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..... °L Theword'!Economics" comes from the ~reek word Oikos which moans 
thel management of household affairs. Economics is the science of 

~ business~.er , in the modern interpretation, the science of accumulating 
~ealth. It has also been defined by one'German writer as the science 

of life, General economic activity proceeds• in three forms - production t 
consum~tion~ and distribution. Economy in the modern language's ~has 
come:to con~ots generally the attempt to obtain the desired end with 
~h~ileastpossi~le expenditure bf means. .• 

Now let us look at economics as applied to the provisioning of ~ 
an~army. In olde~ times soldie~sprovidod themselves with their own 
arms, which had been produced by their own efforts, and they also 
had to provide their~vn clothing~i Only the bodyguards were clothed 
by the monarchs themselves ~Furthermorethe soldiers provisioned 
themselves b~ any means at hand, and this led to robbery and extortion. 
After ~he armies becameL state institutions, requirements developed 
into organized demand, hand Workers were replaced by gun foundries • 
and~arsenals, and uniformity of weapons and of clothing was made 
possible as hand work gave way to mhchine work. As the worker became 
div?rced from his tool the factory came into being, and capitalism 
too~ its place in industrial life. 

The Industrial Revolution changed the order of things; and the 
practice of household and state economies was influencedand changed 
by new inventions. Individual and collective operations were mad~ 
to conform to the new mechanized order, and the science of the 
accumulation of wealth was correlated to the new conception of 

industry. 

One of the prerequisites to capitalism is a market which exerts 
a definite demand, and military requirements gradually became 
favorable to~uch a demand. Economy presup!?oses scarcity, and the 
sum of the activities incident to the balancing of wants with the 
means of satisfying them is an economy. 

? 

In war time the sum of the activities which serves to satisfy 
the needs of the army• and the civilian popular%on is war economy, 
and the specific tas~ of the economy is to secure, as well as it can~ 
an ~djustment betweenthe wants and the means of satisfying them. 

~It is.obvious that a planned war economy is most important to 
the conduct of war; in fact, the mission of the school as stated in 
theorder establishing it (quoted from the National Defenso Act) is 
to train officers in th~ us efulknowledge pertaining to the super- 

~ision of procurement•of all militarysupplies in time of ~ar and to 
.... ~ ~he assurance ~of adequate provision for ~he mobilization of materiel 

and ~indusSrial organizations essential to war--time needs. 

. . . . ~ . . ~  . . ~ : .  , . -  . i  . . .  " . .  



. - '~'"~more '~{me and tihou~gh~iha~s beenisP -e~t~On the subject of Industrial 
" '- MobflilZat ion .and it is poss ible that in the near -future cons ideration 

:~i ~-,.+/~ill'""bei"givsn ~ ~6 ~ certain phas.es ~ of pl.~nning. ~dir.e?c~ed -~owar~i.e conomie 

str~ngulatioh Of th~enemy. - " - .... u ~ ~ ~.: ~ ,.i ,.i. ~- ~. ,.-~.. ~ . ~-~ :~-.~ 

-~ //t)_: .... The b as4c prinoipies of ProCurement Pl~nning, %ndus~rial\ 
~ f~~J-~ .... Mobilization, and economic strangulation lie 'in the Zile~ Of ,economics. 
" In Procurement ~Planning• you encounter such terms as requirements, 

facilities, allocations, war ~ orders ~ and others ~ These ~erms one 
synonymous tO the economic terms ~ of wants, purchasing~pow er, demandp 
supply, factors of production, and the like. 

. . . .  In war-time the preservation iOf the nation is ithedominating 

" " consideration in the formulation(of "~national policies and economic 
. _!i:~--~cens~ideration~ should ~cons-hitute an inoegral part of the~.plans--~ 

adopted -for Lnational pre'servati!on. ProcuOemen~P-l~hning'~and ~ 
• - ( : ~ , -  Indus'~rial-Mebilization are effective only if the economic~res.enrces 

.. .. ~f"~the-countryare utilized ~e the maximum-in..furthe.~ing-the ~.~ :.. 

• national PolicY, If put into effect, •a policy of ec.onomic strangu.- 
" iatiion would •close to the .enemy--sources. of strategic materials.an~ . 

-~- ~ t~h~s_ would. .cause a disruption in.the economic and'!industr~al-life 
• of.-~he people~of that nation, • How can this be ~ccomplished?-.~Wha t 

is t h e  s t a r t i n g  p o i n t ?  " ~ , -  - ,  ~ ~ ~.-~.~ 

t- ..• Our .thinking should be directed.~toward . a - . s y n t h e s i  s •  of the 
~:-~ -£.oreign worlds Of war and economics.. My contention is. that~-these 

~ WOrl-~s: have,been too long treated-as foreign. ' Economists ha~e:~:~ 
• ~ consid~ered.%heir science as purely~cons~truct~e ~-~nd-the~art ~of.~war 

as -tot ally~destruCtiv e. The essence~ of warm'from the economic~iew - 
poiht has been consumption of a totally destructive nature without 
any• econ °mic a im. Military leaders-have concentrated on-military 

• i ~ ~ctivit~e s ;- leaving economics for~the economists~i and"'pOli~ics for 
. . . . .  thep6Ti%iqian'. ~ar economy has been, ignored as .a ~sui~ence.:;i~.onl.~ 

"- ~ia few radica:l ~ thinkers have recognized it-,., and then -l~r.gely~ in/,~he 

.-!--llgh~i~.i6fa"~.pathologiCa-I .cOndition.-.- ...... '- - - -:, . ......... .. ~--~. .... 

Due to our limited time, and for the purpose of this 
dis-cussi-0n~-, the-World ~,,~ar ~ili ~ be ~oons~.idered ~as~-~he~-only~ m0der~% war. 

--You~wi-li~-remember that at its ~ outbreak ~hhe .popul~r opinion.~was!,>~ that 
• " " ~%~ ~/ Russi .a, ~ h- it s -p red ominanc e-- of .~manp o~e r, ~oul d.. dole± de~ . thei~ mi I it ary 

i . " .... -°~i!s sue.~ ~ :~ ~S~ time wen% on and- En~lind-' s ~-efforts ~,~ .~. ~ve-re~.~-aimed_ at ~.~blOck- 
i ;~.! " " ading German, this oromised,tothe mind ~of the la3nn~m , ~.o~be. the. 

-. e ff:e c~i~e -% o0-I ~ %hattwouid -bring--~an~ end ~ ~o ~he: war.~ i.~ ~0we~e~, -GerrY 
.-.. ~.~i~ !con~i-nued %0: maintain .he:self des pi~ie/i~he ~£acti~th~t ~ her ~ec.or[omi~c ::~, " 

- . ~:~.~ . i.S~b t o r s i o n  ~w.as !.. b • e c b l i n g - - s o  .-:c Ompl,e£ ei ::.~t~at ~-.i~s h e  ~ ~-.w,a-s"-be ing•~~ reduced .~ !~ :o  ~k 
.i.~-~....._cEo.,sed~i~rade~i.~ta~-;.~ ~ h e / - . ~ , h o u ~ h t . - ~ b e c a m e - ~ e ~ n e = ~ t !  ~ h a t ~ - G e r m a n y / h ~ d  ~ 

~ J:.~-~ i liid~d-~n ~ o w e ~  ~ S ~ c - e ~ s h e . ~ w a s . - f u r n l s h i n ~  her-s~e-tf;-~wit~h~-~he~-~m~.. ~~e r~a - I s  ~ 0  
i. . ;~': ~i!!:~i! %~ • ciontlfnu~!~.a~ ~/g ~g  an%~i~C: . -s t rug~l  e . w h i o h ~  ~ n v  o ~ e d  ~ ~mun-~ihi o n s  L i n ;  i~ q u ~ m ~ i i t  i e s  

i••,• ' ~ - •  ~ a-nd t y p e ~ : ~ e F ~ n ~ : ~ 9 n y ~ . p r ~ 9 u ~ • ~ c ~ n . c e ~ t i i ~ n j ~ • • ~ ! ~ t ~ s ~ r e ~ i ~ e ~ h ~ • . . .  ~ 
~ii!. '~ " Germany was practicing-economies ~in~her -mater!als and in!- her n~i.ona.~s 
.. .~. ' . ilife--!hat.~er.e •beyond belief, Records are"only now ~oeooming a~alla~% 



; ; , 
!~i~L~Wh~h - sho~¢ %he extreme ,measures she ~w is £oroed tO' dopt in the 
..::" " <-:...adminis%~rationz!~Of !heri af-fairs~, i:/The I :~cnomie.~: ~shel .practiced in the 

• ~dminisilrati 6n.~ 0£.raw•% mate riaisl ~re~• ~o~hyi• ofl i St~udy; Germany,• ~here- 
~ ~,;~er~s,' is ~he nation which, more nearly aporoxim~ted a maximum effort, 
• for in that" country even the pots and pans were confiscated were 

• takenout of the kitchen~ and the metals mobilized for t'he prosecution 
of the war~ It does • net require a very exhaustive stud# to show 

..,:: conclusively that in comparison with Germany, .~uerica did not exert 
, ~v~avmaximu~ effort. 

• .. ~ .~. Th.iS, from ~the economic pointof view it is felt that.the 
: .-~selection ofGerma.ny .as a subject of. study is justified, From-the 
, : military P0int. of view;it is generally believed that her. militarY 

machinewas the most powerful in the world; her military command 
was considered'to be efficient, and her General Staff organization 

. promises to b@ a subject o£ stud~-by military students for some time 
to come. Your studies havre given you'a picture of the economic policies 
that were adopted -and .the ec0n6mlc.cohtrols attempted ~ in the United 
States during the World War, so we will focus this discussion on 
Germany's experiences. The individmals .chargedwith the conduct of 
war in Germany were;typical of the General Staff caste. TheY repre- 
Sented/the aristacracy of the country, and •considered it beneath them 
to engage in business and con~.ercial activity. They were well 

educated, and highly efficient from a military point of view. but 
withal they were incapable Of understanding the full importance of 
economic influences. They were concerne~ on-ly with the military. 

.'. . • • . . • . .- 

A t  the beginn~g of the war Von Moltke wa:s chief of the 
German General Staff. With the reverses at the ~arne~ yon Falkenhayn 
was appointed to replace him and remained in that positio~ until the 
• crisis of 1916 ~hen he was relieved'by v0n Hindenbergwho:served in 
the ~capacity of chief o£ the General Staff unti% the end of the war. 
In the eyes of her military leaders Germany's a~n~ was inVincible, 
her strategy sound, and her. plan flawless. This plan • Was base~ 
upon a war of two fronts and of Short duration, • and estimates of 
supplies were computed Upo n thes~ c0nsiderations. The Name reverses 
were the first indication to Germany that the war would not ~e one 
of short duration. Fortunately for Germany, one of her great 
industrialists, 5~alther Rathenau, president o£ the German General 
Electric Company, did not view the qutcome of the war as 0Ptimisti- 

. cally as d~id the military, He observed with~alarm Germany's great 
• -dependence;upon her raw .materials. He,realized the fact that she 

was self-supporting ,only in coal and potash, nearly self' gupporting 
in. zinc and!cad , and:only partially self-supporting in such raw . ~  

" . ; .. . - . • ( . - . 

/; ~ mater~ials as iron, ,manganese, copper ore~, ~ oil~ sa!tpetre , rubber, 
and cotton, i~He ~ realized that the sources o£ these materials 
would'~ be'~denied to~Germany unless she was able to command the sea 

• lanos, and tha~ there was little probability o£ her being able to 
.';~i~4°i this except, in the case o£,. Swedi-sh-.iron. ore. 

- ~;?-.~•i•--.;~ - • - ..~ : . . . . . . . . . . . .  . " L - - . ' .  



.! .- ,. i"~!~,Q; ~',_ ;~n.!?Au~us~.~i~.8:/~.~914~!;`!!.j~t`...;wh~en.~!G`~m~n~.~p~;Ja~.~nt1~y;.h~. ev.e,~!J~:iii', i:'i. 

~ou%w~rdly~;.:"and.-"even ~ t~ ;.th4 ~.trained',,~obSe-r~er -o~ mili~t ary-~ org-an~za~i'~n$ ' 
" there appeared • to beno;-weak link:in her-military mobilization~ - . 
~" ~'~/alther Rathenau,i ;With -the. the t~emendc~s • ~ision .~which .he poe s ess.ed, 

"" - ~presehted his: Wiev~s~.to yon F~lkenhayn, " ;-.Driefly these views-.were, 
;that Germany oould-.-scarcely be provided-with_tHe, neces sary-.matenials 
of -war-for more .than. a few months, and that something should :be-..dene 
to prevent her economic strangulation •. Von Falkenhayn immediately 
came to an. authoritative decis ion iwhich, i according to Rathenau, made 
a:turnin G point in ,this'.fiold. It Should be borne .in mind.that von 
Falkenhaynwas Minister-of-War at that time, aswell as Chief.of-the 
Great General Staff. He-set: up an organization, with Rathenau,.as.. 
its head,v~hich;later-became the-.famous-'-War.-Raw".Material Section. 
This~-organization-was placed in the-~.~ar .~inistry., Thus it was that 

-• ". :prOblems. lof economy.were for the fi.rst-tfme enunciatedin concrete 
form' by anindustrial leader and addressed-to a, General of .the,army 
who"immediately .recognized their importance and put'-into i effect ~the 

firs% neces s ary measures.. .... ;' ........ 

"' ..... " .... The Oper-~tions- of the Raw ~hte.rial Section fur.nish theBest 
example of war @conomy practice .• in Germany-. Side. • by. side-with .this 
organization was ,the economic or~anizati-on in .the. Department :~of tl~e 
Interior," under::D eibr~ck- The latter" section functioned principally 
in .t;he ~ fiel6 of foods and is somewhat analogous to t.he'.Ameri;can 
Food.Admihistration. Delbr~ck~s economic activities preceded those 
of Rathenau, but .they were of.a different character an6 itl-was not 

•long' ~befOre the operations of Rathenau's section Of the War Mini.s~ry 
' fa~ .ove~sh:-~dowed 'those of the Departmentofthe. Interior. -~he ~ 

importance -of Rathenau t s activities, in comparison- even• with t-hose 
of the military, is continuously seen.; Tot example, .~¢hen, atthe ~time 

-Of the ~arne;reve~ses, a shortage .ef.a~.~uni%iOH was forseen by the 
" military commanders, it was RathenauJwho took s~eps to conserve:- -. 

.~h4~ crit:icai im~tSrials and-to utili'ze.~ail poss.ible..sources thereof 
ilto ~ ~a ~maximum ~.-adv.antage. In-the-~words of •.Colonel Bauer ..of-:the"~German 

:GsnSral- St~ff: .~ i-. . ~ - . • . . . --. - .. ..... .~ . :~ .~..~.~ ::'. ...... 
. .. : .. 

'~"-""-""~'"- -; ::"'The conduct Of the.wa6 in: the;aest .CO,U~encin~ _With~,~o! 
.. ;.- .-the :fall. o~ ,191% suffered:; -very :muoh'~from ths-..1-ack :of.,;~ " :.~ .... 
• :~-i -. ~-; ,•~: • - a.~mraAi%:i oh,- equipment • and r e plac eros nt s,, .- F, ~lJ-'_e nhayn, made-.,}: i, 

' .... an.sffort'."t6 ?correct this shorta'~e,, ~but in the-.'f~ce' of_;..-;.-,~.- 
• ~J ; i~i ~ :'' '~;~ ~ /' the ~imj ed~me nts did not. us e- the ;,he ce s~s ary fr on .-fir~nes~.~ ...~-,- 

....... . ~" ;iand. 6onSistency, So-that ;-eve.rything.,.remained ';a' h~l~:i..-:": :.. -::; ~]~:~ 
[ ;-- ' measure ~i..~ ,Falkenhay~ .~ s ~ c o llab chat ion '.. in .the. p 0 litlc ai~ . ~Q-;;i 

aff~ai-rs...~as not .suffi'ciently f ~rm and-.methodical ~-~. one -.....-:~::.~ 
~'-!~,-:;--~-..~ha~.~aim~s~...say~ that :he-..;paid~ne~.at~ention~,t:o 'i~ ~an~..~le-~~;~ • ..... " 

..... ev r  ing tO the;. h ceil-o[. 
c ommande.r-in-ehief~-:;'and Fal.ke~ayn -W~s- ~hat, ,..must: ia-ZrangLe; - 

: " ' the- strategy .in accordance-.with the lq~.tion~l Policy,.. ...One ! /. 
.i' " " . ~,~it.hout the~ cipher - is almost .inconc~ivablel,..~ithal~ .~.- ~- '/ 

• . " " Falkenhayn,wasl a man of greattalents.' : If:'wel had i:had.i .~: : ..-i .... " 
- " : - ~ew SUCh men in the' ReichS;t ag-and' .in the go~zuame:n~':--the: .,:-'.-..-::-! 

• " " " " " -' " : " " : " s t  t t  " • ' "" " " " : :" +' "" r" .-. • - .:-- war .would .not have .been •-Io ..; , • •• . • •• : .!.~•-, •-,.••,; •~ 

.;"." :""" -":". " " . : " . " '-i;i.; " " 



• ' i . • - . . . .  

• From this statement it would appear that great dependence was 
• pia~ed~up0n ~h~Chanceli0r~ ' The ChancelIor~:Delbrnck, later publiBhed 
• ,a book to justify what he dida <~Ho~'eVer, nel~her Delbrack nor.any.of 

%he ~iii%a.ry corer, renders arose to=the oocksion. - ,: . , 
;"~':: . : .... " " " " " in 191~ 

The military commanders/for thefirst time Se6med to realize 
that ~itro~en was a. necessary Comp6n~nt of ammUnitions, andthatwith 
the sup~ly of nitrogen then availablea1~unitionwould=no ~ beforth - 
coming, and the war would have robe brought to a close, Rathenau, 
however, instituted acbion to prevent this impasse." Hebegan to 
confiscate all the supplies of nitrate in the German Empire, and 
late% in the occupied territories, thus Securing a supply of this 
material which consisted chiefly of an i~:~ensenLunber of small and 
even::minute ~uantities that the peasant ~ had been hoarding fer 
fertilizer, and which in a fewweeks would have been spread over 
the soil and irrevocably lost as far as the army was concerned. By 
appropriating these supplies and deflecting them to the munitions 

'~actori6s~ even in the face of desperate opposition on the part of 
the farmer, Rathenau held in check t~e nitrate shortage until such 
time as this substance, which hitherto~had been exclusively an 
importe~ article, could finally B~:produced in the country itself. 

~'°The Haber-Bos'ch process was utilized to produce nitrogenf~omthe 
::'air'and certain factories were charged with the task." Asa result 
~'~Sf Rathenau's energy and organizing ability these facilities wer e 
able to get into production in time to augment the decreasing 
supplies of requisitioned materia ! , and by the end of 1914 the 
nitrogen crisis had been overcome. The methods adopted by Rathenau 
in attempting to increase the supplies of rubber and copper'were 

. . . .  npt as dramatic and spectacular as the nitrogen experiment but , 

they were equally as effective. This has been described in the 
monograph onGerman %~ar Eoonomy. = " 

It can be said that Rathenau saved the military command 
froman early and certain defeat, but the opposition he had to 
overhSme would have broken many a stronger man~ Some of the military 
bureaucrats regarded-him, the civiliaH and the Jew, whom they had to 
to~eratebecause he Was"making up for what they themse'lves had. 
negie6ted to do in the long years of peace, with a distrust which they 
seemed to take pleasure in accentuating; One day his department 
was isolated by a we%den partition, which had grovm up overnight~ 
~from those of the other established'gentlemen in the W,~r Office. '~ 
Rathe nau was able, hovever, in spite of all difficulties, to " 
per~eethis orGanization, and after:n~:ne months hand ~t over on ..... 
April l, 1915 to Colonel Koeth from<th& War Office, ~vhom he had 
selected to succeed him. It is interesting to note that Colonel 
Koeth has been described as a soldier, trained by Clausewitz and 
ane~onomist trained by R~thenau, and as such he was the synthesis 
of the hitherto foreign worlds of ~ar and economy. 

. - , . . .  

° .  
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• • ~!•~ ~i~•••i ~i•~ ~ ~/~• i~ ~ ~ ~ ~ ~•~ •~ ~! ~•~ ~ i I~,~ ~ i~ ~ ~•~ ~•~ ~•~ ~ i! ~!~ • ••: •~•~!~ •~ ~ ~ •~ 

monograph on ~ German. ~va'r~Econ•omy~ri;iI sho~•that 'thl s ,•org ani~at ~o~•:•~:~ 
was made uD of rePr.esentatives ofthe army and navy-and that there 
was~no systematic ~'basis'~for the procurement.of--supplies~ .... The- 

~ seParate brancHes/were :doing the ir ~-own ~procuring,. ~and~••.even ~when- 
-: .the problems were too ~ektensive for:the .iold peace-time-quasi -~-~ 
.procurement organizati.on section of the war- min!stry,~.known .as -the 
Feldzugmeisterei'/~and-"a new-organization, the ~'~mba, replaced it,. 
there wa~-i ~ s~iii lacking.any coordinated -.policy for pr0ouremen~. .... 
The %umba~was ' or.eared to ~ Carry On the entire production of ~ - " - " 
milit~ry.snmll arms and anmmnition for the. army% but ~it was .not .... 
given authority to organize so as properly.to ~control and procure. 
all theraw-Lmaterials and regulate the manufacturing faci~li~ies- 

of the nation. " " - " " ~ " " 

~ '~ ....... The necessity to the effecien~ utilization I of-productive • 
energy of a-policy Of coordination was eventu&liy realized. ~ ~ .~i~ 
.In this 'crisis - yon Hindenberg, apoointed Chief of the Great Gener~i ~ 
Staff (August, 1916) relieving Generai_v0n Fali~enhayn, General .-~ 
Ludendorff appointed First ~uartermaster Genezal. acting as ~Hindenberg's 
chief of Staff, and Col0nel -Bauer, formul-ated a new.:munitionS- program 
"Caiiing f0r a~maximum industrial effort. It ..~aS calledthe~Eindenberg 

..... ~ %~!- - ;~ Com~iitte Of German industrial-&eaders called.by the/-~ar ~ 
Mihisteri meeting • in Berlin, September 16, 1916-, advised~-the ~-~ ' "" 
~linister: tha~ the Hindenberg Program! could be cazried.out.onlyif: 
effective -contr01 and coordination .of the country's resources could 
be .assured, and reeonLmended the formation of a new~ department L with 
absolute control over all matters affecting pr~acurement and production. 
By a Cabinet council Order of November I, 191.6, the War. Office 
(Kriegsamt) .was created for the stated purposed.of convert~ing the 

-~-- " entire'~resoUces"of the nation, -together ~with %he efforts of _eae~--.~ 
.-L indiVi:dual~,L:~t~e~the-carrying on and-winning of the. warl-. ~~hile .thel ~ 
. Kgiegsamt~was-,: to all intents- and purposes , under-th~_-War }~inister, 

~i:Ji ~ '---. it / h-id, i.by IS!8 ,i completely .overshadowed the I~:~inistry :its-elf;-~aving 
e~en) :t"aken over ~ the functions . Of.the civil government-in ~ some ~reas. 
HbweWer, -~ inasmuchaS ~ the Kriegs amt. lacked" the~ necessary .aUthori~y~ 
%~-c6ordinate"the industrial ~ effort~.~knd inasmuchi as ~he Afr Sszvice, 
Motor -: Tirinsp6rt Corps, N~vy, and other ~iindependent agencies remaine~- 
outsi de ~I ~t S ~: juri S~di C~ ion, thOr e-o Ont inue d.~:.:t o ~bel.; d ivid@d-~!.i~ut-harity~, 

- " - ~"~:- ~-d:iscusSiOn ef the-V~~r Raw-.Material ~ ~Sec~ ~on ~i,!~l -~attemp~.-:to 
i i~ slhOv}'::t-~e :eco~omy p~ac t - f ced  by. ; ,~h is  ~:. sieStion~;~!.'and:'-i ~s :;-influe~i.c@ ,~up~n- - 

- . t h e .  n a t i o n -  and-:ith~L..!oonduc~ !Lo£1.w~2. ;-: " ~ ~ :.~:;.~: %;i%':-j./~!:!:i:.~ !i:~:..:..-~:,:i~,~.:~ii:i ~.-' ...:.i.i-.::".-" . . i ; . .  

.... " " " " ~.he number  o f  m a t e r i a - t s . t o  Wh ich '  t h i s .  SOLe%ion . f ~ r s t :  gJave- ' . -  
a t t e n t i o n  was sma-li~ only about: a doZen.~. M e t a l s  w e r e - . t h e  first ~0. 

-"~ " receive attention, then.chemicals, jute, ~.~wOol,. rubber, ~cott0n.,i~-..:-.-.. -... 
:~ -- .leather-i: hides~ flax~ i inert, and.: borsch.air" ~ F_"our:i~dif~erent me~hods. " _.~.!!- 

i i.". ~L: ~ '.!- i,.w..e~Le ..de%i s.ed .,:by Rathenau. .  a~d- .Wdr.ei-.~;.d.e S. eribe~: BY. ih i =  ~ a s...;~oli.ows ~: !..i ~. :!'.'-,-- 



¸ r 

• ~• •~as• a i i 6 v ~ e d  • to  be  Used  f 0 r  iuxury~!on-•i~fior"i]~sUbsidiary p u r p o s e s  ~ -  .)~ 

,i~. J;. " ,!s e c  O n d l y ,  ~ e  h a d  t 0 . f o r c e  ' a l l  a ~ a i i a b . l e _ _ m a t  e r  i a l : s  f r o m  o ~ e r  

c o u n t r i e s , . . o r  b y  r e q u i s i t i o n i n g  t h e m _ i n . o c c u p i e d  t e r r i t o r y ;  . . . .  .- 

" , T h i r d l y ,  there was manufacture, i:~e had to See tha~ ever~h.~ng 
ind~spensable or unobtainable elsewhere.-.~ms manufactured in ~he. 
country, and that ~new methods .of produotion~were discovered and 

-de~eloped in Cases where the old methods ~ere n0 longer adequate ~, - 

'!Fourthly~ the materials which were difficult• to obtain had 
to.be replaced .by others more easi.ly procurable." . . . .  

~te~ the commandeered, materials were .gathered there remained 
- J • . .. 

. the problem of distributing or allocating the m to the most pressing 
needs. For this purpose P.athenau invented and created a new type 
~bf uhdertaking, the .~var Company, whose task it was to be commercial 
• manager of the requisitioned raw material; that is to say~ after 
this had been commandeered it was the business of the company to 

.... ~.get h01d of them, if. necessary, to collect and store them, to fix their 
price, and finally to allot them ~o industry at the right time and in 
the proper quantities. Rathenau didnot Believe that a bureaucratic 
organizati0n..composed solely of officialswould be able to Perform the 

... tasks necessary,.nor did he believe tha~. it would be. possibl e .through 
that..free play of forces which is c~lled private enterprise'~ 

.... ~.,~ -In d e s c r i b i - n g  t h e s e  c o m p a n i e s  R a t h e n a u  r e f e r r e d  t o  t h e i r  : 
p a r a d o x i c a l  n a t u r e  b y - s a y i n g . :  -. .. ' . . . . . .  - - - . .~-. .... ;-i. 

'J/]~ " i(- -/'On_the one hand,i they signified a de~±sive s~ep/] ) 
/( in~ the direction of. state socialism'.~ On the other i~nd~ ~ 

• .~/. :~: ~ t~h~y~aimed-at .se!f, government in ind~astry and thins:was. _ 
"- ~ .... i~ on the largest scale. They. were~rnstituted ~ under strict L 
: . / official supervision, they were run for the public be-nefi%,i 

~ and could not issue dividends, or pi'~ofits from !iquidat.ion.. 
~%~i~.~:ili.~ ~-] in..this,way they occupied~ a position betw~een a joint StOCk~ 
~]~ ~ i ....... ..... c0moanv-~hiCh embodies the Caoito;l~stic f6rm of. enterprise~, ~ : • 
.... "~.i~!~;~-.,~ndl ~the~bureaucrati.c organization. In shor~, through ~he 

• ~-~.~ .~-.-ac~ivit~ ~of ~these~companies,~the. who!e German industryJ~vas( 
i~--~i~(-~ .~/i~:. (-- Converted •into a: Series '0f" seif~g0Verningl bodies WhiCh; ~ ~;'~ i 

• !_ ~.~:,i~>._~.~.:::~.LL: ~nder-the isuoezvision of the. Central State Administra% ion had- ! 
~)~i~j:~!~:::So..~:: all;production and distribution-in, their ~hands~ an industry 
.... ~:,:~:~ ~?~. ~re/gulated in accordance.with'~the i needs~of society carrie]d ::: 

;' / i /L~. f o r t h e  f i r s t  t i m e  i n  h i s t o r y  ' t O o k  t h e  . p l a c e o f  an  i n d u s t r y  
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, • ~ . . i . ~  ~ • • ., • -.- . . . .  • . - . • • • • 

~ i-~-~.a~.~.~ ~~.~~_~~i ~.f !Rat.hehau. conveying itls: ~2truis~ioi interpr etation. 
of ~h~" .~ar.. companie.~i,c=gas~_'not~ up~eig~~b.v / Lu dendozff~-'~hO~:~cen~'ended ~na~. 
~•$~e~r ~:operatien w~s 'productive •. •o ~I infinit•e• friiclti°n'•:!!• i- i: •• ~ i~*: 

~{owever, this m~y be a~nother example of the failure of the 
mi'i~i~'arF~ mind to envision the economic world, one thing was certain., 
chang e'~ ~-ere: eccuring -:everything was in a state of flux,. • Impro- 
visation waS.mcountered every,~vhere. The a~periences of the various 
industries are interesting and instructive, but t~2e ~ill not allow , 
• ~5 ~bT'go/into ~them here.. It Should .be noted, however, that the 
measures adopted in one industry were not necessarily applicable to 

...... +. " ~ For example, in the case oft nitrogen, the supply all indus ~.ries.-. 
was increased; in the cases of rubbe~.and eOppei" greatest accomplisk- 
merit resulted from the efforts that w.eze made to reduce consumption. 
The m~nthly consu~nption o_~ copper by the Master of Ordnance was 
reduced from approximately 12,000 tons at the beginning o~ the war, 
to a monthly consumption of 5,000 tons in 1917, whi]e ammunition 
production actually increased in the meantime. Supolies of copper 
were augm..ented by imports, and by higher., yield from are .in the ground 
resulting from better technique and state aid. Util$za~ion of waste 
and leftovers,.-together wit h.the mobilization of metals, increased 

the supply. 

".- The i~obilfzation of metale .was an-.inter, estiHg German expedient. 
It consisted in-attempting to render acc:epta5ie to the war economy 
the great stocks of metals which are employed in modern industrial 
proce'sses, without a great outlay of*labor a~d without great dis- 
organization of private industry. It was believed that if a fraction 
of the amount of such sup•plies .could be mobilized, every conceivable 
demand of the army could be met. The difficu'-ItieS that were 
encountered lay not so much in the non-existence of the necessary 
quantities of the metals themselves as in the means of bringing 
about their recovery. The requirements resorted to forced the 
heavy burdens of the war directly into the consciousness of the 
people by despoiling symbols, of 'culture, wrecking facilities of 
production, and in.terfering with domestic economy.. The task was 
a tremendous one, yet the objective was generally realized. In the 
case of copper,-for example, large supplies.were available when 

hostilities ceased. 

In recapi-tulation.it will be remembered that at the outbreak 
of the ~iorld }~ar Germany was a highly industralizsd country, / 
manufacturing •in excess of domestic consumption and tremendously 
dependent-upon imp0rted raw materials~. Her economic isolation became 
so comDl~.te that She.was reduced to a closed trade i.state :wherein she 

was Comoelled.~tO attemp "tt° maintain~hersei~up°n domestic sources. 
Her ~war-raw mmterilal economy evolved as anecessity .economy, and ~time 
after time-the effect~ive measures that were adopted by t he war raw 
materia2 section enab2ed the military to continue tlie.~var, 

As has been stated- else?~here~i-the German Great-.General Staff 
was efI'ective from the miIitary point~ of~view; but they never had- the 
experience • ~nor the t.raining to enable-•them-to think in i terms-of - 
industry and matte rials' >i.indus,trlai~ mohi~i~za~ien poss ibiii~ies wez.@ ?? 



f/or-icoordfna~ed-~pr.ocurement~ proicu~in~ ~aE~iencies!.~compet.ed~..wi~hi~one -~ ~i~-~:: ~;i 
~another,~ ,t~es were dupiicated, ~standardilzati01~ ,of, des igns, d~awings ~, 
etc. was impossible. R he efficient coordination of nation@l effort 
was:i impossible. Even when an organization Was set up t,o ~carry ou t j[ 
the Hindenberg-Plan, which aimed at o0ondinated effort~ it did not 
possess the necessary authority to ~coordin~te the industrial effort; 
consequently ~there was divided authority, misdirected effo.rt and 
wasted opportunity. 

Ho-;~ever critical one may become of Germany in this respect, ~ 
Her:~accompl~s~ments in this field v~ill become history and much can 
be' learned from her efforts. One of:the fundamental lessons iS ~that 
plans _must correlate ~to contemporaneous c0nditions. - 

~ From your study of economics you will be able to picturel 
peace economy. The picture may be somewhat different from the one 
presented in the' monograph on Peace Economy. i~ any rate you must 
visualize, in your own way, modern exchange economy characterize~ 
by a highly :individualistic spirit , motivated principally by the 

• lure:of profit, and regulated by competition. _._ 

":!~: ~In oUr"modern economy the apportionment o~ productive energy 
c0rresponds to certain forces° It will be seen'that production 
g ees~:o n in anticipation of demand, that profit is the motivating 
force, that competition is the regulator, and that industry lie 
conducted on a price basis. Changes in price affect the apportion- 
ment of productive energy and this, in turn, affects the entire i 
economic structure. 

..... i~er Pea~ce I economy is clearly visualized it is necessary to 
speculate .o n the influence `that war will have upon certain economic 
, forces, How will war conditions change the apportionment of 
producti~e~ energy? This is a matter .Of fundamental importance, f0r: 
before <anY~superagency ~0r control is setl up careful thought should 

/b~,Eiven t:o the purposes for which }the organization is necessary ~ i 
The primazz D~r:pose f0r Which a control agency is set up in war is ~%o 
put into effect certain economic measUreS which will be adopted in i 
an effort to d&rect the operation of economic forces ~uring the 
emergency, .... ~Tharefore, _it...would ap.oear 2hat the first step in 
.~o.Curemen%~-.~Pianning.~ ~ i..Indt~S~rial. ~obiiiz~tion;: and economic ., 

'. strangUi-~t-ion ilis--~,.~O-à t~,empt .t0 vi-suaiize ~ar economy i-n.' an .undon~ 
~:I-l-ed .~re~s.~ate.i ! .T.Ki~S • v~ill give. a ~p!6~ur~e ~Sf the .%nf!uenc e . -: - 
-~t~ha~: iw~?]w~l ~ ~ha~e~{~ ~.p~~I [pe--~ce. econdmy.j in other iv¢o~ds ,./a/ '.!~ ~ 
~he eret:-$cla~-: ap.proac~--:%o~{:a, planned...~ar.i e~ ~ onomy ~. ~ould- I -fore s e e the i~ .~/: i 

• ~ ~eces sit~i~te~national preservation pollcies/Of ~m6bilizing ind stry: 
in E:imanne~{`tio~imake its &ctivities~ 0f ndrmal nature under abnormal . . . .  

• condi`tions .,; ~ ~Be£ore ~:the ,Dhief Execut&~e ~Or~: his/-ad~iS ors .~oul d ~ ,1%-.:: !;./! ~ 
,~s:,electii~a:man-~~o adminlSte~'the .peli6ies 'Of a:-superagency for.:t ~ ~;,:!i'~ ~.- 
e}~.one~mic~{c!on~roi~~i~ '. $onid. be-. necessary: to/~isuaiize :as"~C leariy " L 'i " i 

'_tha   ,Ouia  .be  "eff cted:. n " . . . . .  - - -  

. - by/a:::~_cond:i~:ion .of!:::~a~-;{ ::Spec~Y&caii~" th~ ~: e.6on:emi.6:" forCeS ~hat/ .. i :i".-i',:. !. .- - . :  :: 
- . w e u i d  be subject. ,to ce~r .~ i  /s -~ id" '  be;;;c lea:r iy :defineg~--.,a~i~.t£e %%:~t~':::::~:i ' - - : - /  
'_---p~;e'babie reslUlts' #f  the ,.control po l i c ies ,  shou ld  be Care fu l i y  " : . .  " . ' . - "  /.. 
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' O~e.,~i-~o.~?e~. . ~~iio~'~n.. ~f~e:oono~o~i~e~o~y-to::~i0n~Z ~e~o-nsei-~p!~ 
" ~isT~e~O~ore •~e en ~:~i~re~~ded. "~It"iS ~ ~eZ ~e~ t~a~ a-~"cons i~era~'on 

o~ ~i~r"i~ ~.~o~ 0 ~-~he %ry" is~-i~ ~logical ~ preours Or-"te. t~.e ~ adopt ion. o~ w~r ~ 
. e o o ~ O i ~ " # o i i o ~ i ~ e s ~  ~- -~ . -. • . . . . .  .~ . . -  . ~ - ~ .  - ~  . . ~ 

- ~;''~ " '~k~ 'p~'c~u-r~ ~ o f - w a r  : e o o n . o m y .  i n  ~n u n o o n t r o l l e d  f r e e  s t a t e ,  . . . .  ~-~. 
a s  i t  i s  v i s u a l i z e d  b y  7 o u  i n d i v i d u a l l y ,  m a y  b e  d i f f e r e n t  f r o m  t h a ~  ~ 

which, has been attempted in the monograph on War. Economy, H0wever~ 
the one Ihave :8~sCrlbsd ~/ill indicate bhe possible waste of the 

- na~i0~ s r~soU~ces ~- and.:the effect on production, ~c0nsumpti0ri, ~ and 
" distrlbu~Ton~.i-i.~-c..lea:r picture would show the. student wherein .certain 

o f  our ~peace~ime e-con0n~c .concepts .mus%-undergo chang~ for the~ . ~~ 

prac.tice of an efficient war economy. If tliere is". aLelear udder-; 
.standing- of~peace economy and the changes that will result because 
of war conditions, a study of the economic control measures that 
shoU.id..b.e adopted in war. e~onomy mustbe considere~ " : ~~ " 

~/~e are concerned here with the .phenomena~caused by the effects 
of war Upon-economic.relations. ~hile"tl~e nature-'of-the effects.. .... 

- .i..s. 9ontroversial we know"that war conditions change the whole p~ttern 
of.. economic life. All the economic interrelationships become 
compliCate~; Our discussion- however will. . :be limited• to the effect, of. 
war influences upon the operation of ce.rta.in- economic forces. The -: 

-...: ones selected are thosewhich are believed logically t~-E-o~ undbr-~ " 
• #. 

the influence of econoraic measures that are proposed f.o r adoptzon~i'n 
connection with the suggested, organizations t0_ be set up for their 
administrat ion. 

° 

The effects of war upon p roduotio~,eexchange, and consumption 
will be considered. These are manifest, in two .~d~stinct phases. The 

• .. outbrealc of war brings an impact which, after running a certain. 
c0urse,, extends into the aonduc.~ of war from the.:standpoin~ of economy. 

-~:I.n-the beginnin~ Cash and certain goodswill b~ .in grea% deman~d . The 
d~esi.r~: to get"0nes.~lf in liquid condition will result inthe sel~i.ng 
of S..eCUrities End •some types of Co~ii0dities". Ti~e 'demand for n-e:6eSS~i:ties 
will increase, wages will increase, and subsequently luxury deman~ .... 
w i l l r e s n o n d . . .  . . . .. . .-- . . . . . . ?  . . . . . .  . . .  ~. 

in prices , ibut .~he uncertain~yio.f ~he Si.tu~tion..wi~! I 'b e. d.isastro~s--c 
for pr:Oduc~ion-froi ths Standpoin~ ~of bal:~ncinz~pr!oduction?r! ~h demand. 
'Hcwever,"..i~umerous ,~. •factors have -to~e .~eon~i~re~i; the ~ i~oc~t~q~ .of .i~he 
the a~r.e :of war:,..Whethe r t her e. i s c o9_f~den~i~ !~in~.~he : o.u-t. .eome. . i Of. " the::::war, 
whelther theiic~edit/:s-~ructuro " Of the-'.nat:i 6~~ !s::--suBh':ia~i i~-~:0 .iinsu-r.e.. a -:~-~.!~ 

a n d  • t h e  n o r m a l  ~ ~ i ~ O e ~ t  i ~ s  .f~O~ " e c  o n o m i  0 %  r ~ ~  .kv i i  ~•~i o p e ~  at.4;.~ ~;pUr.ohas in~ • 
pe~-er . . - i~iZi .  i n o r e ~ s  e ;  . . ' ~ "  , t ~ e  ~ ~ e r ~ n a " ~ : o ~ :  " e s ~ O . n ~ ~ a i  ~,.~~res~:.wiil~~bo~? ~-~- ?' - 

" r e a o t i 6 ~ S : ' _  a~e . .  ~ h e i p ~ e o u z s .  o r s  ° . . f . . W a r ~ . e ° - g n ° ~  i •:_d'..i .~:. , / i  ::~L .~:~..~ L . .?  -i-~ <.~. !:.÷~;/::i ~ 



~.~.. ~ • ..jJ~. ~S -~-.cont:inues~. _competition~become~s~ severe, and ~he:.syst.~em of. - - 

~re~i,ii~n~i - bas.ed._!upon •t~he_~i~n~rchange. i.i~figoods~i and money ~ in a cOmpeti- 
tiVe fieid.' is-.apt. to :manifest a i lack- of ad~ptability to 'the ~ nationai- 
aL6. "Individu~liSm,- if unrestrained,"~nduiges incutthroat competition 
with nationalism. The individuals and the nation engage in a competi- 
tive- Struggle that,, if it is 'not c6n~ro!!ed, can butend disastrously 
for~..on4 or. the other. .... ~ ~ " 

....... ~ " Since thear~ consumotiOn:is destructive of values, there~will 
be an ~ever,increasing destruction of:. bo~h consumption and production 
in.good&which Will entafi a constant diminution in theproductive 
capitai of .the country, with a-resu~tin ~ gradual les sening"in production. 
Necessity Of reduction in consumptlion"follows ~ with the ultimateresul~ 
that.,t~he.foundations .for production and consumption-are completely 
destroyed. Production accordingly .is influenced by the war demand ~ 
which can .be ci~ssi~'ied as army requirements and civiliandemands. 'The 
two.forces ~ make themselves felt ~thrdugh"the ~ prices that are offered 
and that influence the amount ~f production which goes into satisfying 
each of ~hem. In short, ~he productiv e energy of the country, in 
res.ponding~ to the :pnofit urge as interpreted by an'uncoordinate~ " " 
group of~ entrepreneurs who are dominated by selfish intere~st'an d' who , 
laok-...the know!edge of the cooperative effort that should exist in-the 
national emergency, fs not utilized fogthe national needs but is ~ 
dissipated .and tends to become So disorganized ~hat a tremendous waste 
occurs e 

.......... vi~r orders, method of financing'w~r, stage in bus~ness : ~ 
cycle, point •in secular trend, seasonal influence, and world conditions, 
are•all •influences of tremendous economic significance, but time is 
limited and• these are discussed in detail in the monograph on War 
E c onomy. • 

The nation comes first, and if the necessary emergency : " = 
-supp:lie.s ar~e not procurable on the basis of private ownership an~ the 

.~.._ ~,~ht iOf. ,fre~!contr~act; " the state !.will be compe~!ed ~to~ ~ confiscate 

~,"~i i~h~ p0v~-er: o~ cO~andeer ing ~ du~i~n~ ~he Worid ,~var was ~ Vest~ ~" 
~.~thei~'i~d~n~i' ~ 'i ~ in~a÷ time the ~ r i~h~s o~ the ~ i~dividual be~o~e ~- 

~n~tLio~/ai coordina~i~nL. The privat~ ~ @conomicmoitiVes?in prodUCtion ~ 
a~d~o~s0~gni~USh~'E~v~/way .tolnat!ohal~ai~; Tbe.!i,~ar state.-: !_ 

• ~equir.es~.enormous ~ Suppiies. Of~capital ~. and/goods. " supply and" demand.. 
" must-be i ii~rr~lated~ ~.OdUc~ion and s~D~ly mUSt'! be~.organized ..on_~the '~ 
• -~ One--. hana,-, and Consu~np~ion ~and demand ~ mus-~ ~ ~be~-. organizer ore the otlhsr; 

• while...$h8~ .tw.o.-~mus~:.he. correlated .tO each other.i and to the national . 
i..~ .Do.iiCi.els~i~i Lilnformai~i~en~ c.once~ningi~ req1!ir sient~ mus~ be~ availabl.s; 

.. ~ ~"-i/andii~.~inas~u~h.-a~.i<~ia!.il/~aj~or..wars~-are ~ !6h.~rkc~erize~-~by ~. insatiable ~ demand, • 
i n c r : e a s e - :  p r o ; d ~ i ~ c ~ i ~ n . a i ~ d  .% 0.. : . c - 0 n t ~ o i  ;:; :.'.--" " ,- . , - : .  
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• " ~: ' ~.;i-Increase in  ~r'odUc~i'6n ~" .Ci~ ~b'4 ~-/~Bmpte~d":~5~ ~ seVerai  means. ~. 
 ong s e i i on  or  t hE  /pri c i 
then, t:oo, -in~rease~ ~effio~enc X in f~oiyi~es of productlon- can .be. 

iJ.!:~.achi, e~ed through' a,plan for-.the selective ap:~ortiorflnent, of labor. - - 
'"The latter wi.ll be instr.mnental in maintaining the .leveI of 
production, both quantitativeiy andqualitatively, and ~ wii1 permit 
the carrying out ofmodern industrial technique and practices. 
• Increased production can-also be achieved by creating new-facilities 
'for production and by converting others to the manufacture of war 
articles. Equally potent, in balancing production and consumption is 

"" the restraining influenceupon the latter of the establislument of 
Pr.iorit'ies. As an aid to increased or0duction the state could- 
attempt to'control prices, Mr. Bernard Baruch has aaid that the " 
thre.e basic powers required in a state contr"olled war econen~/ are. " 
~he power to con~aandeer, the power to arrange priorities, and.the .... 
power to control prices.~ ~ith these powers an-economy can .be.. - 
[planned and measures can be adooted that will insure the maximum 

. effort • of" the .nation. 

In a. planned war economy the stage is ~t for the rejection 
0fthe private economic decision and its repl~cem~nt by a compuls.ory 
form, which can put the entire business of war _ oroduction.into the 
hands of the s%ate itself. .It is a form of economy'whereby centrali- 
zation of ~ecision is vested in the state. The product to be.mads, 
the apportionment of facilities, of materials, of labor, or money, 
the use to-which the product • is to be put, all are decisions ma~e 
by the state. The powe.r of decision is limited 0nly by the avail- 
ability and adaptability of the national, resources. " 

The purpose Of a planned war econ0my is to direct productive 
energy into proper channels; in short to util'i~ze industrial .resources 
with the minimum loss o.f efficiency, under the changed economic 

c ond iti ons of ~ war o ' ' 

I n  d i s cus s ing  a .planned economy a~"~he'.~objec%ivs o f .  I n d U s t r i a l  
mobilization, let us review again the experience of .Germany d.uring. : ~..-the 
~.~orid War in order to illustrate the desirability of a planned ec:onomy 

" asl.. op~os ed. to a ne cessity~, economy.. .In. the. lat ter. . years, of .the. war 
G~er~lany h~d 'to resort to a necessity econ0my ~i~ Order ~ to; maintain " 
helrseif, and -it.l.has been ciaime~ that be~ause of th~is alon~;;the '~ 
absence ,of. a ~pian economy, ~She !0st the war. ~ Ce~!n of Ge~y"s ~ i~ 
eXperiences~have been mentionedi, and t~hese and .i~6t:helrs : have-~been :'';~!!'~):I~ 

• des cr:iU~ea~ in g~eater detail' in.the.: m0nograpH:'0n Germa~i- ~ir::Edohomy~! 
if .t:im'e p~r~.~.~ted numerouso~hers o.6Uldi"beildes0rib, ed"t.°~~h°w•~he~i/•.. 
consequences;of~.~he.:: ipi~ecemeali measureg/'!a~U~tled:.~.: :i~. (. i :i" •i "~ "ii~!.i"~.-" i!/)~ ~. 

pro~ess o~ evoiution - it was ~ot a plan~ed ecOnomy~ ...... ~pl~nne~e'~onomy 
would have ..conceivedVand c a r r i e d  througiti -tO-~h~/:en~, • ~heoret{c~atl~J .::•a " 
pl~n based'on-State economy.and ~carefUily f6;rmul i~e~ with-th~" ~sO~J~e I~ 
aim of victoryo The ~ path-followed ~as ~expe.r~imental~:Th ere~ ~ere~-~"-:- 

• . ,, . - -  

• Taking "%h~ profit out ~'o-f. ,~:~ar.. - "-."' J" :- ~ .:~ " • . " - -" ...ii"i ~ 
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sev.ena~ .die,tinct :par iods in th~.:.evolvem.~en-.t-of the ~ar Raw Naterial 
e-ConO~.: ~These we:re., the"resuit ~ ~of the development Of neede in' i 
rel~idn to the iav:ail~ble, supplies , and .t-he. measures which it became. 
nece.ss&ry.to, adopt for their-satisfacti.on..-. . . : 

Brief ~onsideration may be given here to the Various steps 
in the.:development of German War Economy. In the first, stage, the 
~ar Reserve period, the demand of the fighting forces was regarded as 
beyond question,: and economic measures ,wer~ applied only to a few 
article~. The second stage, the Spoils period came into being a~ ' '~ 
the German army begs.n to accumulate the spoils of war. These spoils 
were Suf~fici~nt at that time to help maintain the-requirements Of the 
army as %hey were being formulated on a short war basis~ The third 
~tage, a General .Saving Economy, became current when it bacame 
apparent that the war }~vould not end as early as had been anticipated. 
Exports of stocl(s were limited, civilian consumption Was curtailed, 
and the •requirements of the army and the year economy organizations were 
scrutini;zed. The fourth stage, the Increased Production period, was 
ch'aracterized by the adoption el. measures, for increasing the production 
Of .raw material and utilizing substitutes, and for reconstituting used 
materials.~ This period ushered in a centralized plan which attempted 
to control all raw material problems. The state now regulated all 
imports and exports. Drastic measures were adopted in connection 
with the appropriation and• dist.ribution of all raw materials for every 
purpose whatsoever. .!d.~iti6n.al ~ar organizations w-ere established 
that ~iiistributed raw materials as subagencies, which reviewe~ indi- 
vidual requirements and made distribution according to directions. 
The fifth stage, the U~gent Need Economy period, was introducgd 
by the adoption of the Auxiliary Service Law, at the end of 1916, 
which attempted-to make all men and materials s-ubordinate to the 
national ~ffort. 

The shortage of 1~aterials and the limitation o~ communication 
became so serious that operations had to be curtailed in someindustries 

:~and in some districts. Production was limited to the absolutely 
. :es.sential articles and localized to the eff'icien~ producers who were 
-u-tilized to the maximum.: Non-operatives had to be sheltered and 

compens~ated, far-reaching encroachments were made on the freedom of 
tradle,, and regulation of price was practically impossible. Con- 
fisc~tion became increasingly extended, and finally i% reache~ 
pr.~c~ibally all raw materials. Demand was more strictly scrut inizeg , 
army~ req~irements-were subjected to ~uo~as, and Systematic exoh~.nge 
~D::ma~erials with Austria, Turkey, and the IP~<raine was attempte~. 

Legislation, :as adopted in ~r economy, was not considered 
by:the: German economists a s a principa ! ~actor, but rather as a 
s-econdary ene j The actual practice of v~r eaonomy ~as forced, when 

~ ::there was no other way out, to stretch the laws and construe them 
~idely,~ fc~ German legislation did not escape the error of trying to 
regulate•to e many details instead of merely shmrply defining authority 
and~esponsibility. Vo!Untary~ coaper.ation was, on the whole, the 

~ipr~ncip~l :£orc~ in the execution of individual tasks. The use o~ - 
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which Wer~i/re~Or~ ed~i: ~0 ~.i~~i~he ad~nc~ed~:s~thge : ° f  nec~essi~y"~ec°n°mF*~~:-:~ 

para l le l  to the. gradual developmen t~of . th~ war~asks, '  ~he"chahglng-:-~- 
technique.of ~ar economy and the resulting ....... legislation.. 

_ . A ~pianned economy shouid have a s  . i t s ~  p u r p 0 s e ~ t h e  -on~ aim of 
makin& eve~ry:effo~tlt achieve the conomic pian for V lctory, it 
would doubtless demand an in~ense :subordinati6n of the private 
effort Tor gain. Planned war economy should be based upon the 
realization that [Nar is the destroyer of economic wealth, and that' 
in the final analysis ~ar Carried to its ultimate will destrey all 
economic wealth; The con.tr, ol measures adopted should give assurano e 
that the economic resources of the nation will~b e utilized at 
maximum efficiency for national preservation purposes. 

~ :: ..... .... Now authority must exist for the adoption of any control 
to be administered by a superagency if ~his should become necessary.. 
i~' is ~ no~ idvocated; howe.-er~ that arb-itrary' means be adopted :without 
Consideration Of the morale of the people, lilt hough it is realized 
that the needs of the nation are more important than those ,of-the 
individual:; it is also realized that the nation is an aggregation 
of individuals and that national policy Can be disorganized by ' 
publxc op~nmon. Th~s fact, ho~,vever, does not in-any'~vay militate 
a~ainst the advantages of a planned war economy. 

" A:planned war economy canlbe considered in its entirety. 
It can/0utline economic measures, agree up0n the number and:kind of 
organizations tb~ s~ ~lieved tO be Capable of putting control 
measures int0 ef'~ect, and select individuals tQ,adminiSter these,' 
organizetions. All of these phases can be considered in the minds ~' 
of creative thinkers who are in charge of planning. They can be 

reduce~ to paper in the form of plans, they:can be discussed, they 
" : " icah"be brought before the public and-if public-opinion is receptive 

it can be Coordinated to the generalplans and purposes. All Of this 
Can be'don~vitho i~t co~mnitt~ing the~rrafigements~t° an inf!exibl~e~ba:sis. 
Production Should be organized so that the ~arT0us factors Qan be~oper - 
ated at~heir~ opt imum efficiency~ inew processes should be ~ ad0pted-in 

i ~ conformity with pr0curement: planning :objectives, waste should be ~~-' ~- 
~ elimina%ed~/anld consumption sho uld be organxzed so that destruct!on 

of ~.wealth: by' wa:r influences will be~retarded an~ minim~Zea'~ '~' ~ 
~ -. ~ons~p$~oni that -~ ~be S"~no~ further :~ the national "I~ a±h~s~ShoUld~ be~O -~- :~. 
" " " .. s c r  ~bed/::an'd- s i n c e  ~ t h e " p r 0 p 0 s  e-d -~ r e o r g  &~ i i :~ 'a~ i °2  -.Of- p r o ~ u c ~ i o n  ~ i ' n V o i v e s  

the-distribution of wealth, distribution economics be:come, important 

-::... tha~iih, e:~!~ca!ap~eal befo:re::: ~;:~:~ ,-~.:~.:?:-:.~i:- i~-<:i--:i?.::!:::?::~:. ::. .'.-,i:?~:. • .::~.:,-i~~i::~!-'i~:~-~:~.:-~:~:~!::.::-~: . 
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• ~ The classic works on the conduct of war do not analyze 
the relationship betweenwar economy and the conduct of w~r, nor 
do the classic works on economic subjects discuss the relationship 
exhaustively. .• The conduct of war heretofore has been in the hands 
of individuals trained in military strategy, but ~vho have not 
possessed the economic insight which has come to be a part of the 
industrial mobilization concept. The modern industrial mobiliza- 
tion concept should comprehend a plan for the full utilization of 
resources in an emergency, and should Visualize, as a point sf 
departure, a planned war economy. * 

.... /~'This lecture, delivered as par% of the cotrse in Lconomics, which 
is a subdivision of the problem "Fundamentals of Business," is like- 
wise a partial sunnmary of the series of monographs on the various 
phases of ~ar ~conomy in course of prsparation during the present 
school year° ~In the respective monographs credit has been given 
for the numerous sources of data, but this was not undertaken in the 

extemporaneous delivery of the subject matter herein. 
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