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Millikan: Economic Potential of Western Europe for War

ECONOMIC POTENTIAL OF WESTERN EUROPE
FOR WAR

A lecture delivered
at the Naval War College
during Academic Year 1954-1955 by
Professor Max F. Millikan

Admiral McCormick and Gentlemen:

I face something of a dilemma this morning. My problem
is how to limit the scope of my remarks to things that I know
something about. I know a little about the European economies,
but I am almost completely ignorant as to current European
military strength, and I am also quite ignorant on questions of
military strategy. Therefore, my problem is to try to identify
a set of military problems to which the analysis of the economies
of the countries which I want to talk about is relevant.

This is not as easy a job as it looks to be at first-hand
because as an economist I share the conviction of the late great
Lord Keynes, one of the world’s greatest economists, that eco-
nomics is not the most important of the factors that effect human
behavior, Whereas I certainly would not want to contradict the
Captain who introduced me and contend that economic potential
is not an important piece of war potential, I think that economists
generally — and, perhaps even more, non-economists — may have
a tendency to exaggerate how much you can learn about military
strength from a look at strictly economic factors.

Let me illustrate what I have in mind by describing a
particular type of conflict in which I would assert that economic
factors would play almost no role. Suppose that war starts to-
morrow. Suppose that this is an inter-continental atomic war
and that, unlike almost any previous war we can think of in history,
this one comes to a conclusion in, say, three or four weeks. There
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is an extraordinary degree of devastation everywhere and a gen-
eral recognition that there is no point in going on with the
destruction,

For the analysis of this kind of a war, starting tomorrow,
I would say that economics is almost totally irrelevant. Foxr the
analysis of this kind of war what matters is military strength
in being as of the present moment. As I have already indicated,
this is something which I know little or nothing about and it
certainly does not belong in & talk on the Economic Polential of
Western Europe For War,

It seems to me that this kind of a war is not at all incon-
ceivable, The significance of the over-all economic capability of
a nation may have been increased in some ways by the develop-
ment of atomic and nuclear weapons, but in other ways it may
have been reduced very sharply. In so far as the conflict is con-
fined to & relatively brief interchange of atomic blows, the outcome
of the war will be determined in the first instance by the military
atrength in being at its beginning.

Suppose now that we change our assumption and assume
that war starts after, say, five or ten years but that, again, it
lasts only very briefly. If there were to be no change between
now and the outbreak of war in military strength in being, the
answer would still be the same: economics would not be relevant.
Of course, economics could help us a great deal in trying to decide
what the possibilities were for the development of very much
greater military strength by the time that hostilities broke out.
Economics could not tell us, however, whether such military
strength would be developed. It could tell us only what certain
of the limits might be to the development of military potential
in the intervening period. I will say & little, but not a great deal,
about the economic potential of Western Europe to get ready for
war,

What I really want to concentrate upon is a third type of
case in which war starts any time — tomorrow, or ten years hence
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—but it lasts, let us say, two or more years, In this kind of a
conflict the economic limits to military potential may be the erucial
limits. Morale and political questions may be substantially more
important or the effectiveness and efficiency of the military oper-
ations of both sides may be the critical factor. But this is the
gituation in which it is most likely that economic potential will
become an important limit to the capacity to wage war,

I would like to distinguish between two different ways in
which economic considerations may become important because I
would like to concentrate very largely on one of them here. In
the firat place, it is important to consider the capacity of a country
to continue to exist in the face of atomic attack these days. In
other words, there is a very important set of problems which
relates to the vulnerability of the civilian economy to military
attack from the other side, and, particularly, to atomic attack.
The weapons that have been developed in recent years have had
ag their key characteristic that they will almost certainly put in
the hands of an attacker the capacity to inflict vastly greater
damage on the civilian economy of the enemy nation than any
weapond which we have had in the past.

The other aspect of economic war potential is the capacity
of a country to maintain and supply modern forces in being in the
face of attrition and through time. It is this problem to which
I want to devote my attention chiefly this morning in my remarks
on Western Europe — partly because we would have to get much
more deeply into military matters if we were to discuss the vul-
nerability question than I feel competent te do.

Now that I have made my graceful bow to the truth that
economics is not everything, I will feel free for the balance of my
remarks to flaunt my professional bias quite unashamedly and talk
exclusively about economic problems.

Of course, to begin with, we face the question of how we

are going to go about setting up some kind of measure of the
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economic capability of an area to support military activity. I am
not going to engage in a long theoretical discussion of this point
(I gather that some of you have been studying the problem of
how to define economic capabilities for war with one or two of
my M. I. T. colleagues), but I am going to plunge right into a
discussion of certain alternative measures that we can use with
respect to Western Rurope.

I would like to offer one statistical caution before I begin,
Any conclusion which T state during the course of these remarks
which would be altered if any of the figures that I use werc
cither 20% higher or 20% lower is a conclugion of which you
ought to be deeply suspicious. In other words, in the kinds of meas-
ures we will be talking about margins of 16% or 20% of error
are to be expected. All that we are trying to get at is general
ranges of magnitude and relatively small differences are mean-
ingless because the figures are not that good, either in concept
or in the statistical data awvailable for them.

I would like to start with the measure which first springs
to mind when an economist tries to decide how well off a country
is, broadly speaking, in economic terms. You are probably all
familiar with this measure in a general way. It is called the
gross national preduct and it is one version of a series or measures,
Another one is nationoel income, which comes to approximately
the same thing in most cases. Gross national product is an econo-
mist’s measure of the total value of the output of an economy
in“ a given period of time, normally a year. I would like to show
you a chart which compares estimates of the gross national pro-
duct (shown as the upper of the paired bars on this chart) of
the United States, Western Europe and the Soviet Bloc. Dis-
regard the lower bars for the moment. -

The gross national product of the United States in 1952
was approximately 380 billion dollars, The grosa national product
of Western Europe was in the. neighborhood of 150 billion dol-
lars. The gross national product of the Soviet Bloe, including
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Chart 1
GROSS NATIONAL PRODUCT AND POPULATION
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China, the U, 8. 8. R., and the European satellites, can be esti-
mated anywhere between 100 billion (which is probably a lower
limit for the Bloc as a whole) and perhaps 160 billion (which is
probably an upper limit for the Bloc as a whole). Incidentally,
for the purposes of this chart, I am excluding from Western
Europe, Greece, Turkey and Yugoslavia. I am including some
countries that are not in the North Atlantic Allianee — Spain,
Portugal, all of Scandanavia, West Germany and Austria —
since it seems probable that the resources of that entire area
would be available in one way or another in the event of major
hostilities.

Initially, the interesting thing to notice about this set of
figures is that already the Soviet Bloec has grown sufficiently in
economic potential, as measured by gross national product, to be
approximately equal to Western Europe. It actually shows in these
figures as slightly greater than Western Europe. But, as I say,
this is not a significant difference in the light of the statistical
variation in the estimates.

If you exclude China, in particular, it is quite probable
that the gross product of the Soviet Bloc, including only the
Eastern European satellites and the U. 8. 8. R.,, was still in
1952 somewhat below that of Western Europe. It is very doubt-
ful whether it continues to be below that of Western Europe in
1954, and, if growth rates continue at present trends, it certainly
will be well above in another three or four years.

Now a brief look at the composition of this Western
European gross national product by countries. Very roughly, a
fifth of this total Western European economic output is produced
by West Germany and Austria; approximately another fifth is
produced by France; a little more than a fifth is produced by the
United Kingdom — some 36 billion out of a total of 150 billion.
In other words, well over three-fifths is supplied by France, the
U. K., West Germany and Austria. Something like another fifth
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is then supplied by the Low Countries — Belgium, the Nether-
lands, Luxembourg, Switzerland and Scandanavia. Substantially
less than a fifth, or about one-seventh, is supplied by the Southern
European countries, Italy and the Iberian Peninsula.

Is this really a measure of economic war potential which
is of any great service to us? I would contend that it is very useful
to know that the total volume of output of Western Europe is of
roughly the same order of magnitude as that of the Soviet Union;
also, to know that the total output of the United States is better
than twice that of either of the other two groups of countries.

I think it is also useful to note that should Western Europe
bhecome a part of the Soviet Bloe, and should the Soviet Bloc
be able to exploit Western European resources as effectively as
the Western Europeans exploit them, we would then be faced
with a coalition which would very nearly equal ourselves in terms
of this particular measure of the aggregate value of all output
in the society.

Of course if we get into a war situation, this gross na-
tional product will change. That is one of the reasons why this
is perhaps an inadequate measure. In the United States, for ex-
ample, we were able to increase our gross national product at
the peak of the war in real terms by somewhere between 10%
and 16% above what it would have been had the normal trends
of peacetime gross national product persisted. We did this by
bringing women into the labor force, by working longer hours,
and by reducing unemployment to very much lower levels than are
normally to be found in a peacetime economy. Western Europe
could do this, too. There is undoubtedly more slack in the Western
European economy at the present time than there is in the Soviet
economy and probably a greater percentage of slack than there
was in the U. S. economy in 1940 or 1941. Nonetheless, it would
be my guess that the bar beside Western Europe would not go
up by more than 109% or 156% at the outside if her resources

(SEE CHART NO. 1)
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were to be more fully used under the pressure of a wartime emer-
gency. The over-all picture is not very much influenced, but it is
influenced a little. Western Europe would look a little better rela-
tive to the Soviet Union if it were to make full use of its resources.

The first question that occurs to one in considering
whether or not this is a sensible measure is that, in looking at
the value of output, we have left out how many people have to
be supported by this flow of goods and services. When we intro-
duce people, we find that a double set of considerations comes into
play. People, in general, are a mixed blessing from the standpoint
of war capabilities. On the one hand, people can be soldiers and
in this sense people are a good thing. You have more capabilities
if you have more people. On the other hand, people have to be
fed. If you have too many people, you may get into a situation
where your economic resources are so fully absorbed in the at-
tempt simply to feed them and keep them going that you have
very little left over with which to arm the abundance of soldiers
that you have.

Ag soon as you look at the bottom bars, which represent
{SEE CHART NO. 1)

population measured on the scale at the bottom of the chart,
you at once see that people are in the opposite gort of ratio to
gross national product in these two areas. The United States has
much the fewest people of any of these three groupings and the
Soviet Bloc has much the most people. However, I would suggest
that for purposes of the comparison in which we are currently
interested — for the purposes of a focus on Western European
economic potential for war — you should disregard the bulk of
this bottom bar, the one which represents the population of
China. This consists of a little less than 600 million by their own
official estimate, a population greater than those of Western
Europe and all of the rest of the Soviet Bloc combined. If you
add the population of the United States, the whole grouping is
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still nearly exceeded by the population of China. That population
has only the very small piece of economic output to support it
represented by the small square at the end of the upper bar.

China, then, is an extreme case at one end of the spectrum
where people are almost certainly very much more of a liability
than an asset, China by herself is not an economic asset to the
war-making capabilities of the Soviet Union, let us say, against
the West. China’s manpower is an asset but Chinese national
product at the moment is so low that if China's manpower is to
fight, the weapons with which they will fight must be supplied
by other parts of the Bloe, as they were to a major extent during
the whole Korean conflict.

I would therefore suggest that we forget about China when
we are considering the comparison of Western Europe’s economic
potential with the economic potential of the Soviet Bloc because,
if anything, China is a drag rather than an asset. This is reflected
in the fact that if we divide gross national produet by population,
and get an indication of total output per man in our various so-
cieties, we come out with an almost invisible piece. The Chinese pro-

(SEE CHART NO. 2)

duct per man is somewhere around $50 as against an American pro-
duct per man (in 19538) of well over $2,000 and an all-Western
Europe product per man of about $§500, or a little better than that.

Within Western Europe, we again -have to make some dis-
tinctions bhecause not all of Western Europe would be an asset
to a power that was trying to conduct a major war. Broadly
speaking, its again pretty clear that the Iberian Peninsula (Spain
and Portugal) is an area that cannot do very much more than
support its own civilian population in the event of conflict. It
might be able to supply a few soldiers, but it certanly could not
supply any of the economic sinews of modern war.

The same thing can be said of the southern half of Italy

at the present time. Italy ought really to be cut into two pieces
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for this purpose because the southern half of Italy is a relatively
primitive, agricultural area with a per capita gross product which
certainly does not exceed $200 (it is probably somewhat less than
that). Likewise, it would probably fall into the category of a net
liability.

On the other hand, you have an area like the TUnited
Kingdom, with a per capita gross product of a little less than
half of our own, where there is certainly a good deal of excess
in the gross product over the basic minimum necessary to main-
tain survival and subsistence. This excess could be diverted to mili-
tary purposes.

You will note, in the first place, that Western Europe
a8 a whole has a per capita product about the same as the U. 8.
8. R. In other words, in a comparison of these two areas they
march along side by side. The population of the Soviet Bloc (ex-
cluding China) and the gross product over-all is about the same
as Western Europe. Therefore, since those items are the same,
their divisor of course is also the same —the per capita gross
product. Actually, if you throw the European satellites in with
the U. S. 8. R., you get a per capita gross product that is some-
what below that of all of Western Europe because the population
is somewhat greater. However, there are much greater varia-
tions within the Western European grouping of countries than
there are within the Soviet grouping. There are certain countries,
like the Iberian Peninsula and southern Italy, which would make
very little contribution, and certain other countries whose per
capita income is so high that they could make a very substantial
one.

It is tempting at this point to engage in a piece of reasoning
which would suggest that Western Europe was in fact a good
deal better off in terms of capabilities for war than the over-all
gross product comparisons would show. It is tempting to divide
gross national product into two parts: to say that one part of
the total economic output of a society is required to maintain
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minimum subsistence for the population of the society, and that
above this bare minimum for subsistence the balance of resources
might all be regarded as available for military uses.

As an index of the sort of bare minimum to which Western
civilization could be forced, we could then take the minimum
which rules in the Soviet Union. Something of the order of half
of this per capita gross product in the Soviet Union goes into
direct personal consumption in the U, 8. S. R. In other words,
you could roughly split that bar in half, This could be described
as the portion of gross national product which goes to civilian

(SEE CHART NO. 1)

subsistence. The balance is available for other purposes, including
defense purposes (we will go into what some of those purposes
are later on).

It is tempting to say, therefore: “Why don't we take $250
as an index of how far you can squeeze civilian consumption
down and still maintain survival?’ We would then find that if
we squeezed the United Kingdom’s civilian sector down to $260
per person, or its equivalent, we would be able to supply three-
quarters of the national product for military purposes instead of
half, as the U. 8. S. R. can do. Of course, the United States would
provide a much more dramatic illustration. If we were able to
go down to $260 per person per year, we could supply seven-
eighths of our total product to the military. This would lead us
to the conclusion that the gross product comparison tends to under-
state the economic capabilities for military action of Western
Eurcpe because in certain of the Western European countries
there appears to be more fat on the bones.

Unfortunately, in fact, it does not work this way. It is most
unlikely that in any of the Western European countries you could
reduce civilian consumption to anything like $260 per head where
it is not already that low. Of course in the United States, it would
be quite inconceivable that we could get our domestic consumption
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down anything like that far. This i3 not only because of political
factors and it is not only because of the will of the people, but
because of a series of other factors, which I will go into presently
at somewhat greater length.

In order to analyze more fully the problem of how much
one could squeeze out of the gross product of a country for mili-
tary purposes, one has to analyze the composition of gross product;
that is, the kinds of economic activity that are reflected in these
over-all figures. I will state in advance my general conclusion,
which, since it is entirely personal to me and might not be agreed
with others, I will dignify by the name of “Millikan’s Law.”
This conelusion is that there is an absolute ceiling on the military
use of G. N. P. in any country or in any civilization at any time
and that that ceiling is in the neighborhood of 50% ; that it is
probably impossible to reduce the proportion of peacetime gross
product devoted to civilian purposes below about 50% of the peace-
time gross product. This is a floor, and may very well be quite
impossible to get down that low.

Obviously, in China, you cannot reduce the standard of
living at all without mass starvation. In fact, there is a certain
amount of mass starvation even now at a $50-a-year standard
of living. In my view it certainly would be impossible, at present
prices in the United States, to get civilian consumption down below
something well over $1000 per head. In Western Europe and the
United Kingdom, it would be impossible to get civilian consump-
tion down to anything less than well over $500 per head,

Let us consider for a minute what the components of gross
national product actually are in a period of peace. The econo-
mists usually divides them into three groups, but I am going
to divide them into four, splitting one group into two parts:
(1) consumption, which is that part of total economic activity
that is devoted to food, clothes, housing, recreation, education —
all of the things that individuals consume in an economy;
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{2) investment, which is not investment in the Wall Street fi-
nancial sense but investment in the sense that the economy is
using its resources to build productive equipment— to build
plants, to build machines -— to expand its capital resources;
(3) governmental services, which can be conceived of as a kind
of consumption if you like but which is such a different kind of
animal that it probably ought to be described separately as the
coat of governmental administration; and (4) while miltary ac-
tivity, this normally is included as part of government services,
but I want to separate military activity from other government
activities.

How do these components break down at the present time
in Western Europe? Very broadly speaking, something more
than two-thirds of the total economic activity of the Western
European counfries is devoted to consumption in peacetime. It
is somewhat lower in Germany and France, for example, than
it i3 in the United Kingdom. In the United Kingdom, consumption
probably takes over 70% ; in Germany and France, it is probably
closer to 656% -68%.

There is a very much wider range of variation in the
other three activities. Currently, the United Kingdom has the
highest proportion of its total economic activity devoted to de-
fense activities, running somewhere in the neighborhood of 10%,
depending upon how you compute it. Of course, Germany has
probably the lowest proportion devoted to this category simply
because she has not been allowed to devote any more so far. That
will rise quite sharply as the new agreements reached at London
and Paris go into effect. There are some defense activities in the
form of police units and so on in Germany, so that something like 4%
of Germany's total product goes into defense at the present time.
France is not very much better, with somewhere around 6% of
her product devoted to military output.

Investment takes another part of output, which, again,
varies widely from country to country. The United Kingdom is

httyg:‘i/digital—commons.usnwc.edu/nwc—review/vols/iss 10/4



Millikan: Economic Potential of Western Europe for War

plowing 13%-16% of its resources back in the form of new capi-
tal equipment. Germany has a very high rate of investment, with
a fifth of her resources currently going into capital for the expan-
sion of her economy. France, similarly (and rather unexpectedly),
has quite a high ratio of investment to total gross product.

But if we compare the Western European countries, which
have a pattern very similar to that of the United States (currently
our consumption rate is a little lower, or about 64% ; our defense
rate is about 14%; our investment is about 19% ; and our non-
defense government rate is about 8% ), with the Soviet Union, we
gee that our gross national product comparisons have considerably
overstated the economic resources devoted to defense in the West.
It is anybody’s guess as to the level of consumption in Russia
because the figures are so hard to interpret, but the share is down
around 509% instead of 65% or 70%. Investment and defense, to-
gether, provide a total of in the neighborhood of 40% of the
Soviet product. The dividing line between investment and defense
expenditures in the Soviet Union is a very narrow one because
a tank plant may be listed as a tractor plani; a plant that pro-
duces trucks exclusively for military use may be listed as an
automobile plant, and so on. Because so much of the investment
in the Soviet Union has a distinetly military bias — because so
much of the plant and equipment that is produced there is pro-
duced with an eye at least to military results as well as to others
— not only is her share of investment In defense currently very
much larger than that of Western Europe, but that share is much
more effectively focused on defense production than is the case in
Western Europe.

Of course this does not answer the question of what Wes-
tern Europe could do about this, but it does tell us what the
situation is at the present time. To what degree could military
production be expanded in the event of erisis, specifically in the
event of war, in Western Europe? I have already given you my
conviction that at best, because of the over-all application of Mil-
likan’s Law, it could not be expanded to more than 50% of gross
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product. But could we get anywhere near that amount? Could
we go up from the very low level currently ruling for most of
these countries — 6%-10% —to anything substantially higher?

This problem breaks down into two pieces: (1) How much
could non-defense activities be squeezed and still maintain the
civilian economies in reasonably good shape? (2) Suppose the ci-
vilian economies could be squeezed this far, could the released re-
sources be used effectively for military purposes?

Both of these questions require the answer to a prior
question: How long a period of time are we talking about? The
principal place where civilian production can be squeezed in most
of the Western Europe countries is not in consumption, although
this can be reduced somewhat, but in the 16%-20% that is going
into investment. A large part of the production of new plant and
equipment in Germany, in England, in France, and in Austria
could be shifted over to much more directly military purposes
without reducing current civilian econsumption at all and without
in the short period running into any serious problems of main-
taining the current economy. If, however, this was done over a
period of five to ten years, the effects would begin to be serious.
Not only would there be failure to replace equipment as it wore
out, but there would be failure to increase productivity and to
advance economic capabilities.

So, in a sense, Western Europe could secure a big increase
in economic capabilities for war in the short run at the sacrifice
of long-run growth and of higher economic capabilities in the
more distant future. This is a dilemma faced in any analysis of
the economic capabilities of a country for war. The economic capa-
bilities for war tomorrow, or over the coming year or two years,
are greater the more you cut into the economic capabilties for
war in a period farther in the future.

In the United States, during World War II, we cut back
our investment, which had been running from 15%-20% of gross
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product in normal periods, to a level of around 6% or lower.
During the war, we achieved a peak of approximately 40% of
our national income or product devoted to strictly military pur-
poses,

Russia, at the peak of the war in 1944, was listing in her
official statistics something like 34% (less than ours) of her total
product in military aetivity, but she was also listing an additional
14% in investment at the peak of the war. It is a pretty good guess
that a substantial part of that investment was serving military
purposes in one way or another. So, we probably ought to look at
the Soviet Union as having allocated at the peak of the war
roughly half of its national income to defense purposes.

Let us look now at the possible cuts in consumption. The
question of how far consumption ean be reduced is, of course, in
part a political question. I am not a political scientist, so I am not
going to talk about this. You will have to get your judgments as
to the will and nerve of the Western European Continent and the
countries composing it from some one more skilled than I. There
are, however, certain strictly economic consgiderations that come
into the problem of how far consumption can be cut. One of the
reasons why you cannot follow the line of argument that I gave
you earlier, simply assuming that you can cut back consumption
everywhere to perhaps $260 per capita because you ean do it in
the Soviet Union, is that patterns of consumption are very deeply
engrained in our whole way of life and in the whole structure of
our economy., For example, if people are used to travelling in auto-
mobiles, to take a case in point, you cannot simply eliminate
automobile transportation because all of the fundamental economie
activities of the country assume the availability of automobiles.
Where people live, the distribution of their homes with respect
to their places of work, and so on, have all been preconditioned
by the existence of this particular element in our consumption
pattern,

Published by U.S. Naval War College Digital Commons, 1955

b7



Naval War College Review, Vol. 8 [1955], No. 10, Art. 4

So one of the resistances to the reduction in consumption
is the degree to which all economic activities are based on certain
kinds of transportation, on the adjustment of heating and clothes
to each other, on refrigeration of food, and the like. The fact
that a civilization has been developed in England, for example,
and in some of the countries on the Continent where clothing and
living practices are adapted to the agsumption that there is going
to be a lot of fuel for heating and where food habits are adapted
to certain assumptions about the kinds of food that are going to
be available, limits the degree to which you can cut consumption
and still maintain productivity of the economy.

There is another factor that works on the opposite side
of the fence. In so far as a lot of the services which consumers
receive and the services or durable pieces of equipment which
they own, that is, are the services of consumers’ capital, you can
in the short run cut back very sharply the proportion of your
production that goes into these durable consumer items, Of course,
this was one of the big elements of fat in the U. S. economy dur-
ing the war. We could cut the output of new automobiles altogether
for a few years without cutting the volume of automobile trans-
portation at all significantly.

The percentage of cuts that are possible in consumption
in Europe are substantially smaller than in the United States.
This is so principally because the share of durable goods in Euro-
pean consumption is very much lower than in American consump-
tion. In other words, there are many fewer things that you could
simply stop producing for two or three years for consumers with-
out really affecting consumer welfare or efficiency in Europe.
For example: in the United Kingdom, per capita food consumption
is about 85% of what it is in the United States. On the other
hand, per capita consumption purchases of transportation equip-
ment are only 5% of what they are in the United States. There
is not a huge autemobile industry that can be turned over rapidly
to making tanks and military equipment.
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The consumption of household goods — refrigerators,
kitchen equipment, and all of that sort of thing — is very much
lower in the United Kingdom, being 34% of that of the U. S., as
against 856% of the U. S. in food. This meana that all of the services
that are performed by household equipment in this country that have
to be performed in the U. K. by the labor of housewives, domestic
servants, or others (or which simply do not get performed) are

elements in consumption which they cannot cut back as we could
do.

Of course, they have advantages over us in some respects.
One of the few types of consumption which is very much higher
in a European country in absolute terms than it is in the United
States is alchoholic beverages in France. The consumption of alco-
holic beverages in France — at U. 8. prices — ig about three times
what it is in the United States per capita. On the other hand,
since this is only 2%-3% of the national income, and since in
any case a French soldier probably has to have wine to fight pro-
perly, not much military advantage could be secured by cuts in
this item,

There is one respect in which Europe is in quite a different
position from the United States. Europe could, by cutting back
on some of her non-durable consumption items — even though she
does not consume large volumes of durables —release some re-
gources which would be very valuable in military production. Broad-
ly, this is hecause it is true of all European countries that a
substantial part of their current consumption is paid for by ex-
ports of capital goods and equipment, of machinery and other
types of durable items. The plants which make these could he
converted to the production of war materials and the raw ma-
terials they consume, in turn, are also the raw materials that a
war program needs. By cutting back on the eonsumption of food,
for example, it would be possible for Europe to save in precisely
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those items which would be important for military purposes, al-
though the resources directly devoted to food production are nor-
mally not resources that can easily be devoted to military
production — land and labor. Europe gets its food to a considerable
degree (this is espeecially true of Great Britain, but it is also true
of several of the Continental countries) not by producing it
themselves but by producing manufactured goods which they ex-
change for food. Therefore, by cutting back on their food imports
and some of their other soft goods imports they could free
resources fairly rapidly for military purposes.

It is possible, in summary, that consumption could be cut
back in Western Europe from 66%-75% of gross product to maybe
b5 %-60% of gross product, but it certainly could not be cut back
to anything like the Soviet percentage. The big place where cuts
would be possible — and where there iz a real potential for ex-
panding military activity — is in investment programs. These can
be cut back as far as you like, depending on how long you think
you can get by without replacing, modernizing, or expanding
plants and equipment.

With all of these economic factors in mind, but extracting
entirely from political factors, one might make a guess that the
proportion of Europe’s total economic resources devoted to mili-
tary purposes could be raised from their present 6%-10% of
gross national product to perhaps 30%-35%. If the program were
properly handled, it would not be until something like perhaps
36% of total Turopean product devoted to defense were reached
that further cuts would begin to be self-defeating because they
would interfere with the productivity of the civilian economy,

Now, I would like to show you one more set ‘of charts
(SEE CHART NO. 3)

because we have talked so far entirely in terms of these broad sec-
tors of production and have not looked at specific commodities at
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Chart 3
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all. Certainly, in the short run, the question of economic potential
for war has to be looked at in terms of the availability of particular
commodities and particular production facilities sinece, in the short
run, it is imposaible to substitute widely within an economy,

If we look at the picture by commodities, relative to the
Soviet Bloc, we see that in a number of key items Europe is better
off than the over-all gross product figures would suggest.

For example, Europe is better off in steel, for she still has a
very substantially higher steel capacity than the Soviet Bloe.

In coal, Europe is somewhat better off. This Soviet Union coal
bar is a little shorter than the Western European coal bar.

In electric power, which of course, is essential to all kinds
of military production, Western Europe is very substantially bet-
ter off than the Soviet Union.

In aluminum, Western Europe is also substantially better
off than the Soviet Union.

From the standpoint of economic potential for war, the
glaring deficiency of the whole of Weatern Europe is in basic pe-
troleum supplies, there being almost no crude oil production at all
on the Continent of Europe. This would be a very serious weakness
if Western Europe were fighting alone. On the other hand, if you
throw in the petroleum supplies over which Western European coun-
tries currently have control, you come out with a figure very sub-
stantially greater than the Soviet Union figure. However, many of
these sources of petroleum are militarily highly vulnerable — such
a8 the whole Middle Eastern area — and therefore perhaps can-
not be counted upon with very great confidence in the event
of hosgtilities.

By and large, the picture which we get from a look at
these specific commodities {and this would not differ much if we
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looked at a lot more of them) i3 to reinforce a bit our judgment
that the economic potential of Western Europe for war is prob-
ably equal to — perhaps greater than — that of the Soviet Union.

In summary, as of the present day the gross ‘national pro-
ducts are about the same. The Soviet Union could devote a sub-
stantially larger fraction of its gross national product to military
purposes than could Western Europe. But, on the other hand,
Western Europe’s resources, because she has engaged in manu-
facturing predominantly and traded manufactures for her im-
ported raw materials and consumption goods, show some edge
over the Soviet Union in the sorts of raw materials and manu-
facturing areas of the economy which are important.to war po-
tential.

I realize that I am over my time, but I want to aspend just
one minute on a final epilogue because I have talked so far entirely
in terms of the present picture. This may give you an undue
degree of smug satisfaction "about the relative economic capa-
bilities of the East and West and the importance of our allies
in this struggle.

This whole picture is changing very rapidly. Over the past
few years, the gross product of the Soviet Union has been ex-
panding at somewhere between 5%-7% per year. This is an
extraordinarily rapid rate of growth. It is roughly twice the rate
of growth of the United States’ gross product and it is also roughly
twice the rate of growth of the Western European product taken
as a whole. Certain Western European countries have shown sur-
prising spurts recently: Germany has been expanding her national
product at 5§%-6% and France has been doing quite well in recent
years, but many of the factors which are responsible for this are
somewhat temporary factors. On the whole, if one were to make
a guess, projecting present trends, I would say the probabilities
would be a Western Kuropean rate of growth of maybe 3% a
year, or roughly half of the Soviet rate.

Published by U.S. Naval War College Digital Commons, 1955 63 23
3



Naval War College Review, Vol. 8 [1955], No. 10, Art. 4

It takes only twenty-five years at this rate of growth for
the Soviets to achieve a position exactly twice the position of
Western Europe in terms of most of the industries that I have
been giving you. Therefore, if you are interested not in war to-
morrow but in war fifteen or twenty years hence, you must become
interested — and very vitally interested —in the growth possi-
bilities of the European economies. The growth possibilities of
the European economies, in turn, depend not so much on their
resources — for they have the resources and the capabilities for
growth — but on problems of administration, problems of morale,
and problems of politics,

Having brought the key question around to a point where
it is once again outside of my field, it is perhaps appropriate
that I should stop.
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