiterate them briefly, if only to stimulate your imagina-

and
tionf to get you into the right frame of mind for trying to absorb a litile

of this kind of subject.
When we talk about economic stabilization, we are talking about it

in what is obviously the world's most complex economy. It was Leon
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Henderson, I think, who said that it was made even worse by the fact
that people were made a part of it, It's an economy in which, as you
know, the gross national product is now approaching an annual rate of
about 500 billion dollars, and growing almost constantly. It's operating
in a worid where other economies are continuing to expand, where, if
you will permit me to borrow the phrase, there is a revolution of aspira-
tions going on, which have sharp and no doubt long-term economic conse-
quences of their own.,

This economy operates in a world where it has no choice but to be
at war with other economies., And it appears that in our time economic
warfare is geing to become as much a part of our way of life, as much
a part of life in the world, as perhaps military involvement may have
been in the past,

It's an economy which has some 4 million businesses in it, pro-
ducing and distributing about 8 million items. It has perhaps 5 million
farmers, nearly 70 million people employed--an economy where the retail
food stores alone last year did something like 53 billion dollars worth of
business,

It's an economy influenced by cold war, as you know; and influenced
50 that there is a strong inflationary bias built into the cold war eoonomy.,
This, of course, would make the stabilization job that much more difficult
in the event a mobilization were superimposed on it.

I'ts an econo}ny which is presently supporting, amid shrieks of
pain, a budget of something like 79 billion dollars; and undoubtedly this

G



budget will rise despite contrary predictions by politicians and other
pundits,

It's an economy which last year produced 128 billion dollars worth
of tax revenues--Trederal, State, and local--a rather substantial sum.

Now, if you wantedt%ccupy yourselves a little further, you could
think in terms of the capacity of this economy teo absorb war costs,

World ‘War II cost this country something like 450 billion dollars, account-
ing all by itself for well over 200 billion dollars of our present national
debt, which also gets so much attention, Iisorea cost us about 150 billion
dellars--a so-called police action, depending on one's whereabouts,
World War I cost this country 66 billion dollars, So you have some idea
in which
of the WayAwar costs are rising, and some idea of the capacity of this
economy, wiich has to be stabilized in wartime, to absorb such costs.

As for the lasting effects of mobilization, you can draw your own
diagram, The last I knew, our Federal budget still reflected the pay-
ment of benefits to either the dependents or some kind of remote relatives
of individuals who fought in the War of 1812, If you go on through our wars
since that time, I think you Will have your own picture of the long-term
impact just in that narrow connotation of war in an economy like ours,

I will pass the subject of potential war costs, for you are pre-
sumed to be experts in thai field. Tut our economy, one way or another,
is going to have to learn to absorb tremendous war costs in the future--
missile costs, new kinds of fighter plane cost, nuclear sub costs, and

so on ad infinitum.



And, finally, this economy is served by probably the most com-
plex financial and banking system known to mankind. It consists of about
20, 000 banks. The total economy undertakes about 90 percent of its
business in a given year through checks. And in this country last year,
as I recall, we cleared about 11 billion checks in our clearance processes,

Now, all these vast statistics have no purpose other than tc
suggest to you that the economy itself is an enormously complex thing,
and that therefore mere man's efforts to stabilize it in time of war are
going to run up against some pretty substantial headaches, and are going
to involve some pretty substantial complexities, This is the kind of
environment in which stabilizers must work in an emergency; and it's
part of the frame of reference and part of the backdrop which must be
kept in mind in discussing the extent to which a country like ours can
make any progress in the preparedness field, It's in this general con-
text as a stimulant to your own imagination that you have to think about
emergency stabilization or about dealing with the economic consequences
of war,

Now, I can't be so radical as to be altogether captive of the scope
assigned to me this morning, So I shall deviate just for two or three min-
utes by making a brief comment about limited war, for this is a part of
the package if we are to get into the nuclear attack situation,

In any limited war which can be foreseen now, to the extent the
future can be foreseen, the economic problem, the economic consequence,
which would result is a classic one; that is, more inflation, and probably
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pretty fast inflation, This would come about not because of shortages,
as was the case in World War II, when we had to tool up our whole econ-
omy to support war, when we had to make guns-versus-butter decisions;
but, rather, it would arise from psychological reasons~-people jockey~-
ing for position, moving because they weren't sure what the Government
intended to do, reacting because the future looks cloudy, uncertain as

to whether the lJimited war would expire in time or end, or whether it
might develop into something even nastier, We would expect, therefore--
and I think it is a pretty sound expectation--that we would immediately
have to contend with a fairly sharp inflation, because of the psycholog~
ical reactiongwhen even limited war mobilization were superimposed upon
an already inflated cold war economy.

This being the case, we would prepose, as a matter of basic
governmental policy, to use the whole arsenal of indirect and direct con-
treols, as we have in past wars, They would doubtless be accompanied
by the whole arsenal of irritation and aggravation and complaint and argu-
ment, But, notwithstanding, the agreed-upon policy of the Covernment
today is to move quickly to use nearly all indirect and so-called direct
controls,

The major exception would be that involving consumer rationing,
Although it's a fundamental economic tenet that you ought to use consumer
rationing when you use price and wage control, or vice versa, in a mobil-
ization not yielding shortages there would be no need for and little sense
in undertaking consumer rationing. And so you would see recreated ¥n

9
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economic terms the Xorean situation, when we had what amounted to

a psychological inflation accompanying that particular mobilization,

when the Government was then forced to move and impose direct controls,
as well as to use so-called indirect controls.

In that situation, about as soon as the Government did move,
after a lot of argument, the bulk of the inflationary spurts died and the
whole trip could just as well have been avoided, But this was a thing
learned only in retrospect, There will be this risk in future limited
mobilizations. But the lesson learned from World War II and Xorea
is that it was and would be better to move early and fast and comprehen-
sively than to debate and argue and wait and lose § or 8 or 10 percent
in terms of rising prices and wages,

And so in terms of present-day preparedness the policy is pretty
well outlined and agreed to, We have a reservcir of people and of know=-
how available throughout the country and, of course, in Washington on
whom we could call without a whole lot of warning, We have some draft legisla=-
t'ion which would support some of the direct control measures which would
be involved,

The major disadvantage, I suppose, is the one which will always
confront our kind of government and cur country, That is that we would
have to start from scratch and regulate, organize, create agencies, do
everything simultaneously; whereas if ¥you could be theoretical and a
little bit idealistic, it seems to me pretty obvious that the country has
the competence and the capacity to prepare itself in much greater detail
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than is the actual case,

Therefore preparedness with respect to limited war in the econ-
omic field really amounts to agreément now as to the course to be pur-
sued, general agreement as to the policies which will apply, general
agreement as to the techniques which would start the ball rolling, a
general freeze and so on, some knowledge that we do have people and
know-huw;’d ?:hat we can respond quickly in such a situation, arrangements
with other agencies which will find them helping us to do this simultan-
eocus job of creating and regulating and organizing all at once, and so on,
We do not have agencies in being, We do not have standby authority,
which some people think we should have. We have virtually nothing in
terms of tangible, physical buildings or people who could be made avail-
able tomorrow, PBut there is a pretty good probability that, given 72
hours, both the buildings and the people could become available on a
crash basis,

Now, this question of limited war and limited war mobilization

turn out to as
is one which may or may not be academic,, for]you]know, your own
colleagues in some of the services have differing views as to the proba-
bility of limited war. I don't know, any more than anyone else does,
whether limited war is more likely than a nuclear exchange, But I would
say that, while our preparedness is not what the country could produce
with respect to limited war, we do have an inherent capacity to respond
to that kind of emergency in the economic field; and I think, therefore,

that it is fairly safe to assume that our readiness would meet most
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not
realistic tests, even though perhaps/\the idealistic ones,

Now, for the balance of this discussion letts turn to science
fiction, which is increasingly preoccupying people in the preparedness
field, whether or not this is the likeliest kind of involvement for the
country. This has to do with the economic consequences of a massive
attack on a country like ours,

Futting everything else aside--the problems of human welfare
or survival or pure civil defense--in narrow economic terms, the
economic consequences of massive attack would obviously be enormous
and almost wholly unprecedented, This kind of thing has never before

econcmy
confronted any gaMuewy, any civilization; nor has any country ever had
to deal with it, particularly an economy as complex and as complicated
as ours, .aAnd it's at this point, I think, that you should have in mind
some of these oral shorthand statistics we were discussing a moment ago,

Hemember the complexity of the economy and the way in which
the society and the whole economic structure functions in the country.
Imagine in that environment 50 million casualties as a starter. You
can use your own figure, but this is presumed to be a conservative
one, Imagine 30 to 40 percent of our mational productive capacity des-
troyed, out of business., Imagine the Federal Government virtually
impotent, unable to regulate or to control, or perhaps even to direct,
running for relocation sites which in an emergency it never had to run
for, and whose efficacy and eventual use®r'® still unknown and really

untested.

12
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Imagine attempting to extemporize policies or the nation's total
response in a great many fields under those circumstances. Consider
the economy and the country fragmented, broken up, islands of survival
scattered all over the country, so-called undamaged areas, In this

of concept
sort of situation what sort of preparedness would you advocate? Cr,

A

if it were your responsibility, down what avenue would you movein an
attempt to develop, befoxi:guch situation actually occurred, some degree
of effective and useful preparedness for dealing in this case with the
economic consequences?

well, I will save you the job 'of answering by turning it into a.
rhetorical qu'estion and indicating that four or five years ago we had to
develop an approach to just such a question. Every time we ever got
into a discussion in the early days of conversational preparedness,
someone would say: ''Well, I'm standing on the corner of Porter and
Connecticut and I've got a check, What do I do with it?" Or any other
kind of question which might cccur to an imaginative person would be
addressed to those of us who had the job of trying to make sense of the
country's approach tc preparedness in this field,

50 we had to try to develop a manageable preparedness concept,
if you'll excuse the word., And I think we did. Ancd I am sufficiently
immodest to say that this whole idea of concentrating the country's non-
military preparedness, particularly its nonmilitary mobilization prepar-
edness, in so-called undamaged areas was the contribution which people
in our particular fiéld made in the early days, which we then regarded

13



as pretty radical, but which since has taken hold and nowadays colors
virtually all preparedness work,

We simply decided, almost in self-defense, that the civil defense
problem and function had to be divided out and moved out of the way
from the question of mobilization preparedness following or for a massive
attack, And so we gradually got the Covernment, CCL. and other
agencies, often grudgingly, tc accept the idea of concentrating our
mobilization preparedness attention on the situation which would face so-
called undamaged areas,

Now, I think it's obvious that no one knows in advance how many
undamaged areas there would be, nor where they would be, for any map
of an attack pattern, with the prevailing winds, suggests that the patterns
could vary all over the lot, Therefore this provided us with the oppor-
tunity to say that the answer must lie in preparing the whole country,
preparing everyone, sharing both the problems and the possible solu-
tions with the country, rather than locking them up at the Federal level.
And in general this is the course we commenced to pursue,

It was a long, uphill, and often lonely road to follow, because,
as I indicated earlier, much of the Federal Covernment is wholly uncon-
ditioned to living and reacting in this kind of world, And we had to edu-
cate gradually, we had to talk and argue and debate, and almost porur
ourselves along in terms of making any progress. And yet I think the

results have finally commenced to appear; and, whereas it was proper
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to be pessimistic for the first two or three years in this conversational
period, I thini it's equally proper to be a little more optimistic nowadays,

In any event, a basic consequence of massive attack on this
country would find our banks and our financial system, the lifeblood
of this complex economy, virtually insolvent, automatically insolvent
and in a sense out of business unless the most forceful and urgent kind
of action were taken. This is because of the interrelationship, the
interdependence, of the whole national banking and monetary system.

The shorthand we use to impress this point on people who have
not been as exposed as you is to say that a bank in Pocatillo, Idaho, is
not immune to atomic attack on New York City, or to remind those inter-
ested that you can save money in Connecticut in the form of life insur-
ance premiums, that the money can travel to the New York home office
of the insurance company, and then be perhaps reinvested in real estate
in Texas. This iniricate interdependence and interrelationship is what
accounts for the fact that almost immediately following massive attack
of the kind I have suggested, our banks and financial institutions would
doubtless be on the verge of insolvency.

Now, if this is the case, it seems to me obvious that the whole
emphasis in terms of economic stabilization or economic response shifts
away from the precccupation with dealing with inflation and limited war
and moves over towards the fundamental job of keeping the banking and
monetary system functioning and solvent, if you wish to use that term.

15
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It's of no use to worry about inflation and inflationary consequences,
direct contrels, and so on if you are not going to have a functioning
monetary and credit system. Therefore the whole emphasis in terms

of stabilization preparedness has found us concentrating on the develop-
ment of techniques and policies, most of them unprecedented, which
would preserve the continuity of a functioning monetary system in undam-
aged areas,

Now, when General Huebner comes down here, he will tell you
of plans to close the banks in New York State, issue script, and a number
of other things which collide headlong with this approach, ive will have
to straighten out with the General sooner or later whether or not New York
will remain a part of the national picture following massive attack, but
this will come in its time, I don't blame the General, because he has simply
got tired of waiting for the Federal Government to do what it should have
done--to provide the leadership and the guidance which are necessary--
and has moved on his own to do what he thinks might be workable and
effective in New York State,

But in any event, whether or not the General is pursuing a dif r-
ent course, our preoccupation has been with the development of both
policies and measures which would preserve a functioning monetary
system in undamaged areas, Then it has been to find a way to provide
stability, to deal with the economic consequences of attack, by relying
on local and State officials and authorities to do the things which hereto-

fore the Federal Government has undertaken, By this I mean price and
18
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and rent ..
wage control and consumer rationing.

A

This is a neat trick if you can do it in this kind of country, when
you consider that many of these subjects are anathema even in terms of
limited war, DIut we have actually succeeded over a long period of time
in making some reasonable progress,

The effect of this shift in emphasis and the effect of these new
and unprecedented economic consequences is to require that the country
simply must lay down its national policies before any such emergency
ever occurs, There isn't any argument about it. It's equally true that
the techniques for getting these kinds of jobs done have to be developed
and laid down and be made available to local and State people before
this emergency ever occurs, for the Federal Government would be wholly
unable to deal with such questions, It would have no capacity at all.

Now, this being the case--and again leaping around with a broad
brush--the progress we have made is about as follows: “ith respect to
the preservation and continuity of the monetary system, remarkably
good progress has finally been made, considering that these are guestions

that our Government has never before faced. Those matters invelving
such subjects as indemnification, sharing war losses, the use of money
and credit, deposits following attack, the clearance of checks, honoring
checks in destroyed banks--all of these related questions have been evolved
in terms of the recommendations of a committee inside the Government
over a period of three years, This group then reported--and I presided
over t{his unhappy maelstrom; and that's just what it was for a long time--
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this group reported to its parent, which was a Cabinet committee.
The Cabinet cornmittee, after much hemming and hawing, finally report-
ed to the Fresident and the Cabinet., And only ten days ago the Fresident
and the Cabinet finally approved a package of tentative national finan-
cial and economic policies, and also, perhaps more important, approved
their dissemination to the general public in conservative terms. So
that when we release our annex to the National Plan, it will contain,
for the first time, some reasonably precise and definitive guidance as
to what this country's national financial and economic policies would be
in the event of massive attack. This should mean that for the first time we
can commence to get hold of the resources and competence of the finan-
cial community itself, of private organizatioris, of financial institutions,
and perhaps put some flesh on a skeleton which has been created pain-
fully and slowly over a long period of time.

I am not going to speak to any of the technical aspects of this
whole question of menetary and financial responses, for next week I
think Dr, Robinson takes on that subject. I will say only that the rFederal
Reserve Board has made an immense contribution in this field, has
taken this subject sericusly from the very start., Without their help
and support and interest, the Executive Branch, and certainly CCOM,
would have never got off the ground in this particular field, Ur. Robinson
has been a part of this from the start, and is thoroughly at home in the
field and thoroughly conversant with it. So I will leave for him a discus~
sion of some of the more precise pros and cons.

18
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From my standpoint it's a major step forward that recognition
of these kinds of subjects has finally been obtained at the Fresidential
and at the Cabinet level, and that we are at long last in a position to
start talking about such things in a conservative way, in an attempt to
develop more understanding out around the country and more help in
this particular field,

Now, we have also made an agreement that in the event of mas-
sive attack, the Secretary of the Treasury will have complete responsi-
bility for the policies involved and the continuity and the maintenance
of the surviving banking and monetary system. And by agreement with
the other financial agencies he will redelegate to the extent necessary,
so that these other agencies, such as Federal Reserve and the Federal
siome Loan Bank Board, can do their emergency jobs, pursuing these
same fundamental financial and economic policies.

You will find these described, those of you who are interested
or captive, in the draft annex, which I loaned to either the class or some-
one, And, incidentally, since it is draft and has two or three secret
things in it which are not supposed to be in it, it will be very helpful if,
when you get through with it, you will turn it back in or destroy it~-=-
one or the other,

3o, with respect to the fundamental policy matters, pretty good

progress has been made for our kind of country.
On the physical preparedness side, perhaps even better progress
has been made in some parts of our financial and monetary system.
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I'm not going to describe all those; so you can relax, 3ut it's enough

to say that we now have currency. stockpiles, and we'll have more.

It's perhaps enough to say that the federal Feserve Board has already
appointed its agent banks, has already developed a tentative check-clear-
ance system, 1s able to relocate at its various banks and offices, has
developed its lines of succession. And this is also true of the Federal
riome Loan Bank Doard. 7o that extent these important elements of

the banking and monetary system are prepared tangibly; and into that
tangible, physical preparedness we now need to blee;:feinancial and econ-
omic policies which will make the mare go, and which the President

and the Cabinet have just reached some conclusions about.

Finally in the physical field, I will wave some props and simply
say that every commercial bank in the country, some 14, 000 of them,
plus all of the Federal Home ‘oan Banks, has now received operating
manuals designed to guide them in terms of tangible, physical prepared-
ness. Commercial banks have received the first five of nine, and the
remaining four will be devoted largely to these fundamental policy
matters. So that in a relatively short time every bank in the country,
however relevant it may feel the subject, will have available some fairly
definitive guidancei?:o what it ought to do, and as to its place in the
scheme of things. This kind of physical preparedness has been going

on for some time, and has outstripped the pregress made with respect

to these really basic policy matters.
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Now, turaing briefly to the direct controls field, I would say
that the thing I should report on here is simply that there is now general
agreement, without argument, as there used to be, that the direct con-
trol job following massive attack will have to be undertaken in undamaged
areas by local and State authorities; and that the I'ederal Covernment
will have a very small contribution to make for some interim period
after a massive attack. I think its fair to say that we have pretty much
gotten people to see that any thought of a normal or orthodox price -
control, wage-control, rationing agency, operating in Y/ashington or
from a relocation site, is a pretty useless and ineffective thing; and that
if this kind of job is to be done at all, it will have to be done a long way
from ‘/ashington. #And, of course, if it is to be done, it will be done
only because the people who inherit the responsibility, the people who
will have to respond, will be armed with guidance, with knowledge,
before this ever happens to them,

Now, on the price-rent side, in fairly specific terms, we propose
to ask each State Governor, on behalf of the President, to exercise his
own emergency authority : or his own statutory authority, to undertake
the interim administration of price and rent control in local or State
or perhaps in regional areas, He will substitute his authority and his
administration for that of the unavailable Federal Covernment until such
time as the federal Government can gradually pick itself up, create
and slewly organize national or Federal emergency stabilization agencies

»

and very gradually commence to pick up these fragmented and interim
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local and State operations.

Cn the wage-control side, we propose an experiment with the
Department of Labor, ‘e propose to delegate to Labor, through its
wage and hour offices, the interim authprity needed to administer direct
controls on wages and salaries,

As to emergency rationing, which is perhaps the most important
of all in this situation, we propose to do exactly as in the case of price
and rent control; that is, to ask the Governors, request the Governors,
to administer immediate programs of emergency rationing on behalf
of the Federal Government in a sense, until such time as the Federal
Government can respond.

All of these delegations and requests of this sort would be interim
in nature, while the Federal Government undertook to get back in the
ball game, And I think you can see the nature of the wholly new and
unprecedented responsibility which would fall on local and State authorities,

We would propose to make all this as clear as possible in Annex
27 to the National Plan. And you have merely the first attempt to define
some of it, remembering the limitations which apply to drafters in this
field. e would then propose to attach to the Annex specific operating
manuals which would tell local and State people how to deal with the price-
control job, the rationing job, the rent-control job, and which would
tell them further the extent to which they should support actions designed
to keep the banking and monetary system functioning,

The manuals I speak of are already in draft, ‘We believe we could
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do a pretty good job with respect to price and rent control and probably
wage control. The emergency rationing job is a tough one--one of the
toughest kinds of problems this country has ever faced, We are not at
all sure of the answers, for all we can be certain of is that immediately
following attack, even in undamaged areas, the country would commence
to run out of essentials. CQur food supply--although I suppose you could
find an argument here and there--would be absolutely minimum in terms
of what might be needed for an interim period, until production and
distribution and processing could be restored,

I have heard people say that as far as gasoline is concerned, you

any
couldn't get any gasoline for‘:ﬂ civilian purpose in the whole eastern half
of the United States for 90 days, I don't know if this is true or not. But
I do know that there would be an immediate, urgent need for emergency
rationing, on an austerity basis of a kind never heretofore faced in this
country. And the problem is that you can't react to it as we did in
sworld War II, for the production and distribution system has been deci-
mated and fragmented; and you don't have the flow of goods from farm
to processor to distributor to consumer which made our Vorld war II
kind of rationing system work.

So our problem is to put in the hands of local and State people
some kind of guidance, wholly new techniques perhaps, which would permit
them to ration on an emergency basis for a number of weeks, until the
whole fragmented response could be picked up somehow and made more

effective, more cohesive, and more workable,
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To back up all this kind of work, we have now taken our first step
away from the Federal Government. And this has taken a long time,
for there are still people who believe that preparedness in this and other
fields should be kept pretty quiet, should be dealt with pretty much in
a closet, that there's the possibility of frightening people, and so on and
so forth. ‘we long ago committed ourselves so far in our particular
field that we don't even bother tc argue this. We simply continue to set
up situations which will force or tend to force the wider dissemination
of knowledge about preparedness and the nature of the problems concerned.

In that connection, we have succeeded in having in every regional
CCL office, which are weak reeds today and may be for some time,
one individual, called a regional stabilization officer, who will work
full ime in the stabilization preparedness field. Ve have put him to
work with his own regional plan, \7e have told him that his job in the
next three or four months is to try to develop a regional capability to
do some of the preparedness work which has to be done. +‘/hen he has
accomplished that, we propose that he then go to the governors of the
States, and from then on his job and ours is going to be to increase
economic literacy out around the country to the extent possible. It's
going to be to educate governors, mayors, and civil defense people, and
business people about the nature of these kinds of problems, and about
the nature of the solutions which tentatively have been worked out.

A year from today, a year and a half, two years, if the ilussians
will be good enough to adapt themselves to this kind of schedule, we ought
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to have a substantially greater degree of preparedness in our partic-
ular field than has been the case up to this point, In fact, what is hap-
pening is that we are just commencing to reap the harvest of seeds
planted over a period of the last five years, We compartmentalized
preparedness. In the early days, and we did what we could where we
could, Sometimes we failed miserably and at other times we made a
little progress. But in total the work done, not necessarily by CCON,
often done by people in other agencies and around the country, is com-
mencing to bear some fruit,

Ag to the inadequacies and the deficiencies which continue, they
would almost be too numerous to comment on, There are a few which
are obvious.

The country as a whole has little inkling of the nature of these
economic consequenees of an massive attack, If you want to find that
out for yourselves, start an argument in your living room or in the
locker room or somewhere else. I think you will be regarded as the
kind of eccentric who may have been an airnlane spotter in the recent
war. Feople just don't understand, They're not conditioned., They're
not conditioned even as well as the Federal Government, which is not
well conditioned. Aund so that job has to be tackled gradually and over
a period of time. There are ways to do it,

Local and State capability in these fields that I have just commented
on in passing is extremely limited, A tremendous educational and condi-
tioning job is necessary there, Again it's within the competence and the
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capacity of the country.

“We have to translate this conversational preparedness into some-
thing definitive for any real standby preparedness, I think it can be done,
but it's goirig to take a good deal of time yet, for it's too often a one-man
or a one-agency or a broken-up, compartmentalized approach, when it
could be a total approach by the whole country.

‘The competence of financial organizations with respect to the
whole banking and monetary question post-attack has not been tapped to
any extent, This is now on the horizon and ought to make a great differ-
ence. But until banking and financial people understand the nature of
the economic problem, understand the tentative national policies which
have gradually evolved, we can't expect any real preparedness,

And, finally, of course, an interesting and somewhat abstract
question, ¥How would we all respond in this situation? How would you
and I respond? We are supposed to know more about some of these
subjects than lots of people; and if we could define the manner in which
we would respond, what would the people of the country do? Vhat
would economic entities, economic organizations, do% How would undarm-
aged areas acturally react and respond? These are the unknowns, and
it's going to be pretty difficult to so condition as to guarantee responses.

The only rationalization I can think of at the moment is one which
the Fresident seems to like tc use. Iie says that it's planning that counts,
not plans. This may be at least partially true. And so you rationalize
all of this missionary work--and this is precisely what it is--all of this
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early formative attempt to define wholly new aquestions and wholly new
responses by suggesting to yourself or philosophizing that this is a mis~
sionary undertaking, and that it is itself a part of a long-term conditioning
process; that perhaps three, five years from now, if the holocaust does
not occur, better planners, better prevarers, will do a better job of
being definitive,

I don't know if this is the case, but it seems to me rather logical
that as we gradually learn to live in this kind of - world, we will improve
our responses and will be able to draw more kinds of people into the work,
In the meantime the preparedness goal in the stabilization field is to
provide the basis for responses by those who survive in undamaged areas,
even though they are cut off, and even while simultaneously civil defense

welfare and
and human/survival work is going on in the cther damaged parts of the
country.
Take

The concept is simple. / wiat survives, to the extent that it can
be made to function and support the country at that time, and supp.or‘-n
it, buoy it up, breathe life into it, with a view to getting back to something
approaching normal. “Vhether this is a useful goa}], and whether it can
be accomplished, I don't know; but it is the objective of preparedness
in this field.

I have already gone overtime, as usual, and will have to deal

with the things I have omitted or left out in our questions or in our later

seminar sessions, where some of you are presumed to be a little more

interested. I have not said anything about Operation Alert, which I was

27



A et e S P U

supposed to cover; but will get to that later, N eantime you've had the
broadest- brush kind of treatment of the total subject, and I hope it will
be of some use to you in your final reports and the balance of the course.

Much obliged and good luck,

N.R, FULVEZR: NMr, Fhelps is ready for your questions.

LU=STICM:  5ir, in the course of your studies you have evidently
made a fundamental decision that after an all-out attack you would attempt
to preserve the money and banking system as we have it in this country,
as opposed to doing away with money and freezing debt and Government
conscription of all goods and materials, Would you give us a little of
the reasoning behind this decision®

M, THELPS: Yes; and I can also qualify our decision,

I think you should assume that if the damage far eﬁceeded a fig-
ure in the magnitude of 35 to 40 percent of our national productive capacity,
we would be likely to assume that what we have in mind could not actually
be done. You only have a couple of choices when you get down to it,

Cn the one hand, you can assume that there would be such a mess that
you would have to start all over again and extemporize and do what you
could do. The risk of this is the disappearance of our kind of system,

or panic
and substitution for it of barter or chaos or the issuance of script and

so on,

This didn't appear to be the kind of preparedness posture which
a country like ours should get itself into. And so it seemed to us that
if this nuclear exchange were going to mean anything in terms of the
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eventual resolution of world problems--and it's hard to see how it could--
but if it were, obviously we ought to find some way of preserving what

it was that presumably got us in trouble in the first place. So our funda-
mental objective is indeed to preserve continuity of the kind of system

we are used to, rather than to develop a kind of preparedness which would
suggest a substitute for it,

Now, you could, of course, embroider this to a considerable
extent if only in terms of psychology by suggesting that for pecple who
survive and who can function, to do things they are used to doing, even
though they are restricted, is far better than to impose on them in such
a situation a wholly new way of economic life and &conomic activity.

I don't know whether these precise plans would ever work, Nobody
can know. I would say that if the damage exceeds the magnitude I have
suggested, there's a good chance they couldn't be made to work, for the
consequences would simply be too great. And I might perhaps have to
fall back on the icea that it isn't anyway the plans that are so important
as it is the planning, which in and of itself conditions and would tend to
guide useful responses as opposed to chaotic ones,

I think this is just a little of the background for this decision.

I think that on balance it's almost the only preparedness decision which
the country could take,

You may notice that it omits any discussion of the gray areas
in between heavily damaged and undamaged. And, of course, it does not
envisage any kind of functioning economic activity in the damaged areas,
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“We have gone all the way out to the end of the horn and started in those
areas where preparedness would appear to represent a useful endeavor,
and where responses presumably could be guided if people had been pre-
pared. Then, as to the areas in between, we would simply suggest that
when civil defense and refugee work, military control to the extent neces-
sary, had run its course, this same general kind of preparedness, these
same kinds of objectives, would hold for the people in those areas.

And it's probable that in the heavily damaged areas there never would

be anything closely approaching, at least never in a given generation,

the kind of systems and the economy which is true today.

1 don't know whether that answers you fully, but it's part of
the background,

ZUESTICN: I wonder if you could elaborate just a little bit what
you said about who was going to be responsible for exercising wage controls,
because it seems to me that that would just about have to be done by the
local governmentgbecause they would be the only ones that would be in
position to take any enforcement measures.

N, FHELFS: No, We thought the same thing for a long time;
and in the course of discussions with our colleagues at the iepartment
of Labor, who have been through this kind of subject before in connection

or
with limited war, in connection with YWorld War II, we finally decided to

A
give the Lepartment a chance to do something which it thinks it can do,
that is, to prepare its own wage-hour offices, which are numerous, which

have a great many regional, State, and district appendages all over the
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country--prepare them to the extent that they could undertake, with per-
haps State Covernors or local authorities, the wage-control job on an
interim basis, as a substitute for Tederal direction and control, until
such time as an emergency wage anc salary organization could be created
and could be presumed to be functioning.

We have gone this route because the Lepartment felt quite strongly,
and feels strongly, that it has a competence and a capability to do this
job; and that therefore we don't need to by-pass this built-in capability; that
we don't need to turn to the State governors and the mayors and make
them responsible for wage and salary control,

I don't know if this is true. The uUepartment seems to think it
can do this job, And so at this point in time we have simply said, in
effect: "All right, Mr. Lepartment of Labor, we'll give you a chance
to go this route and see if you can prepare your State field wage and
nour offices to the point where they would respond immediately to undertake
the interim wage and salary job on a local State basis in the event of
massive attack, '

It may work. It may not., If it does not, then the job unques-
tionably would devoelve upon local and State authoritieé. It's a sort of trial
run and is being undertaken at the express request and recommendation
of the liepartment of Labor., And it seems reasonable at this stage of
the game to give them a chance,

-« JLE3TION: It has been my observation that the degree of parti-

cipation by - i'ederal agencies in Cperation Alert has been steadily
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decreasing since 1957, And also we have been told that plans for the
permanent relocation of Federal agencies in the Washington area have
been set aside. Can you give us some reason for these changes?

MA, FHELEFS: Well, 1 don't think I'd agree with either of those
positions fully. With respect to Cperations Alert, the job of getting
realistic participation in the civil governments playing at war, or play-
ing at attack, is a pretty difficult one, as much as anything, because
so many of the executive branch agencies are indeed not yet fully condi-
tioned to the kind of preparec’iness which is involved,

Therefore, given a rather questionable preparedness posture,
given a pretty fuzzy idea of what national policy really is with respect
to many aspects of preparedness~-~I won't name them, for fear of the
wrath of my colleagues--but, nevertheless, in many fields there is not
the definitive kind of preparedness today which sooner or later will be
required., Given that situation, many Federal agencies have tended to
give lip service to their participation in C peration Alert, have joined
in in a sort of fuzzy way, aﬁd sort of sweat it cut, and so on,

I don't think it's true that they are backing away, however; or
that they have not continued to participate. They are under the gun and
under the orders of the President to participate and to see that these
exercises are held, My guess is that as the conditioning continues, and
that as more definitive national policies are gradually developed, there
will be, almost inevitably, more sensible and more useful participation.

In my own field, the participation of Federal fleserve, Federal
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lome Loan Bank Soard., and gradually of the Treasury Lepartment is
improving, We have a fairly active kind of participation; and we get a
great deal out of Uperation Alert. Ferhaps the single greatest advantage
is that for a short time we operate in a climate which permits us to force
attention to subjects which otherwise might languish on the vine and not
get very much attention,

The whole development of these basic post-attack financial and
economic policies grew out of an early Cperation Alert, for we were able
at that time to get that subject out of the welter of subjecia'.gl;efore the
President, Ana it was from that that the Cabinet committee was appointeq,
and gradually evolved some tentative policies, which have now been
approved,

The Alerts permit us particularly to flag deficiencies, to point
to the inadequacies of our preparedness; to prove, conclusively, that
we don't really have much but conversational preparedness; and that
localities and States are woefully unprepared, And then, having proved
this, having gotten our particular agencies to concur in this sort of
analysis, we use that to beat the Zxecutive Sranch over the head in a
variety of ways during the ensuing year,

And so from our standpeint the Alerts, even though unrealistic,
even though participated in on a somewhat questionable basis by some
agencies, even though they may tax the capacity of the Federal Covern=-
ment today to make any sense of the question, and certainly even though

they try to test a capabllity which doesn't exist in many fields, are still
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useful,

Asg to relocation, in general the Cabinet has approved a relocation
arc which provides for a number of agency relocation sites. n the stab-
ilization field, for instance, our site has been approved, a special
gite, at which point emergency specietx stabilization agencies would be
created as rapidly as possible under the circumstances. It is still
propesed, as far as I know, that all of the impoertant agencies relocate
to their particular sites, And certainly it is assumed that a large body
of iixecutive Sranch representatives will at given times flock to the
existing CTULN site, which is an extremely elaborate, underground
affeir, now fully completed, cccupied, and able to sustain life and limb
and activity for a rather long time in a lecked-up status.

So that while again the Covernment may make somewhat feeble
progress, and certainly painful progress, in this connection, I think it
is safe to say that it is making progress; and that as the conditioning con-

and
tinues, more and more agencies, fmore and more individuals will take
this kind of thing somewhat more seriocusly and more actively,

The technique has been develoned which sentences--that's the
word most widely used--the representatives of a variety of agencies
to a week's term or several days' term at this CCLM site, for instance.
They have no choice but to go up there and grumble and gripe and look
at the walls for a few days at a time, This in itself is a part of the con-
ditioning process, and has quite an impact on people, no matter whether

they think the whole business is pretty unrealistic or not,



I would say that the Government indeed proposes to continue its
relecation activities and to improve them, i3ut it may be some time vet
before it's a part of the daily way of life. And certainly it will be some
time yet, I guess, before the whole issue of national shelter really gets
the attention which it appears to require.

.......

=ULSTICH: “We have been told that the President's response

to one of these Operation Alert exercises was to institute martial law
and that this disrupted the exercise. ‘What you described would substi-
tute local authority for martial law, as I understood it, “ould you
comment on the current status?

Mo, PRELEFS: It sure did disrupt the exercise. If you had wanted
to see some agonized planners, you should have seen the OCLI and other
people w‘ho had this view introduced at the last minute in one of the early
Alerts, However, they responded as only planners can; and in the course
of the next 24 hours developed a position which was somewhat more
acceptable to all concerned, The position, namely, was that, while
there may be a place, and obviously will be a place, in many parts of
the country in such a situation for military support and participation,
it would be termed something like "military support to civil authorities, "'
It would be anything but classic martial law,

As a result of this particular exercise, a committee was put to
work representing the Joint Chiefs, CCLM, the vepartment of Justice,
and others to try to evolve just what this military support to the civil
authority might mean, I am not certain; they may still be struggling; but
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I think it's safe to say that the fundamental policy of the Government,
at least as it is stated, does not envisage the widespread imposition of
martial law; although it is obvious, I think, thatin some parts of the
country, if martial law were not actually involved, at least the partici-
pation and involvement of the military would be very substantial indeed.

I think it's safe to say, however, that there is no official policy--
there may be some cynical comments from time to time, but there is
no official policy--which suggests the use of martial law as the fundamen-
tal response to massive attack on this country of the magnitude I have
suggested, The whole attempt will be to so prepare the country that

‘civil authorities, particularly in undamaged areas, can respond without
the need for martial law,

I think no better example exists in the abstract than in the finan-
cial and monetary field, Why, in Pocatello, Idaho, should martial law
be declared if Pocatello sits there, able to function, having its physical
resources, its people, its manpower, untouched by destruction itself,
and perhaps only briefly, if at all, by fallout? ¥/hy should in that situa-
tion the country's preparedness consist of the immediate imposition of
maruél law? ‘Yhy not instead, with respect to Pocatello, prepare the
people and the organizations in and around that area before this ever
happens; so that, even though cut off, they could respond in the direction
of sensible national objectives?

I really think that, while it's all right to be cynical and assume

that maybe this thing would take on such proportions that in the last analysis



the rifle and the bayonet and the police power and martial law might
turn out to be widely necessary, there is also room for a wholly differ-
ent kind of reliance and a wholly different kind of preparedness. And
my guess is that, given the sensitivity which surrounds martial law,

it will tend to be played down and the reliance placed elsewhere during
the preparedness period in any event.

I suppose you can always say that the Military Establishment is
presumed to be ready todeal with its mission. And so if somewhere in
the underbrush there lurks the possibility of martial law on a selective
basis, this will be a decision made at the time and the military will be
ready to support it,

UESTICN: As tremendous as our problem is, it appears that

he hussians, with their highly centralized government, might possibly
have an even greater problem; and if they have thought about it as much
as we have, I hope that that will assist in deterring them, Fave you
made an analysis of our position vis-a-vis theirs in this field?

-

inl. PS5 T certainly wouldn*t want to call it an analysis,

because I've never been able to get the same story twice from the sources
that I've been in touch with, Cver a period of two or taree years I have
been very interested in trying to discover whether other countries in tie
world, particularly European countries and perhaps fussia, were taking
seriously these questions of mobilization preparedness and civil defense.

i have been able to talk to numbers of people who have gone to these

countries and have asked them to try to keep an eye open for any signs
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of work in these fields.

I will have to say that I get a very spotty picture. There are
countries in the world, the Scandinavian countries, for instance, which
seem to be taking the digging-in process very seriously indeed, Shelters
are part of their way of life. Industry in many cases is going under-
ground, and so on, In other parts of Zurope, and perhaps to some ex-
tent in Russia, there do not seem to be very many outward signs of much
precccupation in these fields,

Aussia is presumed to have a hangover civil defense organization,
a preparedness organization, which it has reorganized in recent months
or years; and is supposedly doing something in these fields. Dut every-
one I have talked with that has been there comes back with -nothing very
definitive. I haven't found in many of our intelligence ‘sources any-
thing really useful,

This is partially true of the “uropean countries, although I also
understand that at some of them there is an attitude of resignation, on
the ground that they are right next door to the source of all evil; and
that therefore, from their standpoint, it doesn't seem to be a sensible
thing to spend as much time or as much effort in the preparedness field
as this country is trying to do.

I can't give you a good answer., I really don't know what some
of these countries are doing and thinking, and I haven't{ been able to find
out, Perhaps some of you would like to act as emissaries when you take
your Cdyssey; and when you come back, we'll have another seminar and
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you can report on what you found. I suspect you'll find a very spotty
sort of picture, for this is all I have ever been able to uncover in the
course of a good deal of questioning and a certain amount of reading,

QUESTICN: Would you not suspect, though, that with their more
highly centralized government, speaking of Hussia, their problem is
more compleX even than ours?

MiA., PERELPS: Well, you would lead me into quite a discussion,
I can't say that I would immediately agree. It's true that maybe because
they are more centralized in some respects, they are more vulnerable.
But, on the other hand, their standards are so different from ours and
their sets of values are so different, the area of their country, the popu-
lation, and so many other things being so different from ours, I don't
know whether they would be a lot worse off than we in terms of responding
to massive nuclear attack or retaliation, as the case might be,

I don't think I'd want, just thinking out loud, to put too much faith
in that assumption, for I can't conceive of a more intricate economy than
ours and one which is more a part of our day-to-day way of life; and to
think in terms of having a couple of hundred nuclear weapons dumped
into the middle of it suggests to me a kind of problem and a kind of con-
sequence which it would be difficult to equal almost anywhere else in the
world,

Maybe I don't know enough about Russia, I've never seen it. Sut
I just have the feeling that there may be some inherent advantages which
reside with Russia in terms of responding to massive attack, rather
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than inherent disadvantages. I certainly feel that we have a tremendous

quantity of disadvantages arising out of our complexity and intricacy

and so on and our concentrations of population and productive capacity.
MA, FULVER: NMr, Fhelps, on behalf of the Commandant and

the student body, I want to thank you very much for your frank and forth-

right discussion of this most difficult problem. X
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