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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

The Economics of National Defense
The science of economics is concerned with the pro-

duction and distribution of things that are scarce in
relation to the desires or wants of men. Security against
external enemies is in substantial part an economic
problem, because it involves the disposition of relatively
scarce means in order to attain the desired ends.

It is not surprising that the public is now decidedly
defense-conscious, as is indicated by the wide support
given such a proposal as compulsory military training
for all young men. But it is important to remember
that the means are not unlimited, and it is certain that
the public will be unwilling to continue in time of peace
anything like the scale of expenditures for the Army
and Navy that has been provided in time of war.
Indeed, if our past history in this respect is any cri-
terion, the economic resources of the Nation that will
be devoted to preparing for the next war will represent
only a small portion of the national income.

Therefore, it is necessary to establish some order of
priority for the various types of preparation for the
next war. To determine such priorities, it may be well
to ask: What do we know about the next war?

There appears to be only one thing certain about
the next war. This is that it will involve the use of
even more highly technical armament and weapons
than are being used today. If there is anything else
that is equally probable with respect to the next war,
or if there is anything else that even approaches the
near certainty of a greater use of the technological
advance, we have been unable to find it.

It seems highly probable that the productive
capacity of the Nation will again be strained to the
utmost during the next war. In fact, the expectation
of more highly technical weapons and armament vir-
tually insures tremendous demands on the Nation's
capacity to produce.

A war characterized by greater application of the
technological advance will require trained officer per-
sonnel in large numbers. The college graduates of the
technical schools in particular will be urgently needed
by our ground, air, and naval forces. The ROTC
graduates who were available at the beginning of the
present war proved to be invaluable, and several times
that number would be most useful in the next war.

As war becomes characterized by a greater applica-
tion of the fruits of industrial progress, an increasing

proportion of the tasks to be performed by the enlisted
men is similar to those performed in civil life. Further-
more, the principal quality that will be most valuable
in the enlisted men is the maximum development of
intellectual or learning capacity. The high average
level of intellectual training has given our infantry and
artillery, as well as the more technical branches, great
superiority over such an enemy as the Jap. Although
plans must always be prepared in great detail, they
rarely work out as planned under battle conditions.
The American soldier has been vastly better than his
adversaries in the art of improvising and adapting,
so that results could be obtained in spite of adverse
circumstances.

Few people realize how great an advantage is de-
rived on the field of battle from an adequate number of
individuals capable of intelligent leadership. We refer
not to the senior officers alone, but to the junior officers,
the noncommissioned officers, and the other enlisted
men. It follows that the maximum education of those
educable is one means of preparing for war.

First Things First
With the foregoing in mind, it is possible to deter-

mine the relative priorities that should be assigned to
the principal means of preparing for the next war.
It is hardly necessary to point out that the mainte-
nance of regular Army, Navy, and Air Forces is essen-
tial for continuous training, development, and as a
nucleus of the wartime forces. The size of the peace-
time forces will depend in part on commitments made
as provided in the United Nations Charter. It is
certain that the size of such forces and the cost will
substantially exceed the prewar figures.

Highest priority should then be given to military
adaptations of new scientific developments. In this
field, the United States can and should lead the rest of
the world. The splendid work done by Dr. Vannevar
Bush, Dr. Karl T. Compton, and others should be
continued by means of an appropriate agency that will
have access to all phases of scientific progress in industry
and educational institutions. Maximum use should be
made of awards, fellowships, and the like to encourage
prompt adaptation of all new developments to the needs
of national defense.

Although the Army and Navy should be represented
on such a committee for scientific development, it is
essential that the direction at the top be entrusted to a
committee of the Nation's leading scientists. Army
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and Navy red tape and officialdom must not be per-
mitted to have their characteristic influence on the
work of this committee.

What the cost of such research and development
would be, we cannot guess. However, we are confident
that the funds thus spent would be the dollars most
productive of useful results for national defense.

It is clear that the necessary funds should be spent
to insure that industry will be prepared to produce
the armament and weapons of war. There should be
enough, albeit limited, production of the new items
developed to insure that prompt conversion to produc-
tion for war can be accomplished. This will cost many
millions each year.

Next in order of priority comes an enlarged ROTC
program. We believe that college training should be
available to every young man who can meet the
educational requirements and who is willing to under-
take the responsibilities of a reserve officer. The
Nation cannot afford to lose potential educated leaders
because their family finances do not permit a college
education. Provision should be made for payment by
the Government of tuition charges for ROTC students,
and possibly a greater allowance for board as well as
the present uniform allowances should be provided.

It may well be that the foregoing will exhaust all
the funds that the public is willing to devote to prepara-
tion for the next war. Every effort should be made to
provide this much, even if strict economies are necessary
in other branches of the Federal Government.

Possibly some benefit would be derived from an
expansion of the Citizens Military Training Camp plan,
so that larger numbers of young men would receive the
training essential for noncommissioned officers of the
Army and Navy. However, teaching young men the
elements of military discipline and procedures, to
march and to shoot, can be done in a brief period when
conditions make that necessary. For some time to
come, the Atlantic and Pacific Oceans will guarantee
us the time needed to prepare young men for war, if
we do not close our eyes to the actions of possible
aggressors abroad.

Universal military training has a wide appeal, no
doubt in part because some of its proponents argue
that it would discourage potential attackers and keep
us out of war. Such arguments overlook the fact that
conscription had been in effect for many months before
the Japs struck at Pearl Harbor, and it also overlooks
the experience of France and other countries of the
world. From an economic standpoint, universal mili-
tary training of all young men for a year or more is of
doubtful value. It is all too probable that such train-
ing would be at the expense of higher priority needs of
national defense.

It is certain that requiring all eighteen-year-old
youths to undergo a year of military training would
retard the educational progress of those planning to
attend college. It is also certain that the Nation's pro-
ductive capacity and the training of those youths for
their places in industry or elsewhere would be retarded.
Whether there would be compensating gains seems to
us exceedingly doubtful.

The important thing, we believe, is to realize that
the economic resources the public will be willing to
devote to preparation for the next war will be limited.
Therefore, it is of the utmost importance that we place
first things first.

Dr. Currie Departs
Just six years ago, Dr. Lauchlin Currie was selected

by President Roosevelt as one of the six new personal
secretaries provided by the Reorganization Act. In
commenting on the appointment at that time, we said •}
"It seems obvious, from the selection Mr. Roosevelt
has made, that he has accepted without reservation
economic theories sponsored by the modern John Law
and his disciples. With Dr. Currie as his right-hand
man in such matters, it is a safe guess that Mr. Roose-
velt will exert all of his power to obtain authority for
the new lending and spending program. Therefore, all
hopes of a balanced budget or anything approaching a
balanced budget during Mr. Roosevelt's term of office
can simply be forgotten. It is highly improbable that
the lending and spending theorists will admit the error
of their ways, even if their policies result in virtually
socializing the savings-investment process."

President Truman has recently accepted Dr.
Currie's resignation. It is not by any means certain
that this dismissal is as significant as Dr. Currie's
original appointment. However, it does indicate that,
whatever spending for prosperity President Truman
may believe in, he is willing to sail the uncharted sea
of future economic policy without one of the most
earnest disciples of Dr. John Maynard Keynes as his
right-hand man. This could be most encouraging news
from the viewpoint of the long-term welfare of the
United States.

THE FUNDAMENTALS

Supply
The extent to which the Fourth of July holiday

affected steel production made an appraisal of last
week's operating rate more difficult than usual. Accord-
ing to preliminary estimates, the steel-ingot production
rate was 88 per cent of theoretical capacity, compared
with a rate of 913^ per cent for the preceding week.
The situation in the steel industry was summarized as
follows by the trade journal Steel: "In spite of easing
war requirements the steel supply situation continues
tight with deliveries well extended on all products except
plates and some relatively minor products, pressure for
sheets and strip being particularly strong. An unde-
sirable condition is developing in the sheet market as
related to unrated orders. It is reported many buyers
are placing duplicate orders with several mills in an
effort to obtain desired delivery. As a result much of
this tonnage may be canceled later, with considerable
market confusion resulting. Some producers are con-
sidering proposals to Washington that sheets and strip
be taken off the 'free' list entirely unless this duplica-
tion in orders can be stopped."

1929 1932 1937 1938 19U 19*5
Per Cent of Capacity 93.0 22.0 78.0 28.0 95.0 88.0

(Latest 1945 weekly data; corresponding week earlier years)

Electricvpower data for last week were not avail-
able for publication in this bulletin. For purposes of
comparison, the data for the preceding week are shown.

1929 1932 1937 1938 19U 19^5
Billion Kilowatt-Hours 1.7X 1.46 2.20 1.98 4.33 4.36

Last week, lumber production remained at sub-
stantially the preceding week's level, and the seasonally

1 Research Report, July 17, 1939.
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adjusted index declined only fractionally to 89.3 per
cent of the 1935-1939 monthly average compared with
the preceding week's index of 89.7. The index shows
that lumber output is about 20 per cent less than it
was a year ago.

1929 1932 1937 1938 19 U 19^5
New York Timcslndex 135.1 39.0 91.2 67.9 110.0 89.3

Demand
The extended rise in income payments that per-

sisted throughout the war period beginning in 1939
appears to have reached its peak for the movement this
spring. Although month-to-month comparisons of
payments this year and last continue to show gains
for the 1945 figures, the margin of increase has tended to
narrow recently. This tendency is primarily the result
of a downward trend in total factory pay rolls, and this
factor will probably become increasingly noticeable in
its effect on income payments as the volume of Govern-
ment war contracts is reduced. There has yet been no
appreciable effects of the less favorable trend in income
payments on demand in retail markets. The dollar
volume of retail sales remains somewhat above the
high level recorded in the summer of 1944.

Prices
Prices of staple commodities moved irregularly

last week, although the tendency for the majority to
decline exhibited in the preceding week was no longer
in evidence.

FINANCE
Sources of Purchasing Media

Total purchasing media available to the public
increased to a new high level last month. The aggre-
gate of more than $90,000,000,000 exceeded by approx-
imately $6,000,000,000 that available in November
1944, when the high level was reached for that year.

Contrary to the experience of the past two and a
half years, the volume of purchasing media from the
money-commodity source remained substantially un-
changed last month. During 1944, the shrinkage of the
Nation's monetary gold supply was at the rate of
approximately $110,000,000 per month. This monthly
rate of reduction was reduced to $65,000,000 in 1945,
when decreases in gold stocks became progressively
smaller.

Purchasing media derived from commercial loans
increased $140,000,000 during June, thus reversing a
downward trend that was maintained earlier in the
year. Loans classified as "commercial, industrial, and
agricultural" now total $8,960,000,000, compared with
an aggregate of $10,100,000,000 in June 1944.

There was a substantial increase in purchasing
media from the third source (excess investment-type
loans and investments other than those representing
Government obligations), and purchasing media from
this source have reached a new high level for the war
period.

There was a relatively small increase in purchasing
media from the fourth source during June. A heavy
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outflow of funds from the Treasury to finance its war
spending during the first weeks of the month was later
largely offset by receipts in payment for subscriptions
to War Bonds in connection with the Seventh War
Loan campaign. Receipts subsequently recorded by
the Treasury indicate that a substantial amount of
purchasing media is being withdrawn from private to
public accounts. The effect of these transfers on the
sources of purchasing media chart will be more apparent
during the next two months.

There will probably be a substantial decrease in
aggregate purchasing media shown in July. When the
Government sells Treasury issues to the commercial
banks in excess of the banks' savings-type liabilities,
new demand deposits to the Government's credit are
created. When the Government spends the funds thus
made available, new purchasing media are distributed to
the public. Some of these purchasing media are returned
to the Treasury in the form of tax payments. Such
transfers of checking accounts currently from private
to public ownership result in a temporary withdrawal
of inflationary purchasing media that might appear as
active demand in the markets. When individuals and
corporations purchase Government securities and make
payments from savings, there is a similar reduction in
inflationary purchasing media available to the public.
This process is reflected in the wide fluctuations in the
chart showing total purchasing media during 1943,
1944, and the first half of 1945.

RECOMMENDED BOOKS
"Economic Stability in the Postwar World." Report of

the delegation on economic depressions, League
of Nations, Geneva. Published by Columbia
University Press. Price $2.50, paper (without index)
or $3.00, cloth (with index).
The first section of this report discusses various

types of depressions and the action considered appro-
priate for dealing with them. The second part discusses
Governmental policies recommended for securing a
high level of employment throughout the world. In
discussing the use of devaluation, the authors advise
that it be accomplished "with a rare nicety of judg-
ment"; this is indeed excellent advice for any pick-
pocket and most appropriate to the circumstances.
Nevertheless, the book is well worth reading because
of its emphasis on many eminently sound anti-depres-
sion policies.

"Public Spending and Postwar Economic Policy," by
Sherwood M. Fine, Columbia University Press.
($2.50)
We recommend this book, not because we agree with

all of the author's conclusions or with much of his rea-
soning, but because it is one of the relatively sane pub-
lications written by an advocate of Government
spending for prosperity. In spots it is academic to the
point of being unrealistic. For example, the author
asserts that the automobile industry is operating in a
"field that has long been dominated by nonprice com-
petition." Having had extensive practical experience
in the "horse trading" involved in trading a used car
for a new one on several occasions before the war, we
unhesitatingly assert that it would be difficult to find

a field where price competition is keener than the
automotive field.

Mr. Fine comments on the failure of both labor
leaders and business executives to understand the role
of satisfactory cost-price relationships in total income
determination. His suggestion that "Government
experts" can find a solution to the problem seems some-
what naive, inasmuch as one Of the principal qualifica-
tions of an expert certainly must be a substantial
amount of experience. The Government has few econ-
omists who can claim any successful business experience.

It is interesting to note that the author has not
overlooked the importance of "a restrictive banking
policy" as one of the indispensable means of fighting a
possible postwar inflation.

Inasmuch as Mr. Fine is a Principal Economic
Analyst for the Foreign Economic Administration and
has been employed by the Government for several
years, his suggestions probably reflect the views of
many who expect to influence the Administration's
postwar policies. This is the principal factor making
the book of interest to our readers.

"Science in Progress," Fourth Series. Edited by George
A. Baitsell, Yale University Press. ($3.00)
Although limited in scope by comparison with the

prewar issues, this fourth book in the series provides
interesting glimpses of progress in science. It is espe-
cially recommended for readers who have a background
of some training in one of the sciences. This particular
volume is somewhat more technical in the general form
of exposition than its predecessors.

ARTICLES
"Compensating Reactions to Compensatory Spending,"

by L. Albert Hahn, The American Economic Review,
March 1945.
It is not difficult to understand why the spend-for-

prosperity notions have been so widely accepted, even in
circles where a more critical examination of them might
have been expected. Delusions of grandeur and boot-
strap-lifting devices have always had a popular appeal
to homo sapiens. Consequently, it is not to be expected
that Mr. Hahn's excellent article with its logical
exposition of the basic fallacies involved will turn the
tide of popular or even informed opinion. Neverthe-
less, anyone who has definitely abandoned all hope of
finding a perpetual motion machine will read
Mr. Hahn's article with interest.

The author argues that "if Government spending
goes on indefinitely and therefore represents an ever-
increasing burden on the community, the day must
eventually come when it outlasts and outgrows the
illusion effect, which is, by its very nature, transitory
and limited. Compensatory reactions are inevitable."
And he concludes, "If this is not recognized in time,
postwar planning, far from bringing about full employ-
ment, will delay it by creating the illusion that malad-
justments need never be corrected."

This article deserves a much wider circulation than
it seems destined to receive. We strongly recommend it
to readers of these bulletins.

American Institute for Economic Research is a non-
political, non-commercial organization engaged in impar-
tial economic research.


