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INTRODUGTION

One of the greatest problemg to~day concerning this country aﬁd
most other nations of the world is the popsibility of another war. Never
before has the world been go preoccupled with war during a time of come
parative peace, A a resﬁlt many questions arise-wquestions which ree
guire & detailed~knewledge of the place of war in a world at psaee**qdes*
tions which have, go far, not been satisfactorily answered, It is our
purpose in a study of the eeenomie agpectes of national defence, to note
some of these prebléma and to promote further understanding éf this inm=
portant phage of national activity. |

' _'Natiénal defence has really a dual cbjecbives to prevent war,

if possible, and to provide for adeqnaﬁe protective measures i? var
should ocour in sgiﬁe.of preventlve measures, Because of the uncer=
tainty of peace, both of these objectives must be pursued simultaneously.
Thus, in consldering the economles of national defence; we shall deal
with those sconomic actions of & natlon which tend to-fn?ther the cauge
of peace along with those which tend te bulld up & greater national war
potential.

The investigation is not to be a detalled one of any partiscular
phase, for the object is not to provide a mase of statistiocal data on.
comparative expenditures nor & detalled treatment in loglstics, These
tasks can be handled with much more success by specialists in the res~
pé@tiﬁe.fielda. Our function is to provide the essential basie background
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against which these problems may be viewéd.‘ We shall also attempt to
adapt any general conclusions to Canada in an attempt to see what general
defence policies it might be advisable for her to follow.

\ The analysie of defence preparations 1s carried on under the
agsunpbion that the nation is preparing to defend iltgelf rather than to
be an aggressor. However, once & wir commences, these two positions be-
some indigtinguishable and, %herefera; much af the analysis in this re~
gard could equally well be labelled ﬁhe asgonomics of war, Many actual
wartime measurea and policieg are diséugaed, for only if they are fully
undergteod will we be able to lay plagg ﬁa prepare for them ahead of tinme,
_ The gocial and political variables, and the human element all
enter go distinetly into any war or peace analysls that it ls Impossible
to leave them out and present & purely economic picture., Indeed, a
purely economic pleture would have little meaning. However, in keeping
with the title these facgtoras, especlally the political one, are reduced
in importance as much ag geems redgonsble, '

The treatment beging with a general svurvey of the factors esasen~
tial to & ‘var potential, This is followed in Chapter 1l by an amalysis
of the pf{éary economic causes of war and what can be done to alleviate
them, -A summary treatment of the costs of war concludes the chapter,:
The following two chapters are devoted to a congideration of what can
be gccémplishsd before and during a war, by government policy and in=
dividuel action, o strengthen the economy sgainst sttack and, et the
game time, maintain a reasonable balance between defence and regular,
consumer expenditures, The fisecal controls and other policles of govern-

ment are discusped in Chapter 111, while Chspter 1V deals with



production potential. The final chapter is & conclusion in which we try
ﬁe sunmarize what we have found to be the lmportant questiong in our
economy to=day with regard to defence and whet possible soluﬁiens there
may,’liae to them,



CHAPTER I
THE BASIC ELEMENTS OF A WAR PCTENTIAL -

If we are pgoing to discuss a nationts defence intelligently,
it is necessary to have a true conception of just what thexecanomic.reé
guirements of modern war are, No defense plan is adequate which does
not consider the buglc factors necessary to effestively FrQseéute a war
and how the resources of the nation would measure up to the gegd‘iﬂ an
emergency. There has already been & great deal of wriﬁing»aﬁéghia pare
ticular aspeect of war economies, bubt because of ite importance, it i$' 'f
necessary to investipgete 1t quite carefully before proceeding with a =
more ppecific analysis,

Prince Eugane of Savoy once gaid that the three majer require«
ments of war are money, money, and more money.,, To-day, houwsver,; a ceun%:
try requires in a general sense, aslde from strateglec necessities, a
trained, efficient and fairly large populsce; a highly developed Indus«
trial system; an adequate supply of the raw matérials needed in mecha«
nized wary and organizational experience. 4 éetailed sur&ey of. these
needs and the means of satisfying them is what we will undertake iu. this
chapter. 7
| In esnhidering population, the size; the distribution by agey

sex and occupation, the mental and the manual skill all are important
in determining the potential strength of a nation,

When we speak of raw materials, we include such things as
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5
minerals, metallic and non-metallic, as well as food and other products
of the soil. The importance of available substiﬁutes for those raw
matorials which are lacking ﬂan:ﬁot be cvgr!estimated, sgince no country
possesses all the raw materials necessary in modern war,

The true indusirial pétengial of a nation ig the composite ree«
_sult of the facilities of production, distribution, transportation, and
finance, A shortage of any of the factéra of production (land, labour,
capital, or entreprensurship) will seriously affsct this potential.
Similarly, if 4iffioulties develop in the transportation and distribution
of goods or in the general financial structure of the economy, then the
nation iz in for trouble in time of war, | |

The geography of & country is another factor in war potential
that we will conslder here and which will come up agsin when we touch
on the causes of war, in the next chapter,

All these factors are of no use, however; unless the nation has
the "know=how" and the experlence, the psychologleal desire and pover,
to weld these requirements into a fighting forece which obtains the maxie
mum defense potential pogsible;, for the least posmsible expenditure, in
time of peace and the maximum war effort, with the least possible delay,
in time of actual or imminent conflict,

He will now look at easch one of these factors in detsil,

Population or Manpowsr
Obviously the most basiecally important of all resources for
national defence is the people who live in the nation, It is the ac-

tione of men which originate wars and presents the necessity of



6
preparing for them. It ig the manpower which carries on these waréa A
nation can:ﬁave virtually nothing else but people and still survive, yet
the gﬁe&test industrial nation in the world would disappear in an instant
if there was no manpower present to meke use of its potential, The age-
of the meehanical man is not yet here. Thus manpovwer in ite dual role
as the perpetrator of war as well as a participant, is the most esgentisl
fagtor necessary in considering a war or defense poliey,

In early times the gize of the population was of primsry impore
tanée, .Hén‘fough% with their own weapone; and the move there were to
fight the better chance there was of winning., This is true to-day,; touy
agsuming equality efrweapons and gkills;, an assumption which, we shall
gee, apgumes awvay & major problem, The emphasia.placed'an the size of
population ié ghoun in our own times by the practices to encourage popu~
lation growth in Germany, Itely, end Japans-guch ag marriege loans, large= ‘
famdly benefits and bachelor taxes--which we&e inspired, at least partly,
by the military preparedness ldea., From this vlewpoint one might ques~
tion the motives for Canadat's Pamily Allowance! '

But even in medisval times the whole population did not fight;

The women and ehildren and ths very old -stayed at home, To nomadie
groups they vere a retardment of mobilitys in more modern times they
are a segment of the population vwhich hag to be provided for; war or no
war, This does not present any strateglc problem unlegs the proportion
of those who are to be protected varies between nationas, The ordinary
working force of males hetueen fifteen and forty-nine years of age in=
eludes the chief providors and protectors of & community. - The relative

size of this foree to the population is one of the echief factors in
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determining the atrength of the nation, To-day the lmportance of the-
production of the weapone of war mekes the demand on this group doubly
psevere, Thus we may say that, other things being equal, the larger the
pOpul&tion, and thé Jarger the precentage meles fifteen to forty-nine,
the more potent will be the striking.force of the nation population=
wize., A rough estimate 1s that this group compomes tuenty-five per cent
of the population, in & normsl digtribution.>

Absolute size is the outward appearance of g nations manﬁawer
petentlal, However, more recent wars have demonsbtrated that there are
certain labor reserves from which neceseary workers may be obtained, in-
time of necessity, workers who would not, créiﬁarilysdﬁe svailable,

1, It is estimated that approximately another twenty-five per cent of
the population is made up of women, eléér men, and older children
who can be effectlvely used in certain types of work to help suppert
the overburdened lebor supply.g'

2, People who have been umemployed or sub-marginslly employed provide
one of the most valuable stores of reserve labor,

3, Certain gervices may be expaﬁdeﬁ without hurting the war effeft (es8ge
a dogtor can serve more patients),

4e Some nations have used priscners of war and conguered peoples to
augment thelr labor supply. Foreign labor may be imported., Both
of these methods are rather impractical and of little real value
becanse of lack of interest or incentive on the part of the workers,

and because of the diffieulty in transporting labor in war time.

1H. Mendershéusen, ine LEOncmlces
Ine,, 1940); p. 13.

*Tbid.

- e r——e

of War (New York: Frentice~Hall




8
It would be better to carry on the aetual trade in the desired‘gocda
in gome cases,

5, The seme argument epplies to the use of colonial labor, However
coloniel soldiers and mercenaries are a direct addition so long asg
they can be transported to the battleground, since their physical
presence is required, | |

6, Another factor which can add to the poteniisl of a nations limited
manpower is the use of laborwgaving devices. The problem here, how=
ever, is that it tekes time to develop these devices and consequently
the probable length of the war must be congidered. The effectives=
ness of this measure depends on the actual amount of labor saved,
The new de#ice=must, in the long run, save substantially more man-
power than its development requires,

Having obtained as large a labor force asp the availsble popu=
lation will allow, we must determine Just how this force will be utilized.
WQAwill now investigate the need for manpower in the armed férces and
industry. The importance of quality as well ag quantity ie not being
overlooked, but it 1s necessary, first of all, to ses what gualities
are required,

The large army seeme here to stay for a considerable time yet.
The demands of the army for equipment are becoming astronomical, Conse=
guently there is a dual demand for the available manpowers for fighting,
and for production. The modern scldier requires much more training than
his earlier counterparte-this takes time, The high replacement rate in
such specilalized trades as airerew and tank erew; where the average com=

bat life is one~third to one~half a year; necepsitates a large supply 6f
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high qualiﬁy manpowers At the same time, the demands cf'induatry for
labor increase during wartime, and this is espeolally true of certain
skilled trodes, |
_ Thus the present problem is to élloeate the avallable manpewér
between the armed forces and industry. There is no point in héving lots
of equipment with no one tevuée it, or vice versa, Our selection is
alded gsomewhat, at least in the western world, ss certein people are phy=~
sloally, or pesychologically unable to gerve in the aymed feﬁces. Algo,
certain skilled workers are obviously of more use in indugtry than in
the army,
The size of the war and its length determine the impertance of
this allocation, The size determines the extent to which the measures
must be carried out, The length determines whether the opportunity to
train workers and the armed forces will be present, and how many can be
trained, This lg especlally important in industry where one must decide
whether to concentrate on present productlon or intellectusl development
for new weapons.
Thus we can see that war has become a very apeclaligzed businesée
To operate modern vweapons requireg much ﬁraining and skill, Consequently,
larger standing armieg, or else more substential trained reserves (the
latter is effectivel&.what the ancients ha@ in that each man wag already
qualified for his post in the army) are xe%uired, At the pame time, the
production of the weapons of war requires more workers at home. Trained
meng like engineers, are greatly in demand during wartime. These two
forces are vying for the labor supply, and both ?eﬁuire akilled men,

Here 1s where quality comes in,
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The quelity of & nations people depends ony (1) their degree of
intelligence; (2) their degree of industrial ekill, (3) their general
health;, Intelligence can be measured by congldering the percentasge of
secondary and higher education in the pepulatien,l The degres of indus»
trial 8kill is indlcated by the pescetime production of the country,
The higher the productivity of the worksr, the more men can be released
for the army and essential induetry. Spilegel says that a speclalized
country, which is producing those commodities which it is best able to
produce, wlll have more manpower available for militery purposes. This
would be perfectly true if it'were not baged on the premise of unrestricted
trade, a rather unreal assﬁépﬁion_taday, Naturally, the grester the de=
gree to which peasetime and wartime occupations correspond, the more
efficient will be the trangition and the setusl war production, The gene=
ral health of the populace may be indicated by the infant mortality rate.2
In general, men have become taller and heavier in North Ameriea in the
last twenty~five years. Training in sporis, as well as proper eating can
improve the standard markedly--the example of ﬂ?S,S,R, being prominent
in this regard,

Political homogeniety of the population is another desirable
quality for the successful pursuit of a war and algo a defense policy,
" & o » & people unanimouely supporting the warfare of its government
will produce a war effort superior to that of any equally strong but

politically divided nation,">

l HoWe Sple§el, A table for several countries is found in The gg ono=
cg of Total War (Mew Yorks D, Appletoanentury Co, Ine,; 1942), p. 56.

glbiﬁg Pe 51&e

BMenderehausen, ope _¢it., p. 18
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Minority groups within a nation can stir up a great desl of trouble, if

they so desire, Even colonies can change from an assset to a liability,

if they do not concur with the peliéiea of the mother country,

The deneity of the population in e country is an important con=
sideration also, As compared with thinly populated districte, densely
populated areas are; easier to defend agsinst ground atiack, more indus-
trialized, more easily mobilized and very vulnerable to air attack,

In gsummary of this section on population we may say thats
1. Manpower is one of the most necesgary of all resources for war or

preparation for war.

2. The effective compositlion, quality, productivity, efficiency, and
density of the population of any country are all important when con=
gidering ite war potential, ae is anything that asffects these factors,

3.. A very congiderable problem of orpanization of available manpower be=
tween industry and the armed forces faces a country in time of war,

Le When a country assigne various tasks out before hand so that there
are enough people doing everything«~that is; fhe human resourced are
efficiently allocated«1t will be more powerful than any othef nation
which is not in a similar condition,

We next deal with reaw materials and their importance.

Raw Materials
It is obvious that a nation must have a supply of the raw mate-
rials that are necessary for the production of the weapons of war, At
firet glance; it might peem that any nation which had sufficient supplieai

in peacetime sghould be able to hold its own during wartime, There are
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tuwo mai# difficulties here, however. Firstly, the resources needed in
vartime do not necessarily correspond with those used in peacetime., This
is especially true with regard to the quantity of certain materials that
are required., Secondly, during peacetime a country is able to trade with
reasonable freedom to obtaln any esmsentials she may be lacking, This
may become very difficult in time of war, especlally if the supply le
controlled by the enemy. The importance of this last point is empha=-
gilzed by the fact that "no nation on the face of the earth has within
its boundaries sufficlent sources of supply to make possible complete

"l; The difference betwaen home production and cons

mineral independence,
gumption detérmines the additional amount of a raw material that is
needed, Just what effect on local shortages the modern trend into large
economic and statepic unions, like the Atlantie Pact group, will have
is not ag clear as it might appear., There will aluayse,; it seems, be some
shortages and distribution is not e simple problem to golves _

It might be advieable to define Just what is meant by raw materials.
Raw materials consist of basic foodstuffs, like grain and meat, and bae
slc industrial materials obtained mainly by extractive industriea,2 Me=
tallic, non-metalliec, and organic minerals are included in this latter
groups The important raw materials vary from time to time but, in any
one period; are approximately the same for all countries, allowing at
least a& partial calculation of their relative potential, Materials may

be classified ass (1) strategic~-those which a country does not have,

(2) eritical~~those of which & country has only some of, (3) essentiale

lG» Ao Roush, Strategic Minera

_ (New Yorks McGraw-Hill
Book GO:, 1939)3 Po 1.

gmendershausen, ope ¢itsy Po 22



13

thoge of which a country has all 1t needs now; but future developments
may move it into clams (2) or (1), These terms pretty well measure the
accegalblility of the raw materdial with relation to its importance for
a nation,

Consequently we can see the need for a sort of national insurance.
This would involve obtaining an adequate reserve supply of all resources
which fall within the strategic or critlcal range, During actual wartime,
any material of which additional supplies would be useful in the further=
ance of the war effort might be.classed as critical. Let ug lock at
these regources in more detall,

dptuffa, =~People muet be well fed to maintain their efficiency

and morale, The harder péople work, the mére food they need and, if the
food is uﬁsatisfaatary;‘discontant and a fall in production will result;
Just what food is expected by the people varies with what they normally

have, It would réquire much less to keep a Chinese happy than an Amerl=-
can, The modern trend towsrd dehydrated food and vitemin pills is very

fine in so far asg transportation and preparation on the battlefield are

econcerned, However; there is the psychologieal revolution at a dinner

of vitamin pills and poudered food which must be considérea.

It is obvious that a country muet have & sufficient food supply
at>all times, The trouble for some countries arises when thelr supply
of imported food is cut off, Thus, intensive cultivation, during ware
time in such countries, may tend to ruin the soll for £uture usej and
the last ditch slaughter of breeding animals can lesd to severe short-
ages later, even if the war is ﬁon. Some countries; like Britain and

Italy, sre not self-sufficient in food because the cost of productieon
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is too high and the land area g not great enough. The first of these
factors can be partially overlooked, if necessary, but the second is a
definite resource shoriage which could force these countries into star=~
vation nﬂéef“anisffeetive bloekade,l

The use of primary rather than secondary foeds; along with the -
development of mesns of préserving and trangporting perishable foods,
will enable & nation to use ﬁh&t food resources it has more effeetively,

broken down Inte metallic, non~metalllic, and organic resources, Those

plg. ~As mentioned indugtrial materials may be

minerals deemed to be important at present includes iron ore, manganese,
vapadivm, nickel, chromium, eluminium, magnesivm, antimony, mercury and
piﬁ%ihu@,?. The length of this list shows the importance bf netallic re-
gources, Only Russia and the United States are self-gufficient in both
iron and ecal, the tuwo main essentials of the important steel industry,
A table of the ability of a country to supply ite army with goods tends-
to exapgpgerate the strength of the smaller countries but is more accurate
than a comparison of absolute supplies, Even then figures obtalned are
not aecurate due to & certain amount of secrecy.

Hon=metallic resources like mica, iodine and nitrogen are impore-
tant, The power resources of oil, coal, ané hydro=eléctric power are
also included under this clagsification, Coal is used in manufacturing
and transportation but petroleum products are tending to replace coal
in the latter field. Indeed oil might be said to be the most vital sin-

gle material for & modern war machline, as exemplified by the fact that

lspiegeI, ops Cltes po 275, Splegel also quotes & table of self«
sufficiengy for various countries in food in 1937.

QSpiegel, ope_€ite, p. 220, and Mendershausen, op..cit,, ps 26.
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few countries have oil supplies-but almogt all possegs reflneries,
Electric power is the main source of energy for induptry but, as wite
negsed in posb-war péried in Ontario, it tekes years of plamning to ob=
tain an additional supply. The output of existing plants may be ralsed,
hovever; by more continuocus operation of the eqnipmeﬁt, by the netting of
output of large aress, by increasing rate of flow of water over the dam,
or by the erection of steam plants,

Qrgaﬁiegreseurces such a8 textiles, Jute, and rubber ave also
important, They lend themselves more easily to synthetic production than
do the other classes, The aveilability of timber is important in this .
rogard, However,; certaln producte, like #ilk for gunpowder bags, have
no satlsfactory substitute and can prove to be key resources,

-4g hag already been indicated, the actual rau materiala-present
méy be augmented by rageneiatian or by the use of substitutes. Scrap
iron can be used 1n plase of iron ore, and rubber can be reclaimed, 8Sub=
gtitutes originate during wariime out of neceasity, They areAndt nager
gearily lower in quality or higher in price than the origimnel. Indeed,

a development like synthetle rubber ia actually supsrior for many uses
to the natural product, War tends to glve the inventive impetus, and

to allow the ordinarily non-economic oapital expenditure, for new plents
vhich have allowed many new mgtarials to be developed which otherwise
would, perhaps, never have appeared, However, the usual case is that

a eubsﬁitute, if the quality approaches that of the original, is more
expensive, Nevertheless, since a poorer quality or a more expensive
good may suffice in the absence of the more deairable raw material, the

possibility of substitutes should not be overlooked in calculating the
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the economic potentlal of a natlon,

. The importance of raw méteriala indicates that a nation must

plan to augment and increase the supply of those materials.whieh are.

strateglic or eritical so that 1% will not be at an extreme disadﬁantage

in the event of war, The following is & list of advieable public policies
to develop and maintaln the required supplies,

1+ The collection cfAinformation concerning the availsble supplies, both
4n the home country and from foreign sources, and the channels through
which these supplies are obtainable, A knowledge of the size of
military and civilian requiremente is slso important,

2,: Restriction ef-eénaumptian of gtrategle materials in non-egsential
lines 1s required, Control of distribution, through rationing and
priorities, will be necessary with all commodities in short supply,
Reduced consumption, in go far ms 1t frees resources which can be
uged for war purposes, direcitly or indirectly; is valvable, Reduced
investment in non~esgentinl lines &ccqmpliéhes the game purpose Ey
releagling producer goods for war congtruction,

3. Conservation avoids the wasting of resources which, one day, mey prove
invaluable, This mﬁy‘be'aehieved in pome cases again by reducing
production of non~essentlals,

he An enlarged pesce time production, where feasible, plus a meana for
rapid incresse over normal outpul as soon as an emergency develops,
accomplish the object of increasing production, Here we mean a net

»1ncra§ae in p:oduetien, not an increage in one line at the expeﬂse
of another., fretectianiat tarifﬁg may prove to be more of & handi-

cap, through uging:up.liﬁitad raégurceag than a benefit, through the
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egtablishment of plants which results.
Recovery or ragéneration of materials may be sconomically desiréblé
in wértime, when it does not pay in pescetime, BSecondary metels are
partlcularily suitable for sslvage.
Stimulation of substitutes is a worthwhile policy and, as pointed
out earlier, cnce they are mess produced they may prove to be
cheaper than the original products, Substitutes, like plastics,
uwaually require factories which are much more vulnerable to air
attacks than are raw meterial sources, From the point of view of
the war economy, limits for deficit substitute production are reached
uhen other essential needs begin to suffer,
The eeilectien‘cf stockpiles is one of the most obvious means of
preparing for war, By building up large reserves of products ir ace
tual peacetime usge a supply le obtained which may be diverted to war
production if necessary without risk of waste, 'Roushl recommends 8

one to two year supply of all strategic materials and emphasizes that

‘these stocks should be made from foreign supplies, or else there is

no net gain,

Thie leads into a stimulation of imports and contrel of exmports.
Tariffs, embargoes and export qﬁotas are the weapons used to accom~
plish the desired control. In this respactAit‘is{important to main=
tain friendly relations with taource” countries, a d4ifficult task
when one is trying to obtain as much as possible and give as little
ae pogeible in return. Excessive imports in peascetime, with reduced

domestic production, may enable larger imports to be obtained

lﬁﬂuﬁhg PP clt,, p.22,
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durihg wartime, than ctherulse wéula be pessible, The conflici ber
tween commercisl and politicsl Intervests i1s what zllous the countries
who normally would not have enough baglc materials to build up a war
machine to do so with imported commodities, Commerclal interests
want to expand thelr markets and, so fayr, they have won out, The
League of Rations tried to use "sanctions® to cut agreéser rations
off from étrategic supplies;, but political reasons caused this
meapure to fall,
The protection of domestic supplies from the enemy is essential,
There is not much point in collecting large vesgerves 1f sabotage or
air attack destroys them when they are most needed, Enemy invasion
of a source of supply could also prove disasterous. The development
of blitzkrieg tectic has also wmade economic defence important,
it iz algo to the advantage of a nation to use military and diplomatic
strategy to obtain sources of supply which would not otherwlse be
available,
The converse of the latter two is to destroy the supplies of the enemy
and prevent him from obtaining new omeg, Blockades, and the coercion
of neutrals are common policies in this regard.
Under our present system of profit motive and individual demand in
the businese enterprise economy, preduction is normélly determined
by the law of demand and supply, through the price eyﬁtamal This
system faills to take into conmideration collective benefite. A
person contemplating the purchage of two commééitiee,kone of which

ie direly needed in time of war, does not consider this fact and

1 .
Mendershausen,; op, cite, ppe 30=34.
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purchase that article, so as %o inerease production potential, &ince
these collective wants benefit everyone, all sghould contribute, "For
soclety as a whole, production of a commodity is economically reasone
able if the soelal valuation of output exceeds sociel eoahs"% where
"goclal® refers to private plue collective benefits, In a case
where this 1g true, and yet private costs exceed private value,
gubgidization out of collective, or government funds le Juetified,
Thus, government action in implementing plans for the obtaining and
allocation of resources is necessary. They will not sutomatically
appear when the need ariges,
In coneluding thip gection, we can see that the self=sufficlency
of a natlon so far ag raw materials ere concerned is a most desirable,
if not completely attainsble, end, The time element in utilizing thege
raw materials in the event of an emergency is even more important, hous
evers, It is pomsible for a country poor in raw materials to defeat an
adversary much richer in this raspeaﬁ, in a fast, ghort war, An sbune
dance of natural resources ig of little use to a country, if it can be
defented before its material power can he used with effectiveness, Conw
pequently constant preparedness in the fleld of raw materials is the
beat defensive meve any rich country, can make, Under such circumstances
no peorer country, other things being equal, would dare attack, for ite
main advantage, surprise, would be non=existent,
In any scheme for utilization of reﬁou}ees, the industrial state
of a nation is important also, and it is to an examination of this nation~

al repource that we now turn.

- :
Ibid, pe.32,
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Industrial Potentigl

One has only to consider the iﬁmenae quantiﬁy of arms and ﬁuniﬁ
tiong, tanks and planes, and so on that are consumed in just one day of
© war Yo realize how important the supply of these materials is to an army,
Tha‘“blanket tactics" of modern warfare are particularily‘demandiﬁg of
military supplies. Almost all of these goods require some, and most &
great deal of , manmufacturing. Thus, Qithéut the indusﬁfi&l plant to pros
duce the gequireﬂ veapons quickly and staadiiy,_the mnost efficient army
is helpless, Indeed & modern war ls a war of machines; not heros, and
the chief figure is jueb as li?ely to ke an engineer or & physicist as
a generalsl

In discugeing the prablems arising in theriééustrial line ue afeg
perferee, as&uming the country passesses a certain amount of industrisl
plant, any countries which do not will have few mobillzation problems,
and, let us hopes; no military ones! Naturally, other things being equal,
the larger, the meée modern, and the more efficlent the induétrial plant,
and the more complete the divislon of labor; the greater will be the in=
dustrial potential, The first taek then facing any industrial country
is the conversion from & ﬁe&eetime to a wartime productlion set ups This
must be carried on both rapidly and completely, 4 lﬁtér‘seetien on in=-
dustrial preparedness deals with peeunliar industrial problems iﬁ thie

important line,

1

Ga E. Ayres, “Dapendence of War on Economie Organization,¥
i Th mles War, ed. J. M, Clark;, W, H., Hamilton, and
Gniversity of Chicago Press, 1918).

He G, Mouiten;fChicmgeir
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Asguming the technical transformaetion from produeing toy guns
to renl ones hap taken place, the next problem 1s how to augment producs
tion so ag to obtain the greatest possible volume of the required products.
- The result is true industrial war potential, Augmented production can
be obtsined bys (1) teking up glack in the regources of the eganamyg’(z)
tranaferring resources from less essential to more essential iﬂdust§ies,
(3) depleting existing capital resources.,

Slack takes three fbrma;l (a) uvnemployment, which is easily dealt
with, (b) leisure time, which can be reduced by employing the old, the
youngs and’gegtlem@n of leigure, and by allowing longer hours for thoge
already working, (e) work stoppages which may be reduced volunterily or
by law, If appeal %o patriotism does not achieve the objective in the
above cages coerciony along the lines of congeription and govermment pro=
hibition, may be necessary, Higher taxes, by lowering net income tend,
to & certain point, to meke people work harder also, The question of
longer hours 1s complicated by the faet that, if they are too long, pro=
duetivity tends to fall (beyond 8«10 hours in most industries totel pro=
dugtivity tends to decline®), One point of interest heve, 1s the drop
in employment during the changeover period, s seeming paradox in an hour
of criasiel

The transfer of regources from cﬁe industry to a more emgential
one ig done on the bagls of priorities and registration of workers. The

key point is that we must distinguigh betwsen an addition and a diversion.

;A, C. Pigou, Q Politioal Economy of War (Londona MacHillan and
Cch Ltfiq 194@)9 hﬁp«n 113»-

“R, A» Lester, Eoonomics of Labor (New Yorks The MacMillan Co.,
1948)y pe 349,
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The net result of any movement is not measured by the new productivity
but by the change in productivity., The change in needs may add some
gomplication to the computation of this f&e%or.' Also, there is no point
in reduelng nonwesgential induvetry if agents thus releaged cannot be
used in more essential industriss. BSkilled labor is an example of this
gituation, ;

The depletlon of existing eapital'faeilitates greater war effort
by several meanss (&) a direct canfiacahiaﬁ‘of certain equipment like
alreraft for war use may teke place=-~inventories and liquid eapital may
also be reduced, (b) ﬁanmreglaaement«~merely repair—~of machinery ag
it wears outj or even actusl sale of machinery, by means of securities,
to foreign sources in return for munitions (this latter methed is gaeé
~only when the foreign country thinks that you will win), () foreign
securities ave more liguid than domestic ones and are valuable for the
purehase of munitions on the world merket, (d) foreign loans msy be are
ranged,; depending on the risk. An arbitrary estimate by Pigoul is that
a diversion of one~half of real income to war purposes can be obiained
by these meana combined with the reduced persopal consumption and invastw
ment, dealt with above, under regource consgrvabtion. This estimate does
not include forelgn securitiee held, or loans which might be possible,
because the value of these ls difficult to caleulate outside of the se<
tual circumstances. Thug, we can increase our avallable manufactured
material by devious means, beslides a direct ineremse in production,

We may distinguish between the sources of "real war fund® which

affect the future; The general conclusion is that resources obtained

lPigau, ops_Cltes Po 424
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by using up exisbing capital or refraining from production of new capital
wholly hit the-future? while those ébt&ined by dlvertlng resources from
gurrent gonsumptilon m&@ﬁly hit the present. In the latber case we_m&st
congider the effects upon heslth snd morsle of the reduced consumption,

Obviously government control of productive resources is going
to be necessary vhen fofty to £ifty per cent of the economic effort of .
a nation is suddenly piped: off to war. Ina demoeracy this control muet
be newly imposed and, logically enough, it follows. that the more people
do voluntarily the less will have to be imposed, since all controls |
have ultimately to do with peoplss -This proﬁlem is eonsidersd later
in more detail. _

The next thing to conulder i the value of gelentific development
velated to production, "The whole curriculum of physicel and ratural
selences and their applications are each of thém fundamentslly essential
in modern werfare. Almost noue could be spared and the war carried on l
successfully, " Cowoperation among all soiences is the keynote and the
development of acousties, photographic mep making and wireless 5ig§alling
are examples éf such gc?operatien, For insténce chemlstry is used for
making polsonous gases, and even the meterologist can be very important.
Such apparently remote tools as the theory of probability are also used,
Burgessg pights an artillery $§at as an example of the highly complex
integration of industrial and humen resources necessary in modern war,

On the surface, seientific research develops war instruments and,

therefore, constitutes a threat to an agressor, It also tends %o

G, K. Burﬁeqs, "The Sélentifie Bagls of War Technique," Glark,
Hemilton and Moulton, op, ¢it., p. 108,

21bid,
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- gtrengthen a nation internally through enriching the nation with peace-
time applications and by providing research opportunities. It can easily
be'seeﬁ-that any nation which is mechanically ninded will haﬁﬁ a stra-
- teéic édvantage in mechanized varfare over a nation that is not. There
is, however, one important qualification to sclentific "know=how" and
_thét ie industrial "knowshow", The time it takes to transform an ides
into actual maés production is to-day virtually as important as the ori-
ginal discovery. As an example of lag, the first successful jet engine,
wap tested in Germany in 1940 but it was 1943 before Jet aircraft ap=
peared in combat, even with what must bave been a terrific effort for
speedy production, The usual circumstances find the most scientifie
nation one ofAthermost technicaily advanced as well,

We have already considered the importance of human resources to
& war ecaﬁomy and especially thavallgcatien of these resdurces, Some
uriters feel that»eonacriptien of the lebour foree is just as important
as consoription of men by the Military., Indeed, many technical and
managerial workers can be more effectively employed at their regular job
than in the ermy, GConsequently, nations have tended more and more to
regulate labor on the home fronmt, For instance, national reglstration
implies éompulsory military an& industrial employment for all those ables
Einzigl claims that all workers should be treated as if they were in the
army, Managemenb, union, and labor should all bury the hatchet and the
government could act as a super=efficlent overseer,

Skilled labor is alvays in great demand in wartime and invariably

~ 1p, Einzig, Economic FProblems of The Next War (London: MaecMillan
and Co, Ltd., 1939), Ch&pn 111,
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in short supply. The long run effect of this is favorabls, however, in
that it stimulates an increase in skills eomplimentary to the increase
in technology. During wartime, produetivity of labor has forces tending
to pull it both up and down., Full operation of factories at close to
optimum production, speed up, and longer hours, plus patriotism--all tend
to increase production, Inferior workers and materials, lower standards,
the rise in accident rate due to speed up, longer hours and leas food,
the psychologlical reaction to the. shortage of houses, poor transportation,
and air raids=-all tend to slow production down, These latter factors
are highly variable but tend to become more important, as the length of
the war increaseéq

Another factor which is important in considering industrial
potential ig trangportation. A country with a good railrcoad system bas
the advantagé of being able to move raw materials and the finished proe
duct where it is wanted when it is wanted, The railway is still one of
the major meang of transport and plans for rgpairing traek in cage of
necegsity should be made, Defense of rolling stock, bridges and stations
is imporﬁantg Similariiyg trucking routes and air fields are vital means
of internal transport; and plans for their protection and efficient use .
are also essential,
" Statistics provide a measure of the need for, and the distriw
butién of, the product of Industry, as well as indicating the magnitude
of the actual production, What materials and human resources are availe
able is alsc important information., Tab should be kept on losses suffered
and replaeementg should be produced as soon as possible,

In this section little has been gaid about the actual mechsnies
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of industry and. the economic theory back of the factors of production,
These topics can be found adequately dealt with in any elementary book
on "peace" economics and, therefore, only the differences betueen a
peacetime and a wartime economy have been considered., Euphasgis has been
placed upon the importance and effect of increased production along
a few gtrategie lines. Peculiar problems of technological change, trans=

sportation, government control, and labor have also been discussed,

Geography and Strategy

One national resource whicﬁ is frequentiyknat mentiaﬁsﬁ; perhaps
because of the inabllity teo do anything about it, 1 éeegraphical posgi=
tion;l There ara'faw better weapons for defence than a mountaln pass,
as found in northern India 6? Tibet,or the tropleal rains of many equa«
torial countrles, Land forﬁﬁ and eclimate are two of the most impértant
faectore in defence, as well as in the everyday life of a country, Eouﬁ~
 tain renges supply vaeluable strateglo areéq. Water featuraa_detsrmine
the amount of hydro-slecirle power; the kind of soil, and the type of
agrieultuie present, A éeastline may or mey not bs‘ideal for harbours,
and access té the ocean ié strategice for both attack and retreat, The
fact that Britain ils an island has saved her many times from invasion,
but it is her position beside the European hotbed that has caused the
threats to occur in the first place, The general lack of "bumps" in the
geographic shape of the country mey or may not be a help in defence bub
space or area certainly ls, as Russia has found on two historie occas~
glons. It can easily be seen that-any war strategist or defence planner‘

must congider all the geological formations, climatic conditione, water

1&, T. Renner, Global Geography (New York: T.¥, Crowell Co,, 19453),

Chap, XXVI,
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fentures; and the general geographic position of the country, Although
relatively fixed, some may be altered (e.,g. artificial harbours may be
built along with irrigatien projects). A thorough knowledge of geo=
graphlc features 1s neceassary to mske full use of thelr potential strength
or, if necessary, allow for obvious we&knessgl

The strategic importance of colonies might also bs consldered
under this heading, Besides providing a reservoir of labor and raw ma-
terials, they alsolgrevide a place to fight either the original engage~
ment or final resistance, Indeed a friendly country might be said to
accomplish approximately this same purpose, and hence the suppoﬁt and
gtrengthening of friendly nations is a worthwhile move in strategic warw
fare, The Atlantic Pact is & modern reslization of this faot.

The etﬁategy,of war is commonly supposed to be mainly tled up
" with the geographic situatlon, Upon examination we find, however, that
the military strateglst;, as well as requiring this information, must
manage to get emoush supplies distributed in the pight places, As ve
have seen earller, strategy also requires that the enemy 's supplies he
destroyed. Indeed, this is the best melthod; consequently the old idiom
"gitack is the best defence" still appliss, when a eeuntry is actually
at war, An excellent intelligence service is required to bring back in-
formation on enemy productive plans g0 appropriste counter-measures can
be taken and so that effort will nat be needlessly expended in preparing
for improbable eventualities. Thus, evéﬁ the aetuai military war is go=

verned largely by economle considerations, economic in the menme of

1The recent military exercisesin the Cenadian north, especially
Exercise Sweetbrier have ghown the importance of a detailed on the spot
knowledge of geographical conditions so that equipment and strategy nay
be developed accordingly.
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resources, This alight digression into strategy serves only to show the
far reaching effecte of economle factors in war, as well as in peace,
It 18 the actual organizetion of all thege factors into a fighting foree
that really counts however, and it 1s 4o this knotty problem that we ﬁéw

turn,

Orgenization

8o far ve ha#e considered only msterial resources (human, phyai=
eal, industrial, geographic), but even in this material eensideratien'
it has been impossible to aveid mention of "know=how" spirit, efficiency,
patriotism, organization, or whatever term you wish to use, Thus much
of the required organization has already been dealt with in scattered
seuﬁicna; It remainé here to gather these gtray factors together, evén
at the rigk of repetition, to re-emphasize their importance. As an ex~
aﬁple of this~importance it 18 pointed out that in 1917 the north easﬁern
states of the United States, 1f involved in a conflict with the rest of
- North America, would have woni* This féat would be accomplished not only
because of the aectual industrial plents and physleal output which were
avaiiabl@ there, but alée because of the presence of the "know~how" and
organization necessary ;a obtain and maintain that output, |

‘Under modern conditions, war, hecomes a problem of org&nizing-
a nation with a ceritain amount af resources, and a limited number of men,
in guch a menner, as to bring to realization the full strength of the

f,)
nation,” A highly organized war economy 1s, in effect, one big enterprise

lJi R. Findlay, "Industrial Energy as a Military Weapon," Olark,
Hamilton and Moulton, op. eit., pp. 118+120,

EE. Ayres, "Dependence of Wer on Economio Organization," ibid,”
PP 99«102,. .
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with the government ag an averseerel Inflation, war profiteering,

disadvantageous social changes, and postwar repercussiong are all re=

sults of poor organization of the war economy and, therefore, poor gover=

rment management. The position of the govermment ag the chief organizer

is diffienlt, to say the least, but it should attempt to keep the £ollows

ing points in mind.

1.

24

34

The nature and the slze of the war determine, to & large extent, how
much material is necessary an& how to obtain 1t. A small gcsle battle
is not much trouble, It i1s the competetive battle of equals that is
moat destruotive and most difficult, Enemy forees must be mot only
matehed but overmetehed, 4 diffieulty is finding s surplus which

can be moved without completely upsebting the economy.

The people must be induced to do with themgelves and their possessgions
what best fits into the total plan, .In a country of free pecple thie
trangition to severe control is difficult, espeaially in forming a

new military forces The appeal must therefore be well done,

A problem of concentration also evolveg=concentration at the point

_where it is most effective in opposing the enemy or in causing him

to dissipate his forces in the wrong directlion. For instance, sub~
marines can wreak great havoec with relatively little léss of resources,
An interesting problem 1s raised here if calculations should go as~
tray and all one ﬁhase of the economy, say shipping, ls lost. The
governmen£ nust discover these weak links and allow for them, This
economic strategy of war is perhaps the most difficult goverﬁmental

problen,

1

A, Basch, The Eoonomic Warfare (New Yorks Columbia University

Preas, 1941), Chap. 11,
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v Another consideration is that it takes time to organize, Prepara=

tions must be begun a long time in advance of the time when they

| _ will be necesgary. The relabtive size of the army has increased,

e

Ite dependence on the worker has increased, More replacement, more

“transportation, more of everything is nesded, Thus planning is very

neceasary, planning before the war.

Labor and industry must be induced to forget thelr differences and
produge without interruption, Industrial combinstions by restrict-
ing trade may in that way prove to be a good Jdes after all, Bounties
and tariffs need to be arranged so sg to glve protection to war induse-
trice for, ¥ . .+ « o 1f the aim of egonomic policy liez in the optime
um preparation for war conditionm,..., unprofitable industries may
very well be tolerated”,} The problem of adjusting to war an indug~
trial systeﬁ which was built up with no such end in view is not oasY.
Inventive genius, too, mugt somehow be given extra drive,

The organizer is largely reséangible for the morsle of the people.
and propaganda is one of the chief weapons in this respect., However
propaganda can go only so far, The people must intrineleally fesl
that they personally have something at stake in the battle. The

more they feel the thing which is threatened, the longer they will
continue to fight under adverse conditions, The important thing to
renember is that convictlion controls the vast majority of people,

and it is the people who actually fight the war, on all fronts.

There are meny more problems which arise in an economy whieh is

providing for the eventuvality of war, AllL the golved problems of a peace«

ful economy must be altered to allow for defense planning in addition to

the féot that, in itself, war entails problems of lmmense proportions,

lMendersh&usen, ope citey pe33.
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Congequently the above list can be no more than an indicatlon of the
range that probleme may take. The country ﬁhat will win the yar, and
have the beat chence of winninpg the pescs, is the ome that can solve ﬁhese
problems most effectively so as to combine the various resources of the
economy into a hard~hitting, fighting force, the cutting edge of the iﬁ*
dusgtrial machine, without endangering its own life blood through weakenw
ing the supply system., To~day what we must remember is bhat, "the game
 is played on the farm and in the fagtary;'ﬁhe armies merely tally the

wl We might algo add that the gquarter=back on this team is the

BEOTe.
person, or government if you will, who distributes the forces and calls

the plays. Upon him depend the chances of viﬁﬁary,

Wer and Defenae

__We have meen the nevesslbies required when a country is actually
in & state of war, The problems are man&, varied, and difficult, There
is however one gimplification, The country is at war and the main social
aim is the successful progecution of the war, The more total the war is
the more other things are forced into & position secondary to war re=
quirementa. If we aveept the statement that, "the economies of war hes
become & soclal sclence dealing with the economie problems that governe

ment and citlzens have to solve co~operatively when a nation bscomes in=-

-

“ N * y 8 4 A
volved in war,"? then the economics of national defence may be said to

P

cover the same ground except that it is also concerned with the problems

long before the natlion is actually at var,

lEp Ayreﬁ, QQ. cit.; pﬂ 102a
P :
Mendershausen, ops cits:, p. 4.
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The additlon of the word "bhefore" preatly complieates the pfcﬁ
blem in any society and especially in a democracy, Somehow people can
not seem to gét very enthusiasti¢ about prepsring for a nebulous war at
the s&grific;;%f a large part of their income. Rationing, priorities,
régulaticns,'éguns Instead of butter",-sll are inconvenlences put up
with when a§§elutely necegsary but which people refuse, with varying de-
groes of vgﬁemence depending on thei§ political tendencies, to put up
with in tigﬁ of peace,

'Tge problem then becomes that of not only trying to prepare a
countyry for war, bubt alsc of maintaining a certain gtandard of goods and
servicea for the people, In time of pesce. Of what use is 8 war to pre«
serve peace, and freedom, and enterprise (to use the western phraseology)
if the peacve, and freedom, and emterprise, are filled up with prepara=
tions to preserve themaelves in the next war? Under the actual exigencies
of war this problem may be averlémke&, but not when a country is at petce.
If wars beocome toe frequent and are too burdengome for the "ordinary man®,
whieh implies that the burden carries over into peacetime life, then he
is not going to pariake in & warj; he has nothing to gain by winning, no=
thing to lose by defeat, To him the outcome is a mattér of indifference.
This may seem to be an oxaggerated came to some people but one must re-
menber that man's scale of values varies between individuals, Some can
see no reason important emough to justify war, others would rather per=
petrate a world conflict than surrender one grain of gand to an aggressor,
The more severs the trials of war preparation, the more people will be
inclined to feel 1t is not worth while, Obviously, & delicate balance

muast be struek, This balance will be different for sll countries.
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It cen also be easlly seen that the periods of trangition from
war to peace, and peace to war are golng to be difficult, Indeed these
are perhaps the most upseﬁting periods of the economy, The postwar
period, importaent though it ie, does hat come within the realm of de~
fence, however, boyond the possible effects on pre-war and wartime poli=-
c¢les, It should be realized, however, that there can be little planning
for postwar problems, other than on paper, before the war is won., The
war 1ls the thing, to paraphrase Shakespeare, until it Is won, The study
of thils reverse transition 1s a tople in itself and cannot be dealt
with adequately in this treatise. |

Thus, having noted the resource problem facing a nation in its
national defence, along with the effects of peacetime attitudes and tran=~
pitional difficulties in & general manner, we can go on to consider
partioular diffioculties and polieles with the ultimate view of applying

them to Canada's economy to-day,



CHAPTER II
THE CAUSES AND COBTS OF WAR

The Causes of Har

In the last fifty years seéisus writers have shoun great cone
- cern over the causies of war, Two world shaking confliets have added
mach pragtical materdal to thelr arguments; and twe selient faotors
have come farth; Firstly, writers do not agree on what the maln sauses
of war are, and secondly, they do not agree on the best way to overe
ceme.ﬁh@se cauges or, indsed; whether they c¢an bhe overeoms, short of
the perfection of menkind, In thig section we will consider the var=
ious conditions which tend to oulminate in wsr, emphasiving the eson=
omle causes which have been asdvanced, The faotore whieh tend %o
prevent war will also be mentiened, and certain suggestions as to how
the overall situation might be improved will be considered, The
purpvge of this examination may be summerized ag followss "Only by
attempting to anslyse and understend the causes of conflicts emong
netions may we work intelligently to end wars and chart a course for
our nation and other natione that will lead to a bebter and saner
internatianql order."t The beneficial implications of such an inter=
national sltuation for natlonal defence are obvious,

- Fegtors for War,«~The non=sgonomlec or politleal and seclal

cauges of war may be briefly discugsed first, The root cause of Inter=

.0, Lathrop, "Causes of Conflicts Among Nationg," Renner, op.
git., p.581.,
34
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national conflict is the political orgenizabion of the world, esp-
‘eolally Europe, "If the different national governments are free to
do anything, theré is a strong probability that, with the best will
An the world on the pert of the majority, from time to t;me error or
ginister interest will result in policiee leading to aisharmony“.l
This is especially true since political boundaries do not coincide
with sconomic and ethnie divisian&. However, while it is one thing
to eritioise the present political structure, it is quite another
thing to be sble to correet it.

Har 18 the prineipél couge of war in anotheyr opinion, "When
I pay the principal cause of war 18 war itself, I mean thet the aim
for which war is judged worth while is most often aomething which
itself affects military power,'? 1s Hawtrey's conclusion, That is,
where wars are fought, material ends are not as importent a8 strategle
ends partioularly since, as we shall see, there is usually no material
gain. Military power galned in one war makes 1t easler to win the nexi
is the gtrategle attitude,

Ange113 cltes the Boer and Sp&nishaameriéan wars as results of
the psychological deslre of nations to flghtw=to play at war. This fao~
tor ia evident in modern times in the atrange fasoinstion war seems te
have for peoplet the press drematlzes it, and some individusls follow

the results as if 1t vwere merely a glgantle football game, unlegs personal

1L. Robbins, The Foonoml ¥ar (London: J. Cape, 1939),p.100,

2G. H, Hawtrey, Eoonomic Aspe jﬂlt‘ (Londons Longmans

Green & Co., 1930),p. 107,

JN. Angell, T
Chap. xI1.




digaster seems lmmirent, Ons of the chlef by=-producte of the highly com-
petetive splrit of recent western clvilizetion seems to have besn bigger,
better, and more exciting wars. Pergonal smbitions of leaders like Nepo-
leon and ﬂuéaelini have also tended to perpetuabte and glorify national
conflict,

Natlonel honour and religious iatolerance seem to have disappeared

ag outward cauvses of var although the former 1a still used, esmpecially in
Bonth Amerieca, to justify the occasionel smell sesle invasion. The pre=~
vailing method of veliglous intolerance is 1llustrated by the activities
of Rugsla and the late Nazl Germany in lands under their control. Qultural
lntolerance may, however, become one of the more importgnﬁ gources of
friotion ag the East and the West aée brought closer and ¢loser together
by a "shrinking" world, Qgerdevglcfs nationaligm and the belief in yage
guperiority have alsc caused a gresat deal of trouble, In such conflicts
cf religion; ideas and culture; "the adherent is devoted to & religlonm,

a political party, or a raee.ingtead of a country, But the conflict is
none the leseg in termg of power and power, including economic power, is
the indispensable nmeans to success. "t For wars of religion arose when
thg chureh was 8 political structure; wars of idens repfesent attempls to
extend new ideas by force of conquest; ware of nationality are conflicts
of rival eultures which would not arise if one natlon was not trying to
foree ite culture on another. Consequently wars sre confliots of power;
"and power depends on resources, "2 Thug Hawtrey coneludes these latter

gocial causes are ultimstely related back to economie grounds.

lHaxétrey, ops _elt., p. 122.
Ribide, pe 120,
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| Another mein soslal source of confllet put forward, really olossly
aspociated with the group above, is the question of human rights, "Nations
do not fight for money or interssgt, they fight for thelr righis or what
théy believe to be thelr rights, perticularly the most elementary of all
vrighta, the right to existence,; the right of a papuiétiaﬁ.ta bread and
;a decent livelihood," War thus beeomes a conflict not bestueen soclally
obvious right and wrong but bebwsen two views of a given right. This
concept would explain the mein difficulty in reconeiling national diffe-
rences ghort of war.

Thus, we can see several non~ssonomle factors tending to bring.
about & world confliet: political divisions, strategle congiderations,
a sadistic desire for war, ocultural, religlous, and ldealogleal clashes,
and thé desire to p?etset humen rightse, The extent to which these are
basically economie factors or are the result of an imperfect humsn nature
ig by no means clear, The important thing for defence poliey is that we
see them for what they are; causes of war, and do yhat is possible to
alleviate or combat them,

Many writers feel with Hawbrey that the maln causes of war are
economie, entirely §r fundementally., Thie is probably true, at leanst
for ﬁheae cauges which seem more amenable to pésaiblé golution,

To say that the reasons for world conflict are economles may imply
that some one gaing economleally from theme confliets, However, there
geems to be genersl agreement that, V"if the ealaulaﬁion hag to be nmede
not on the moral but on the materisl plane, it is difficult to coneelve
of a case under modern conditione where the gain in material weifars

promiged by a serlous war would be an adequate equivalent for the sme~

1mid,
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1 In view of this we may say it 1s not in the interests of

rifices."
the majorlty in & nation to fight since colleetive benefits would be
negative. Thus, if evonomie gains are to be the motive for war, it
mugt be that certain individuals galn at the expense of éthersyg
In view of this fact charges have been made against certain
groups as yar mongers, Departments of forelgn affairs and milltary
aliques have been singled out as contributing to unrest. If the threat
of war 1s to be used as a diplomatic weapon & nation must be prepared to
carry out the threat when the bluff is called., Armament industriesg have
algo been subject to this accousgation, especially with regard to their
international collaboratlon. ‘It is felt that through their desire to sell
arme they encourage international suspiclon and, indirectly, sow the
peads of conflich, Marx claimed imperdalism bo 5@ the cause; and Laski
raises hlg cry against the financlers who; he feels, cause wars tc'praé
'test thelr own interests, They may go to war: (1) to force iﬁvéstment
upon & country (2) to enforce repayments of & loan (3) to defeat an in=
vestment rival;3, Thug the export of domestic capital causes all the
trouble and consequently & means must be found to keep it at Home to be
employed, ¥ 4 , « « in bullding houses for the working classes  « « in-
gtead of an extra palsce for a [foreign]bankrupt ruler."4 The only
anguer to the imperialisbic threat; Laskl feels, is gocislism, On ‘the

1Hawtrey; ope_odbiy po 105, _

2

In this way the situation is comparable to pari-mutuel gambling.
38})16@61; ODa Oitg, Ps 19,

4§, J, laski, "The Economic Foundations of Pease," The Intelligent
Way to Prevent War, L, 8, Woolf. (Londons Gollanez Ltd,, 1933), p. 517.
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other hand it is pointed eutlthat the cape of sctivities in finance or -
investment causing warg proves to be the exception rather than the rule,
If finance capital has been anything 1t hag been the.iﬂstrument rather
than the impulse,

_However, no such group of individuale, regardless of their im»
portance, could alone cauge a world conflict, There are eéenomic gaing
which a nation as a2 vhole feels it will acquire and to which we will now
turn our attention, Rabbinaz eclaimg that the attalnment or congervation
of power lg the ultimate end of conflicts and that economic factors are
merely the means to that end. Bub he appears to return to the control
of resources, or the eeonomic means, ag the end of power. - However, re=
gardless of whether economie factors are the meang or the end, the cone
cept of power 1s im@crﬁant.in songldering the cauges of war,

The idea of power almo snters into the explanation of the "balance
. of power" concept advanced by Hewtrey "Under the rule of force the strong
gﬁewa gtronger and the wesk waaker;“s The tendensy towards one world
‘pover whiech this law implies is offset by the b&n&ing together of weaker
nations to forma "balance of ﬁcwer" with the stronger, This couplex
balance 18 aluays being upset through the sontinval economic advance oy
decay of the member nations, Yet, these tendencles which are ordinardly
clagsed a8 political are often, beneath the surface{ predominantly éea*

nomie, becauge of the Intimate relation betueen we&lﬁh and power.

Tobbins, op. cit., Chap. IV.
21b14, '

Bﬁawtrey, ops olb.; pe 116,
41_*3&: ps 120,
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- Every confliet of power depends on resources, Thus we arrive at the
inegoapable conclusion that the competition of peoples and nations to
possess and,ccntrél natursl resources, or the goods produced from n&*}
tural resources, 1s one of the baslc causes of recurrent wars,

These economic motives and considerations will exeeed all others,
g0 long as people do not have thelr bagle needss For inebtancey a growing
vation needs more epace for its ineressing population. 8oil is needed
for growing food; minerals are essentlal and unevenly distribubted., Thus
competition for land develops. The polut here is thet thers are not
enough minerals to go arvounds what is really required, therefora, is
free equality of acoess. ALl natlions desire ccean frontage and rights

'fa figh in certain proﬂuetive.parta of the sea., -However, these, tooy
are jealously guarded privileges., FProtective tariffe lesd to war and
- the prospects of fubture wars is the principal re&aﬁn,'sther than sel=
fish clags interests, for centiguing‘a protective ﬁariff.l The merw
cantilist fallecy, that a country can begome sell-sufficient on the
lmport gide and remalin active nnAthé export side, has obvious dangers
but stlll appears in contemporary internation&lAﬁraée¢ In this respest
tariffs, embargoes, export quotag, immigration and emigration laugw=-
everything which restricte International traffisc in any way=-mey be
classed ag a potential cause of war, The chaos that would be present
under contemporary poliey 1f all the states in the United Stutes were
anutonomous is an obvious exsmmple.

In the paat,vone of the most common ways of solving the problems

of resources was the acquisition of colonies, However, late-comer nations

1Glark, Hamilton and Moulton, ops eit.s; DPe3s
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got only the left overs and, as a result, have become quiﬁe repentful,
The present attitude of the "have" nations sppears to be that, while
there may not be much to be gained divectly by a restrictionist
imperialism, there may be much to loge from the restrictionist policies
of other powers.+ To illustrate this fact we can imagine the different
reastiong of gelony holding nations on being asked to pgive up thelr
eolonles, flratly to an impartiai arbitrator and secondly, to an antage
onistic power, Thugs, *unlegs some equitable method of administration
af undeveloped lande tan be worked éat and wnless national ambitions are
held in check by some outeide force, there seems little likelihood that
colonial conquests are et an end."? '

The sconomic causes of conflict may be summed up in the 1dea of
competition for resources, This eompetition may be the result ofs dlffere
ences between ﬁalitical and sconomlo diviglons, the influenae of aggrosgs
Adve, selflsh groups, o desire for power, or a combinatlon of these
influenses. A change in the relative positions of the sountries after
the war im the objective mought, as absolute gain seems improbable.. Is
war the best or only means o obtein such & redistribution of wealth and
éecnémic power? Gertaiﬁly it 1g not a satisfactory means. We hope it
i8 not the only one,

In recapitulating our diseussion on both the soclal and econemie
gaumes we mey say that, "the main forees meking for war in the successive
historical sposhe conslst in general, of conflicts of interest, material

or ideal, actual or traditional,"3 History denies the fundamental value

1Robbins; ops 8ib.y pe T
2Renner, op. eit., p. 591,

2Alvin Johnson, "War®, Ene elo a&iaAaf the Soalel ¢
E.R.A, Seligmen, and A Johuson, | ' dan & C

208, ed.
y &V Dbl
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of natural belligerenoy and ambitlons of leaders sz being the-ﬁain forces
making for var, Because of the changing world, it must be aaéumsd that
future wars will conform to & pattern yet unknown, But vegardless of
its form, secarcely anyone regards wer under modern condltions as a fores
‘meking for pr@greasAin eiﬁilizatien; Gonsequently, the return of an
ebhical basls to justify war was essential, Therefore, the declared and
acgtunl purposes of war often may be at wide variances, further confusing
the sctual causes, We may go on to say that war resulibs when two more
or less equal countrles have reached an Impagse in the pursnit of thelr
objectives and one ¢annot proceed without overcoming the resistenge of
the other. Eeonomic ebjeeﬁivaa‘ara an important and often predominant
p art of these overall objectives, Why the impasse is reached ls the
fundamental question whleh we have attempted to answer bub in whish the
human element is the imponderable which prevents preclse conclusions.
The best we can do in a defence program is try to alleviate some of the
obvious sources of friction untll a point is reaéhed where war doeg not
ogeur, Lack of understanding dve to differencea in language and history

is sometinmes overlooked but ls nevertheless a large impediment to such

apparent lack of simple causal relationships along with two recent world

wars, may precluda optimism concerning the prospects of peaee. ‘However,
tWe now gee 1t is irrelevant and unworthy to fight about religlont we
gould just as readily see that it 1sg frrelevant and self-defeating to
fight about our natienaliem," The difficulty remains, however, that

lAngell, ops edt., pe 226,
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while no majority of the eltizens of ons shate wishes to pursue sgugreassive
warfere, many natlong fear that others de, and therefore théy f'eel that
defensive meapures sre necessary for selfwprobtection,

The milibary approach Lo ensure peace is to have more powerful
armed forees than the potential enemy. This obvieusly eannot apply in
fact to both potential opponents. quevery.eince an attacking nation
nauslly nesds a considerably more powerful fcﬁea, betause of its strat*
sgleally more disadvantageous position, equallity of srmement would ensurse
pesce except for one faetory several mations may band together %o oppose
& common anemy whom thelr combined might could ensily overpower., The re-
sult would then be to upset the balanse of power. Another difficulty is
that, torday, peacetime industry is war potential, in eddition to more
nominel armement plante,; so that some countries are far shead of others
before the armament race gtarbts, War will also be much easier to provoke.
if everybody is prepared for the avent,

| There are, however, certaln groups in the world which strive
for peace, The attltude of the churches ig that the lose in human values
is too great to jJuatify resort to war for any material reason, Soeclaliste
have opposed war; and preparation for way, at various times for various
reagsong, a recent axample belng in the United States hefore World War 11,1
Other minority groups, like sonselentious objectors, also strive for
world psace. Jusgt how pouerful these forces are 18 impossible to judge.
Education of the people to the actusl loss incurved by war is another
important factor in preventing 1t, and the press is one of the best ways
of undertaking this project, 8Sir Lsme Howard® has aptly concluded that

1, Allen, “The Peace Movement Moves Left," The
American Agademy of Politigal and Soclsl Seience, CLXX

Ppe 154155,
- 132i331§ E, Howard, "The Way Toward Peace," op., git., CXIV July 1924,
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peace is maintained only by love or fesr; either love of onek neighbour
or fear of the consequences of sy,

Let us:n@w turn to geonomie fagtors which encoursge pesce, The
main factor which deters nations from engaging freely and regularly in
war 18 the economic cost of war, We have stated that war does not pay
in & materisl way, and 8 pummary of costg later in the chapter willl bring
thisg out even moré,sﬁrongly, Peatce is broken for gein snd it seemp logiw
celd to asgume that, when sveryone sees thel net gain by war ig impossible,
wor ywill ceape, Also, the maintepance of remgopsbly full ewployment and
socurity helps to reduce the psychclegical enviromment which leads to an
individual desglre for war as an opcape,

Thus, if each mation wag couposed of o contented and enlightened
popnlsce, and nations were éeaﬁonable in their relstions with each other,
peace would be aasuredf Heving noted whgt can, and yhat shonld be done
to acconpligh certain conditions for peaée within & natlon, we may exas=
aine internatlienal regulatlion as the only possible means, at the present
tine, to ensure International cowoperation. .

- The general idea of international regulsation ls that the common
intereste of all natlong should be supported by laws and regulations,
Just as the harﬁonal interests within a nation are protected by police,
The main distinction ig that, in this cese, éhe eriminals are inters
national groupe or interests, or individualléétioﬁa‘ The friction over
the distribubtion of raw materials and essential goods would be avoided
by the wise and benevolent international body which would epsure to svery-
one secess to all physical resources, ¥Free trade would be advocated and

world educatlion would be undertaken, That such & union 1s feasible once
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iﬁ_e&n be set up 18 shown by the co=operation of éeeples of different
nationalities; religlons, cultures and langusges in Ganada, Switzerland’
and the United States. Obviously thg relationship would have to be a
rather flexible one due to the differences mentioned above, but the exw«
perience of the British Commonwealth of Natlons seems to i1llustrate the
posaibllity of overcoming the additional problem of spacisl separation,
The most important thing 1s that human ri

This seens to be & feapible ideal and 1t seeme ressonable to
expoct 1t to work. The first concrete result in this line was the League
of Nations whose fallure, due malnly perhaps to lack of universal en=
thusleem; is & study in itself, A world court was set up under it, but
diffioculties were encountered in codifying law and giving arbitration
which was consistently effectlve, The latest experiment is the United
Nations whlch hag el up groups to study, and correct where possible,
Intermational economiec problems,; such as tarlffs snd internationsl flvan-
eing, A bagle diffioculty here seems to be that economice is anevolving
solence and, evén with co=operation, the settlement of problems is not
eagy. However, jealously guarded sovereipgnty appears in the General
Apsenbly and commitiees with dlscouraging force and regularity, The main
trouble geems to ar;aa from lack of co=uperation between the Ruseian block
and the West. Does this mesn the world has divided into two armed camps
which will have one great conflict and then form a world stelte, sssuming
theve 1s a world left? Is it sbill after all to be s situation of difw
fafeni ldeag of human rights and different cultures which each lg so sure

is right and each is so intent on Bllowing" the other to share? Or will
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the world stop short of conflict this time? Are costs really too high?
Will one side give in, ag the lesser of two evile? Will both idealogles
1live in barmony after testing each others strength? Only time can ans=
wer these questions but it seems logical and prudent to assume the werét,
and consequently the need for a siudy of the economlcs of national defence
is atill present, to-day,

We have come to only a few genersl conclusions of the causes

of , and the remedies for war because thers are very few. Hach cage is
beund up'in itg_ewn environment almost completely, H.G. Wallsl,st&tea
there is no reconciliation between aparchy snd a world state which will
1ead to peage. It would unfortunately appear that we have not yet reached
the world state level and, although internationsl regulation has not
failed entirely, it 1s etill necesgary for a natlon to depend primarily
on iﬁﬁs;f~&nd its allies for war protection and prevention, The new era
of enlightenment does not appear to be here yet; although progress is
being made, Higinry wéuld pean to Indleate that present armament pros
grams will result in anobher war. Perhaps 1t will be the lastj there
seems to be no other rallying oall that will raise much enthusiasm, and

even that ory ig becoming ons of hollow mockery.

The Qosts of War
The reason for a study of war costs perhaps needs clarifying, We
‘must know how much warg cost to show firstly, whether or not they are

worth while and secondly, how much 1t ip feasible to spend on defence to

@

~
avoid war, The previous section suggested that wars are not worth while,
, o
-

, '1La:ﬂki: ops_cltey pe 5334
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econondeally or soclally, We must bere supply the fasts to support this
stand and to show the extent of the loss,
One does not need a comprehensive background in economic theory
to realize that war is a very costly undertakingi If & iarge part of the
economy is diverted to producing goods which ere soon destroyed in battle,
it is obvicus that there wlll not be the same amount of deslrable con~
sumer gooda available ag there would be, had the effort requlred to pro=
duce war goods been used to satlafy the peaceful needs of the peopls.
The waste in killed and wounded men, destroyed capital equipment and
éasiai unrest is equally obvious. The cost to the world of the economiec
eénfliet which gosa on betueen wars can also ge labelled & war cost.
These costs of war fall logiecally into two divisions, the eco=
nomic and the non+economic., Economic or material losses can be replaced
in time but it is diffioult to recover from the gocial effects of a war,
effects which may last for decades or even alter the whole course of
bistory, economlic as well as soclal, Indeed, the non=economic costs and
results of war may, in the final analysis, prove te be the more important
consequencesy and theref@rg our brief treatment ls not to be taken as an
attempt to underrate this aspect,
Bafors we go any further it is advisable to c¢lear up one or two
points regarding definitions. The ggtual costs of a war ghould inelude
the cogt of factors that are a part of the regular aéfenee expenditure,
Bome writers disagree wiih thig argument, but it is apparent that if there
were no wars there would be no costs in preparation for such an eventuae
lity, It must be reallzed, however, that there is a difference betueen

yor end defence coste, and because of our special interest In the latter



48
we shall try te distinguish between them.. We must also distinguish be-
‘tween real and monetary costs, and real and monetary expenditures. The

real cosbs are equivalent to the things done without, and real expendi~

tures are the actual factors used in the conflict, Thesge both must of

courge coms within the possibilitlies of asvallable repources.

and money expenditures ave merely the measures of real costs and real

expeﬁdiﬁnresi Honey costs and real costs may not hit the pame person,

The individual who pays the money cost doeg without gome real good=ea

sort of negative contributlon--uhile the actual producer of the real

good shoulders the task of meking thé peeitive contribution to the war

efforts The relation betueen real expenditure and money expenditure

may vary due to & chenge in the value of the monetary unit, Increased

monetary expense does not mean increased real expense. Thus government '

extravegance does not increase the real coat of the war, it merely trénﬁé

fers reagources to one get of people at the expense of another. This shows

the danger of using & monetary mespure as en indieation of real cosgts

or expenditures, Monelary costs are merely an &GCGHntiﬁg measﬁrélgf'what

gome individuals owe other individuals in the country énd what eouﬁﬁrieé

owe éaeh other, sinéa all did not contribute an equal,_ real smount to the

progecutlon of the war, This burden ls subsequently distributed more

equitably by taxation or international payments;l
Mueh has been wrltlen concerning the coste of wa::it is suffl-

oclent here to note the main types of comts and to indleste, as far as

posalble, the costs of the first and second World Wars to the world and

to Canada, ag an indleation of the size whleh war expenditures may assume,

e — R
See Chap, III for detall on financing.
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This ralses a rather potent difficulty. As mentioned previously, many
of the goolal coste of war cannot be messured st ell, Some econonmis
copbs cannot be acourately measured in terms of money either, Indesd,
the only reasonably accurate figures that can be obtained ave those cone
cerning government monetary expendituree and human casualbies,

The point is then that, while we may talk about the cosbe of war
in a general sense, &g soon ap we become partioular to the point of say~
ing, "The cost of thia was so much;" we are treading on very thin groundg
to & certaln extent even If we know the exact monetary 83p33§961

+*lat us nov consider the economie costs in detail.

gopoulo Cosl
The first and mogt obvious economle eost i the loss in manpower, A
partioular age and sex group absorbs the brunt of sombat losses and
this affeats later generations as well as the present one. "The movre
direct effecte of war on population growth can be measured if acourate
data on war losses, birth, and oivilian denths are available for the war
period, The indirect effects of war on population growth must alveys remain
matters of qpinian;"g Thus war has the direct effect of reducing the actual
number of the most productive elass of workers ﬁhreugh death and injury,
and inereases diseaée rate; both at home and at the front, Buocceeding
generations are characterized by both reduced health and redused numbers,

the net result belng & smaller and weaker population, Also, we gamm

11n Table 1, page 54 we ses the results of caplitelization of all
egonomie types of losses in World War I but the resulte are of rather
doubtful value,

gwis. Thompson,

op n Proble
MoGraw Hill, 1942), pe 4

(3d, ed.s New Yorks
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pogsibly know what a gendug, logt as a result af the war, might have con~
tributed to the economic or social advance of society,

In go far as wan hours are expended in fighting or in the pro-
duction of war goods inmtead of congumer goods or less lelsure time, there
is 8lso & 16&3« Increaped laboring time in the factories may mean that
workers will "burn themselves out" and in the end contribute fewer hours
to poolety in the long rune But we have shown enough to make our point,
that war doss cause & loss in present and future manpower and, slnes the
most efficient workers are lost, a more than proportional reduction in
desirable consumer goodg. The extent of this loss economically variles
to some extent with the merginal productivity of the workers. Thus in
anoverpopulated reglon the economlc loss would be lass severs, |

War alsgo . uses up many essential natural resources both in pro=
_duoing war goods and through the destruction of sources of supplys
Losses of ships, strategle metals, power resources, and raw materials
are very high,  Capitel goods like raillrvoads, faetories, and houses are
destroyed. - Thig does not mean thet the capscity of the world to pro=
duge dose not incresse, but merely thet it does not increase as much asg
it would, vere there no war, .

. Internationsl trade is affaetsd by war, Any squilibrium thet
may have been present 1s upset becaupe all countries are not influsnced
equally. The result 1s international chaos} exchange systems are dige
rupted and monetary inflation and deflation take place in different coun+
tries in varying degrees;\Themggndensy is to try to escape international
dependence by the erection of ﬁa%iff barriers; even before the war, Huge

gifte and loans seem to be the latest. device to facilitate exechange
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during these difficult periods. International exchangs is complicated
enough when all is well but when the normal system of checks and balances
1s violently upset, under the exigencies of war, it 1s only natural that
adjustmenta, 1f not a complete revrganization, will be necessary,
| With the increasing interrelationship betwsen nationsl economies,
the combatante are not the only ones affected by this disruption., Neue
trals are forced to undergo trade embérgoas, "aoeidental’ lesges of their
ships, and other similar difficulties. They muat also maintain a guardw
ilan armyy at what way be considerable expense, in cage they too are attacked,
Switzerland is perhaps one of the best examples of a neutral whoge econow
mic position wag made lepe favorable by wars with which she had nothing
whatever to do,
| Rehabilltation, war relief, care of the wounded, pensiong, and
-athgr lagting costs place & further burden on the people, The conversion
and reconversion of industry is alsc an expensive task, A large national
debt, acoumulated during tﬁe var and payeble to forelgn countries, may
have & depressing effect after the war. Thus these feuw examples indicate
thet war costs tend to carry on, even after the war is long over,

| There are some other less obvious eaoncmic effects of a wsr as
well, We have seen that government control during wartime iz essential,
This hag led to the tendency of govermments to keep some of that econtrel
upon the return to peace, The presence of contrel and plannings both
during war and afteruards, may be regarded ag a cost or a benefit depend«
ing upon the degree of one's goclalistic leanings,

The gomposite result of the upset é&used by war in both the

domastlc and internationsl economies la, some writers feel,‘a tendency
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towards depresslion, At least; 1t tends to accentuate the upswing and
the downswing so that the depresslon, if not caused directly by the war,
1e at least made more severe by it, One reamson pub forusrd is that war
interferes with economie pianniﬂg.l How can we oslenlate a loss such as
this with any degree of acouracy?

There are, houever, geveral economic means by which a sountry
may offget to a slight sxtent the high apparent war coste, "A digaster
which does not oripple the machinery of produstion, of an extent whish
spurs people to inoreased efforts , . « s coupled with a credlt sysbem
and an industriael system each of which has some unused capacily for ex=
pvanslon, these conditions enable a disaster to be pelf-repairing, in pard
ot least, through atimulus to productive setivity."? Sclentifio progress,
inproved industrisl processes, population shifte, expangion in raw
material and food outpubs, the development of subgtitutes, and transpor=
tation and communicatlon sdvences are all inspired by wartime experiende,
To the extent which these fectors create a new Leneflt to the people,
“they are a galn from war end must be deducted from the coste, Another
gain is the incresse in busineps abllity and enterprise developed under
gtress. This aspect is rather nebulous, however, and 1s just seg llkely
to be dlsadvantageous 1f s tendency toward monopoly develops because of
this inereased power of buslness exeoutives,

Many fallacious arguments have been advanced in congidering

11? G Diekinson, UThe Price of War',

Clark, o0 Bit,q, P 84:
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bsnefiﬁs of war. The positlor that war creates wore money and therefore
is pood is an obviour confusion of money and wealth, Sinilarly, the in~
ereaged demand for destroved poods does not mean nmore ueaifh but rerely
higher priceeg due %o & reduction in real wealth, Increased omployment
for war purpoges, contrary to public'épinian, gives no net profit but
falls in the zame eategory as ghovelling snow==nn example of the "moke-
work!" fallacy, All these factors might be sald to accomplish 13 a re~
digtribution of the wealth in the community and this redistribution may
or may not be in & desirable dlrection. Alpo International transfers of
booty, territory, and so on are not net gains, slthough they may herefit
one natlon at the expense of another.

Before we give some statlatics 1t is necessary to add e further
word of caution, The distinction between real costs and expenditures
hag salready been made.l We must also remember that some wexpenditures
are merely transfers and others are used for productive purposes, like
railroads which may continue to serve after the war is over., The offect
of the depreciation of the monetary unit during a war algo tends to exag-
gerate coste shown in a govermment budget. Indeed, this ls said to aoe«
count for one half the monetary cost of the first World war,z These finan=
clal discrepancies have; of course, no affect upon the real costs, Interw
national comparigons must be weighed carefully, for exchange rates mey be
only nominal and thus relative monetary and real costs may be widely dife«
ferent among the various nations, Also, some figures include defence costs

and costs of previously unemployed agents of production, vhile others inw

1
See pages 46, 47, and 48,

2E. Re Ay Seligman, "What Do We Mean by War Costs," Clark,

Hamilton and Moulton, op, eit.; p» 541,
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clude only one or nelther. The most valid fipure would appesr %o in-
alude both of thene costs, Dvidence of the interrelation of all these
factors 18 seen in the varying cost figures given for whoet ig apparently
the same thing. Consequently, the following flpures should not he taken
og exbremely accurate, They glve & general pleture and ne nore,

Let us firat consider some Tlgures on population lossesn,

TABLE 2

LOSS OF LIFE IX Tur 10 convpimy wins®
AND WORLD WARS I AND II

Wars Dead
Napoleonic, 1790=1815 + + « » + e 25100,000
Cr:imean, lBSl;«"lSEé ¢ & o 4 ¥ o8 & B ¥ 7853000
Prusslan=Danish, 1864y » « ¢ 4 & 5 4 3,500
P"Iiéﬁi&ﬂ“@&ﬁsﬁ?iaﬂg 1866» 8 v e % 45,0&0

 American Civil, 1861=1865, « + « » » 700,000
Franco~Fruselan, 1870~187) o + + + « 184,000
Engliﬁh”ﬁger) 1899”19021 » » 2 8 ¥ ¥ 9;8@0
Ruﬁsi&n"’J@p&nﬁ%@, 190419054 o« o« « 1605000
Balkan, 1913“15713& R A _,,,,_,462;099

Totale-«10h Century Wars, . o + 434494300
World War I, 1914=1918 4 & o o s 4 & 9,998, 7710
World War IX, 1939«1945: « « s « » » 22,060,000

8ourcest %E, L. Bogart, Direct and Indireat Costs of the
Great World War (New Yorks Oxford University Press,
19195, pobE?O;

' The World Almsnae and Book of Facts 1949 (New
Yorks World Telegram, 1949); p. 326 gives the figure ap
8,538,315 killed,

®1bid,

From Table 1 1t can be sesen that population losses for WQild
War T were twlce those of all the wars during the previcus hundred and
twenty years, and that the losses in World War IT were twlee as lerge
again. The tot&l k¥illed and wounded in World War I varies between
thirty=five and thirty-eight million, about twe per cent of the world

population or seven pér cent of the population of Europe and Russia,
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For World War II this figure is Fifty-six million, not including the war
in,china,lz4Aecordiﬁg to Table 2 Canada lost fewer men in World War I1II
than in World War I, the reasong being largely strategic.
DABLE 2 |
CANADIAN CASUALTIES IN WORLD WARS I ARD II

'Warlé'war ia' Qérlabwar IIB
Killed 4 « v » = o « 69}383 413992
Wounded., « ¢ « « » & 1555799 53}14-5
Total Casuslties + . 216,172 B ; | 954137

Sources: %Bogart, op. cit.; p. 272.
‘ . PThe Department of National Defence, Canada'

Aggfzncg (Ottava: Department of Sational BefenéE:—E§Z$$,

The monetary value of the logses in World Wer I are given in
Table 3, The flgures are arrived at through an arbitrary means of ssti-
mating, when the value could not otherwise be measﬁred; It must be em~
phagized that no attempl has been ﬁade,to incorporate soclal loss, Only
the economic aspects of the conatituent items were considered. The values
aré perhaps reasonable, although thag possibly err on the congervative
side, R

Official mources in washingten.and a survey made by the American
University in Washington put ﬁhe tgé&l military cost of World War II, to
all belllgerents, at over a trillion dollars ($1,116,991,463,084), or gix

2

times the direct cogts of World War I.® Property damage is‘placad at

SPAE

1%9?1& Almanac and ook_ofrfa_t;‘fr£ ,923_2135, p. 326,

“World Almanac and Book of Facts 1949,op. cit., p. 317.
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two hundred and thirty billion deollars, or &hau# pix times the correp=
ponding figure for World Var I,l Thus we mey say thet the overall ece
onomie cogt of World War IT was at least six times thet of World War I
in monetary terms. The price level rise accounts for only a certsin por-
tion of this increase.
TABLE 3
DIRECT AND INDIRECT COSTS CF WORLD WAR I®
Total direct costs, net $186,333,637,097
Indirect costs

Capitalized value of human life
goldiers « » « & 33,551,276,280

eiviliang v & » 333 551 ] 276’ 280
Property losses

on land . . . 29 ,960 ,BOG;GOG

shipping -and B '

carge . s = 6,800 ,000,000
Loss of production 454000,0005000
Har rﬁlief 4 ® & l;OOGQOOO}QGD
lLoss to neutrals 1.750,000, 08 ,

Total Indirect ee;ts 151.,612,542,560

Total direct and indirect costs $337,946,179,657

SQéreez fpogart, ops citey ps 299.

Thus costs have gone up; doubled in manpower and, allowing for
price changes, at leagt tripled in respect to real goods., A plcture of
coste as compared with national income shows that, during the early stages
of World War II, twenty-five per cent of the netional income of Russis,
Germany, Japan and Italy vas expended for war purposes and thie would

2
geem to be a fair figure for all combatants.

1
Ibid.

2M Newcomer, "Finaneing Hational Befence in Rﬁsaia and the Axis
Pouers", The A al,ﬁaf the American & ~
CCXIV, March 1941.
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By camparing;gevernment expenditures in Oanade during the two
wars, it would appear that World War II cost Canada about ten times as
much, in money figures as World War I, (@l?,&é?;OGD,OQOl ag opposed to
$1,665,000,0007), In 1944, for examplg about eighty-eight per cent of
the budget was for war and demobllization, the biggest compensating re-
éu#tian cacurring in ocapital expenditures., In fairness, however, it
should be again pointed out that productive methods have been improved,
ana new materials have been discovered, Trangportstion and communicas
tion advances made during the war mean that no longer can countries be
remote and unknown by other nations. At the seme time, upsets in re=
lative productive capacity have created a necessity fsr new trade chanw
nels, one of the more lingering costs of the war, éanada partioulsrily
18 affected by thie trads aituatiﬁn, as well a8 by her newly found ine
dugtrial might,

From all the above figures we can sesy firstly, that war is a
#ery expengive business and secondly, it is beecming-mere expensive all
the time in terms of both real goods and the factors of production, the
most lumportant of which is manpower, Ware have not pald in the past and,
if the present trend keeps up, will pay even dgeg in the future.

Nor‘sbczé Costg,~~The physlcal effeect on the peopls
of increased disease, magsacres, a decline in the rate of population
growth aﬁd actual war casualties has soclal as well ag economic reper=

cussions, Families are broken up, many losing thelr source of income,

lBogart, Ope cibey po 157,

2The Dominion Bureau of 8tatistics, Canada Year Book, 19489,
Ottawas The Kinge Printer, 1949), p. 973.
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The young men, who make up the bulk of thqsg loat, are socially as
well as economically the most useful, The émplayment of children in
war plants arrests thelr training and develépmeﬁt, in effect suppending
the eultural advance of the natlon,

The psychelogleal effact of this sadrifice of splritusl and
cultural ideals for material ends, whilech are vagted in combat, is also
slgnificant, The hate, migery and frustration due to forced labor, conw
gentration camps, conbinual travelling snd the lack of any eontrol by
the individual over his destiny causes immeasurable personal damage.,

Do peopls who have heen through such an ordeal regard war as worth wbi}e,
even 1f they are not any worse off financlally at the end? Sugh harraﬁs
ﬁn@ar present total war are no longer appliceble enly Lo troops; they
affect whole populations and ﬁatinns; Congider the mental vwear e&usedfé
_ by air ralds; not only from fear but also due to the necessity of living
in a tunnel and otheruise completely rearranging the ordinary uay of 1ifa5
_ Alpo; there 1s the effect of war on the standard of morals;  The
réﬁult is a reduction in the value of human life and a subsequent redug+
tign in respect for the rights of others: An incresse 1ln crime fellawi;g
é ﬁar seems to indicate such a movement of moral starderds from the geﬁe%
ral to the particular; Thus war changes the ideals ag well as the ele~
ments of life of a people;
| We can see then that wer, as well as adversely affeoting the .
material welfare of the individual, may also influence his living habite,
his morals, and even the type of government he has;, The extent to which

these non=material results occur is, of course, imposaible to say 8bsor

lutelyy but that they are present and that they do constiture a conglderable
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 threst to cultural advanmce, the main hope for a peaceful world, can

certainly not be overlooked,

fence Gomtg,=~50 far we have shown the costs of sotual war and

héve not included the costs of defence batween wars, Naturally, if a
war develops, the costs of defence are really costs of war to the ex~
tent that the gaoéa.an& gervices on which defence expenditures weve made
are used in the war, DBub if war is prevented, or if the number of wars
is reduced by defencs expenditures, then they camnot be classed as direst-
WAT eesﬁs gince they gerve the exaet opposite purpose, the promotion of
peace. The term peace insuranc ccats;might be more applicable to these
defence OXPENEBE s - |

The govial or non<sconomic congequences are not as important in
thié cage, éxaept to the extent that prepasration for war interferes with
_thgrnérmalfﬁ&y of 1ife of the individual or lowers the atandard of live
ingg The mere intense the deferce program and the greater the per capit&i
expense, the more of & burden it will be, It ig only under e dictatorial
type of govermment, however, that restrictions become so severe &s to
have & marked effect upon the everyday lives of the peoples

The economic costs of an antieipated or possible war may be P
gbie¢«,“nefence » &+ % 1s of mush more lmportance than opulence . & igﬁ
gaid Adem Smith.} The guestion we are faced with is, how much more ims °
portant? "Eoonomic Analysis cennot yield an answer to the question of -

whether or not the benefite from & program of militery preparedness are
worth their cost,"™ However, ™f the same degres of military preparedness

preigel, ops _cit,, title page.

R. 3. Schickele and G. Everett, "The Economio Implieatians of
Universal Military Training", The Annals of the American Socieby of Poli=

tical and Boelal Science, GGXLI, September 1945, p. 102,

[T
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can be achieved by different routes the element of economie cost may
indeed become the decislve factor,“l

Let us first of all discover uhat the actual gosts are, We
mey dlatinguish betueen direat'énd indireat costs, & distinction which
will beacme clearer with some examples,

The moat obvious direct cost of a defehce program is the upkeep
of tha{armad forees, The mest produvetive men are withdrswn from industry
fgr:gn§ military program whether 1t be 8 large, short term, conseript
foree or a smeller, permanent force, Thus the opportunity cost of the
tatal-maﬁpcwer employed in the armed forveg~-the coet measured in terms
of the goods and services which could otherwise have been produced by
the men engaged in the militery program=~is aceentuated, The normal
peacetine expenditure on national defence in‘Britain during the interw
ver period was aboubt four per cent of the national iaeame;z Using this
a8 é ﬁeasurs; and looking at the cost of paying members of the armed
forges and equiéping'ﬁhem—in the 1ight of the low average fncome per famis
ly, the nature of the saerifiee is evident, A large portlon of surplup
income, under such conditions, goes for the support of the armed forces,
Thug wglhave, in effect, a daubia direct cost, Froductlion is reduced
by the tranafer of certain men from Industry to the srmed forces and then
£ gubstantial amount of the reduced, consumer good production is di=
verted to equip these men Qiﬁh articles they would not otherwime have
needed, (guns aireraft and the like), '+

But, clalm mome exponents of a defence army, this is not all net

cogts unemployment is reduced and men are educsted and acquire health and

11p1d,

2
Pigouy ops eitey p.8s
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gtamina, There are, however, more useful waye of reducing unemploy=
ment, There is no doubt that, ag a general rule, training in the armed
forees i3 not ss beneficial for peacetime production as training in ine
dustry, and therc are much betber and more efficlent ways of improving
the health and gtamine of the nation's young men than putting them in
the Army, temporarily or permenently., All these secondary ends may be
attained by better means. What is desiréd is a defence force and for
that reason militery effectiveness should be the basis of allocabing any
defence expendltures, nothing else,

" Indirect costs of a def&ice progran are also lmportant,
¢ « » 8ny interference with the free play of the econonie forces
deglgned, not to meke good some failure on the part of those forces
to promote econowie welfare, but to forward a non-econcmic end, will,
in one way or another, direet resources from more to less productive
chamnels, and so will meke the aountry gomewhat less well-off than
it would have baen if the claims of defence had been silent,
BEach cowntry lacks different industrial raacu?e§a as we have seen, The,
mére esgential the industry the more valld is eéﬂncmic subsidization in
pgaestima to prepare for the eventuality of war;» In the ieng run; héwever,
by;fercing a definlte éhange in thg iéﬁustrial pattern; the fécﬁera‘qf_;
érédueticn used in less faverabie types of production for war ihsur&ﬁéé
ara~ﬁaken‘away from more prafitable.induatries and not from surplusa A
"whaLEVar expansion the stimulated industries undergo is at the expense
ﬁotref the idle reserve but of employment in other industries;" 2 Thiﬁz
sgems ta'effeotively refute the ides that defence expenditures by iﬁ? )

éreasing demand will increase employment, in the long run. However, it

is quite conceivable that in the short run employment might be increased.

lPigou, ops eitey pp. 11-12,
2
Ibid; Pe 17.
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The diffieulty is that Eh@,multiplier of such & demend would be small -
ﬁﬁe to the tendency of the increase iﬁ activity in defence industries
o be offeet by 2 decresse elseﬁhere, and due to the fact that a rela-
tively small amount of the expenditure would reach the individual congumer
level gince the government does most of the purchasing, and industriesy
1f they are excluasively defence industries, will tend to re-invest axd
expand rather than pay higher wages. Thus, as an anti*de§?98510ﬁ m@v;f ‘
meﬁt defence expeﬁditures may give ﬁhe initial gtart but they have 1ittle .
multiplier influence and, unlegs the rate of expenditures on defence 1is
inaereasirg,; have no recurring effect In a upsﬁing-

We have seen that maintaining an aémy and fostering inportant
induatrien in peacebime both cost o great deal, in terme of réal income,
What do we get in rebturn? Althouvgh the ultimate declsion as to what
methad 1f any will be vsed as a defence measure 1s made on the basis of
complex political diplomacy, the economist can pein§ out the costs and
beﬁefits and at. least draw an economic ccnalusiﬁn.aé to the worth of the
ralative methods,

A Firatly, what good is a large trained fighting farce? The main
elainm for the existence of such an organization is éhat there will bé
o time to train men after war is declared, A large reserve may be valuable
but their training is limited and partially outdated and they will require .
vefresher courses. This seems to defeat the purpose of immediate action,
és-ﬁt matters little, if the war can be lost in a week, that the armed
forces cen be ready in a montﬁ ingtead of six months, - Thug, from an
economic point of view based on strategle considerations, a smaller

profeasional foree would appear to glve more for the monay.
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There is no point 1n having one sectlon of the war arm ahead
of the other, however, The industrial machine will teke time to convert.
Stockplling is difficult because of the rapid rate at which equipment
begomes obsolescent; conbinual replacement is very expensive. The 5est
plan would seem to be to concentrabe on the efficlency of the worker,
getting ney techniques into operatlon, ensuring man&gemsntﬁlaberﬁgaverhment
éefoparatian, avoiding unemployment waste, and drawiﬁg up plang as.fa?
a8 posslble for a complete éhangeaaver in time of war. The atimulaﬁing;
éff&ct of war must not be overlooked either, Both the army and indusﬁry
uaingrnéwaat techniques, can do a better job, fasbter, during the praséa:e
of war than during peacetime, Consequently, the fundamentsl delay may
come not frow the lack of trained men for the armed aérviees but from -
the lack of weapons for them to use., Balance 1s the most important of
all defence preparatlons and the ?asultaat problem of tinlng is so complex
that military and industrial experts ave the'anly people who could attempt
to solve it,

In discussing how to get alternabtive expanditures in defenae
1t might be worth while to mgnsider what Lord Boyd Orr stated on veceiph
of the 1949 Hobel Peace prize. He fell that if one-hundredth part af the
money being used for war preparation was givea te the specialized agencles
of the United Katlons @bsi&gl@g to world peace would vanish,* It would
seem on the basls of the probable costs of the next war that such a
gamble would certainly be worth while even if the chance of succesg wss

infinitesimal,

lHamilton Speetator, Dees 13, 1949,
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In the final anslysis ag to what defence policy, if any, to
pursue, Plgou's lnsurance analogy seems to come clogsest to the answer,
"What iunsurance promium a prudent man will pay te safeguard himgell agginst
any evil depends on the complex toaparison of the effeetiveness of the
ingurance offered, of the chance that the evil he wished to guard against
wlll ocgour, and of the amount of injury he will suffer if it does ¢ceur;“1
The relative balance of these fectors Ina given gituation determines |
what definite gacrifice the man will make, Similsrly with a nation,
"In a world liable to war 1t may not only happen, but it may be wise,
for a country to gacrifice somathing of opulence in ﬁofmal times in order
to protect itself apgainst a shortage of food or other eppentisl, goods
ghould war bresk out,"® In conelusion we nay say, definitely, only that
any expenditures on defence short of what would otherwise be spent on war
ig an economle and smoeisl aaving.af This in effeet would mean to some
people that gny expenditure of materiel wealth uhich will avoid wer is

worth while,

J-Pigou, ops eits;s p. 17,

Rpigou, op. eit.,; p. 18,
3Again the munleipal police gystem forms a parallel vhere a
certain small expense is sssumed to aveld nors substantial losses due
to lagk of law enforcement,



CHAPTER III
GOVERNEENT POLICY FOR WAR

We have dealt, in general terms, with the economie resources
required for defense and with the causes aund cogta of war, However, the
evonomics of national defence, as is the case with all economic studies,
ecan not be couched in general terms, when it is taken from the realm of
pure theory to that of applled theory based on past experience and the
gltuation at the time of writing, 'Trueg we would become more abatract
and continue our discussion on the theoretlcal plane, Judging from the
results of previous efforts this would seem only to concesl the problem
and leave the reader intellectuslly inspired, perhaps, but s£i11 completely
in the dark ag to the significance and application of this, the most
applicable of subjects, Gansequéntly, from this point on we ghall tend
to stress practical applicution at the expense of pure theory,

The limitation of space places two further restrictions on the
gaope of our conaslderation, In our applied study the discussion is limited
to Canada; and to the experience of the perlod of preparation befére, and
during, World War II, Thus any general princlples which we may derive
are subject to these limitations of scope and time.

To sum up the plany we shall gonelder each particular aspeot of
national defence, and, drawing from recent history in these aspects, try
to arrive at a general view of what the best policy for Canada to pursue
would be, eonside?ing towday's technological and, to a‘leaaer extent,

| 65
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political situation,

This present chapter deals with‘the poliey of the govermment,
and, due to the complete interweaving of guch phases as price contrel
with both taxation and rationing, both monetary and supplementa?y,,hon*~
mﬁnétary controls are deslt with together. In the next chapter we shall
conelude ovr study with anslaborstlon upon the phase of Indusgtrial mobe
1ligation mentioned in Chapter I tsgethé? with a few eamménta goncerning
the significance of labour and international industrial caﬂepeéation,

from & defence polnt of views.

FinaneiallPaliey
"War finanee deals with the collection and disbursements of funds

uged in the maintenance of armed forces in peace times with the mobilization
of financlal resources in war time; and with the financing of requisite
neasures during the period of trangition from wer 4o peace condd tiong,

| During peavebime expenditures for war are merely one ltem in the
national budget. The size of this item varies with the internstionsl |
political situation but it alusys remsins of 1imi ted magnitude, If defence
expenditures are large, it may meen that the taxpayer hes to forgo a new
ear or some equally desirable, nonwessential article, but beyond that
expenditures for wer purposes do not affect the financial plans of the
individual or the govermment, The important consideration in peacetime
1o the distribution of the relatively small appropriation for defense
purposes. Neverthelees, 1t is essential that avplanned finencial poliéy
be available in the event of a national amergensy so that it ma& ingtantly
bo implgmented,' Finanee 18 only of secondary importance in the prosscution

of a warg it is the qpantity of resl geeds available that is impartant‘

10. Oolin, ey Finance" : 8 8 S0¢ A 160
E.R.A, Seligman and A. Johnson. (New Yorks Naemillan and Ge., 1935 ’ XV, 347,

A

*
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However, in po far as an intelligent financial poliey induces efficiency
into the economy and squalizeg the burden betwsen the various groups, a
definite plan is desirable,

Congequently we will consider in detsil the advisable methods of
finaneing a war by the national govermment, It ls obvious that the gene~
?él;pcliéias of govermmental finance of any aspect of the nationsl aconomy
are applicable to war finance. Thus only brief mention of the more im%
portant principles will be given snd the diaéﬁssion will be limited, as
far a8 poasible; to the géguligz problems of fin;nee in time of war,
Everything thet ie sald with regard to wer finance and its desirable
form is equally true of the peasetime financing of defence although, in
the latter case, such drasgtic measures are not usually necessary.,

Having set down the limitations and e%plained the approach ve
may proceed to obgerve the actual mechanies eé financing a war, The first
object 18 to establish definitely the place and importance of financial
policy in the prosecution of a war; | _

In the old days preparednesgs fer_cénfliet largely depended upon

the size of the war chest possessed by the king: With funde in hand

- he induced the pervice of mercenary legions and proocured the neces~

sary guppligs in farsign 4B woll as damegtie markatg; Unde? such 1
circumgtances money appeared the very essence of military strength

However; to-day, as we have seen,; the totality of war makes
domestie and even forelpgn purchdases impossible unless the goods and sers
viges are avallables In this respect we must remember thet:

While the service performed by money is & secondary or intermediate

one it is none the less Important that war be flnanced on gound prin-

eiples; for ill-conceived finencial methode may delay the mobilization

of industry, impair the effectlveness of the entlire economia organi=»
zation and, cause the grossest injustice as between different classes

of people,e (

1Glark, Hamilton and Moulton, op. eit, p. 380.

*Ibid,
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The inmportance of war finance ig further shoun in the faet that
often, In peacetine, military oublays acecount for the largest single item
in publie expenditures, and, even at that, expenditures under purely milie
tary headings do not tell the full story by any means.

If war finance 18 wmo imporbtant why are there basically conflioting
vieus as to the begt financial policy to follow? First congider the
problem of finance In wartime, The govermment expenditursg inoresse
greatly and the money to pay for the goods bought must be obtained from
the peoples At the game time the method of obtaining the funds must not
reduce production and muet equalire the burden as much ag possibles Thus
war finance problems are just one aspeet of the problemg ofj industrial
nobilization; production and conaumption, prices and incomes, and con=
trol of the capltal market, Naturally, the relative weight of all thesge
factors will vary from economy to econcmy, and in each economy at different
times. This variation in relative importance is one of the causes of disg~
agfeement and confusplon among the exponents of various theories of war
finance, | |

Before proceeding it is advigable to indicate again the shortcomings
of any comparative consideration based on monetary figures. Everyons |
realizes that money ls an elagtic yaféaﬁick'but thig factor is all too
often forgotten, Yebt while disbursements of money do not represent the
var effort itself, they are apt to measure it} the best measure perhaps
being the percentage of the national income spent for war purposes.

There are several possible metheods of obtalning manéy for govern~
mental purposes. This is true for all public projects which require money.
The funds mey be obtained by taxation, direct or indirect, compulsgory

savings,a type of taxation;, loans nade by the publie, loans made by the
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banks, or by the igsue of new currenocy. Before dealing with these methods

in detail we should congider some basle maxime of taxationgl

L _

Ry

3.

dye

A normal government expenditure is finanved by tamation, No guch
measure is financed by & continucus resort to loans,

4An exceptional expenditurs i1s often financed by losns, especlally if
it pays for itself. There i disagreemegt howe%er over how much of
a non=renumerative, non-recurrent expenditure should be financed in
this manner. Expenditures for war are of this latter type,

New taxation should, ihvany cage, pay the interest on a new loan to

avold & stesdily increselng taxation pattern.

The burden of an exceptional expendlture is borne mainly in the

period of the expenditures The only burdens borne by those other

than the warring generation aret -

a) The costs of building up stceks_of'equipmeﬁt and training men
entalled before the war, which hit the preéeeding generations,

b) The reduced inherit&nee in the form of capital goods and inven=
tories lower the wealth of succeeding generations, Debtas incurred
to foreign nations during warbiume, to be repaid in the future,
alac reduce the inherliance in so far as they are repaid and

not repudi&ted.g

IA; Cs Pigou, OPs {31'{?;; Chap, VIi,.
zlf the theory of equilibrium below full employment of resources

is acoepted, the physical cost of replacement sfter the war may not be
as great ag 1t would seem at first glance, since the resultant rebullde~
ing may keep employment at a high, above~squilibrium level. Thie ralses
the question of the worth of full employmenbd, as well as distributional
problems, and leaves the realm of war finance,
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The only transfer of burden that can take place within the warring
gensration is betuween natlons ihemselveé. "One group or nation may
bear more than its share noﬁ on the condition that the other group
or nation revurn the favor in the fulure. Nevertheless, someone
besrs all the burden now., The problem, la democratic couniries at
least, il to equalize this burden as much as possible,

Having these facbtors in mind let us turn our attention to the
various methods meﬂtionéd for eﬁtaining the funds, remembering that, "to
make the wrong choice batuesn taxation, borrowing and inflatlon may cause
ug endless gorrovw and social-disturbaneex but it will not lose the war,
To get the limits of our war effort too low on the other hand » , » will
mean losing the warc“l

lexation.-~Financially spesking immediate taxation is the best
way to payifor & War, War caupes increaped government expengess taxahian
ig the way money is obtained by the govermmentj therefore, increase taxes,
In this way there is a definite and final transfor of purchaging power
from the eiviliang to the govermment, Individual conpumer demend im re~
duced by an amount equal teo the increass in government demand. Consse=
quently, there will be no priee rige unless taxes are paid out of savings
rather than current income. In eo far ap taxes make wars unpopular, ab=-
gsorb any excess profib ereated by war, tend to dlscoursge capital ezpans
gion in non-milltery lines, tend to equalize the sacrifice of taxpayers
with that of thoge in the armed forces, and are made aoceptable by pat=
riotiec feeling on the part of the peoples~~to thalt extent taxes are ad~

ventageous, fair, and possible.

l"A Budget of Delusionsa," The Egonomist (April 27, 1940), pp.
759"7606
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Why then is taxation not used oxalusively to finance a war?

There sre several reugong, eech one of which reduges the seope of taxaw

tion pogsille in a certain direction. These reagons may vary in inten-

sity, and conpequently mey vary the preportional amount pald in taxes

at different times,

1. Tt takeeg time to imposc & ﬁaw tax, and for the revenus from the new
tax to stort coming In, In splie of this delay, lurge expenditures
mist bhe made ilmmedlately., This objJection to taxation hus become less
important since the introduction of the collection of income taxesy
the chief lagging tax, at the gource,

2, High taxation tende to reduse the snterprise of both the individual
vorker and the entrepreneur, In as much as this cccurs, taxation
beyond a certain emount will limit the output of weal war goodgw
exaetly the opposite end to that desired,

3. The higher the taxation level, the more burdensome it becomesi and,
in go far 8s 1t 1is inflexible, the real burden of some people may be
relatively very great although, secording to the theory of the tax,
all burdens should be equal, In obher words, the higher the tax the .
Jdess slack thers is for individual casges, Taxes that are too high
.oan, in this way, break doun morale ard, as & resﬁlﬁ, even lose the
WaT,

Thus governmental finance has reached the state where the pay-as=
you=go plan ls implemented as much as possible but, since the cost of war
is o grest and the above reactions begin to occur before taxation revenues
are equal to war expenditures, obher methods of war finance are also used,

There are three ways in which the amount of monsy collected by
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taxes may be inorensed during wéﬁtime; normel taxes may be made more severe,
new taxes may be imposed to reduce war profite, and new taxes may be im»
posed to ebt&iﬁ revenue with a minimum of administraticn and sost, Gener=
ally speaking direct taxes are better than indirect ones; since the point
where the resl burden is falling can more eagily be seen and the taxes
can then be made more in line with ability to pay. Excess profits taxes
are excellent so long as they do not reduce production,

Compulgory savings are a method of taxation whereby part of the
tax is refunded after the war, - This procedure tends to reduce congumer
demand during the war and, at the game time maintain incentive gines the
money 1a raally belng saved, These savings can be released after the
war, whenever an increase In consumer demend would be advantageous. The
system is especially applicable to low inceme groups and, indeed, causes
the poorer classes to hold a proportionally larger share of the neticnal
vealth, However, I1f voluntary savings are reduced by an equivalent amount
there isilittla to be geined, This uas realiaa@ in the Camnadisn plan,
ag voluntery savings were allowed as exemptieng%from the gempulgory
savings section of the income tax, Thus, theseifarced to save were
those who were not saving at all=~the very peopie whom it is dealrable
to catoh, | - ?

Changes in the cost of ldving create a problem which must not
be overlooked when taxes are close to or at, thelr maximum. Different
‘&ethoda of varying taxes sutomatically with substantisl changes in the
cost of living have been prapoaed¢l Canada avoided the problem during

the last war by controlling the cost of living which, as a result, did

: ;A. G, Hart, Economic Polioyv for Hearmament, (Public Poliey
Pamphlet No, 33), (Chicagos University of Chicago Prese, 1940), pps 22=27.
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not rigse too pubstantlally until after thé var when eontrols were rée
leased. This polnt, nevertheless, indicaﬁea the hand-in-hand relation~
ship between taxes ana.the price level,

individuale,~People prefer to purchase bonds rather
than pay taxes for éeveyal reagons, Firstly, thé bonds may be used as‘
aolleteral to secure bank credit, The money 1s not completely lost,
Secondly, people tend to ignore the fact thet to repay the bonds taxes
must go up. Thus, they do not feel as "poor" ssg the& would if they were
taxed, Thirdly, if we consider an equsl income group, those whose indie
vidual cireumstances allow them to buy bonds may do so while others whog
due to speeiél glreumstances, do not have money available can aveoid
subgseribing to a loan, If a heavier tax were impoged the hardship of
the latter group might become severe, Thug loang result in less burden
for the group as a vhole than do taxes,

What 1s the general effect on ths economy as a whole of bond sales
to dndividuals? The desirable decrease in consumption will take place if
- the funds used to purchase the bonds would otherwise have been used for
Qanauﬁptien purposeg, The tendency ias, however, for investment funds
or gavings to be trangferred to the purchase of bonds, This reducss cure
rent investment in both essentisl and non-gssential lines., In the latter
ingtance only, this regult ie beneficial, Consequently, goveriment agw
tion 1s advigable in limiting investment in non~essentlal lines, séfthat
investment funds may be uvsed either to finance egsential industry or to
purchase bonds, In the overall pleture, the ssle of bonds tends to in-
crease ‘the financing of war out of oapital and to deereasge the amount

financed out of earned income, Also, the expsctation of the repayment



T
of loans by taxatlon may tend to canse hoarding to meet this eventuality,
especially on the part of industry, Thus funds for industrial expansion

nay be further limited,

Who bears the burden of finanee by loans? Since taxes are usually

less progresgive than loans, the intereat paymente on bonds tend to benew-
f£it the rlch more then the poor, That is the rich will lanvest more in
bonds than they would pay in taxes, and in the return on, and the re=-
payment of, this lnvestment, relatively more money is collected from the
poor, by means of tazes, than from the rich, The result is & transfer=
ance of money from the poor to the rich, A

41Y the above factors u%ll ocour regardless of any inflationary
tendency, However, the ability éo use bonds ag coellateral may increase
bank credit and raaul* élﬁimat@ly in inflation, Similarly, people will
feel they have more money to spend 1f thgy have gaviags in bonds; and
the prepenaity ﬁ@ consume will be greater than L1f tazes had been paid.
In sa far as inflation does take place the burden fallg on those whaae
income lags behind the rest.

The question 1s rajsed hare as to whether 1t would be better for
the governmént to pay @ higher Interest rate to attract more funds into
bonds and perhaps reduce the inflationafy preasure, Experience shows
that the coét of increased debt finanecing is greater than the saving ex~
perlenced 1n lower commodity prices¢1 High interest rates may cause
doubt ag to the soundnessz of the inveptment especially among foreign'inh

veators. Further, it geems ethically unfair to allow bondholders to wake

" 8 handsome profit out of war;

L
Hill, 191&5) Pe 245,

8. B, Harris, Inflation and the American Eccnamx (New Yorks MeGraw=
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In general, the sale of bonds to the publie to help finance a
war enables the government to obtain a greater quantity of savings than
would be the case in the abseneé of these salea.l 8ince this meansg that
the cltizens are not gharing the cost of war equitably, a transfer pay-
ment muet be made In the future to compensate those who take on more than
thelr gh@r@; In the meantime, interest payments are made to these people
by the taxpayers. This causes financial troubles for the government after
the war, and enables the rentler class to obtain income at the expense
of other groups, If:the government, in an attempt to ccunter«balance
the latter féét, taxes the holders of bonds according to their holdings
they might heétter have been taxéd in the first place. A plan of compule
sory bond buying with a fixed portion of inecome would equalize burdsn
and would bhe superior to taxes, to the extent thet, in an emergency, the
bonds eould be used as collaterale The inflatienarj.trend here however,
might, offset any édvantag& thus obtained. |
If 1t is decided that the.sale of bonds 1s advisable and neaeséary,

there are several techniques, some of which have alresdy been touched on,
which should be utilized to enspure a large sale. |
l. Alternative ugses of money for consumption must be limited, where possible,
2: Transfers of money from those who have a high propensity to buy bonds

to those who have a high propensity to consume, such as investment.in

in a nonwegsential industry, should be restricted.
3« Diverse forms of loans, different denominations of bonds, publigity,

competitions, drives, and appeals to patriotism are sleo sssential,

Por example, lack of publicity for the second Canadian War Loan

18piegsl,'eg. cit., pe 338,
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cauged aubseriptions to be far below expectations, In this group

may alsgo be included psychologleal schemes, such as the deliberate

plaeing of the objective of a loan lower than the hoped for figure

in order to make people feel they héve really accomplished something.
4Le A puitable interest rate must be set. One too high 1s not desirable

 or offective, Often as demand ip stimulated and alternative uses
are limited the interest rate may even be redueed,l

Currency Issue and expansion o Bank,:¢‘dit.-lf loans are used,

voluntary loans are the most desirable., When suffiéient meney ig not obe
tained in this manner, however, more subtle means of eredit expangion
must be uged in supplement, Bither the issue of more currency or governs
mental borrowing from the banks may be used to accomplish this end, In
go far ag the number of transactions lncreases, and the demand for money
to facllitate exahéﬁge increases as a result; the issuing of new currency

will not have adverse effects or cause & rise in'priaea. Bayond this

peint, successive, equal issues of new money bring the government a smaller

and emaller percentage of the national income, This makes the issues bes
eome'larger and larger. Yet, so long as people do not lose confidencalin
the currency, the purpose of obtaining more of the real output for the
war effort 1z attained. |

Bimilarly, the government by selling its bonds to the banking
gystem may obtain funds,. The danger here is that the banking system,
uging these bonds as reserve, can expand its credit by up to ten times
the value of the bonds. The result of such a move would be an increase
in eansumer_demand'and 1nf1é€ionary pressure, Also, interest charges

would have to be pald to the bank,

. _lﬁﬁrriﬁy ODs Gito, P 237,
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Neverthelese, these two methode are valuable and justified when
there is unemployment of resourcesg; the key polnt in thelr use i modera~
tion, For,

-

« o s o though the creatlion of new monsy and bank credits may he
a convenient means of meebing war requirvements at an early stage;
before there has been time to organize an adeguete scheme of taxstion
and public loans, yet the method is inherently bad, and a government
&t war should reastrict it within the narrowest possible limite .

A, G, Hapt? supports the idea of anon-interest bearing warranth
which ocould be uszed by the government to secure funds. The "non=interest
bearing" feature would eliminate the expense, énd, although the bonds
could be used as legal reserve, the government would be sble to control
the infiaﬁiaﬁary effect, 1f such wes desirable, by vavying the reserve
1imit, The methed 1s a little severe on banks ag thelr fanés are virtually
appropriated by the govermment. Bven under the stress of war, we must
guard against arbitrary actlon and undue exploitation of any one group.

We have mentioned inflation seversl times in our diseussioﬁ B0
far without going into detail as tohow it arises in & war &aenemy‘and
what the disadvantages of 1% are. It might meke thinge clearer to do go,
During wartine, production agé therefore incomes both rise. The govern=
ment can tax avay the inerease in incoms and uge it to buy phe increase
in production, There is, then, no rise in prices. Asg soon as the govern=
ment, begins to run é deficit~~that 1s as goon ap the gévernment starts
taking more goods then its money income will pay for=we find that there
is an increased amount of money in the economy, due to more credit or

currsncy lssue, and fewer goods in the hands of the people, This tends to

increase prices, as proportionally more money to goods 1s available and

1
PigO'ﬂ; Qw!} Pe 111.

gﬁart, op. _cit., pv 25,
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congumer competition inerg&ses. At the beginning of such an inflation,
the velocity of eirculation may fall a bit, due to an appeal to patw
riotie feslings, and ease the pressure in that mamner, However, when
inflation becomes rapld we find a tendenéy for the velocity of circula-
tion to increase, since the value of money falls rapidly. This will
further increage the inflstion and the fall in the value of money., The
final result may be a completely worthless currency, What le wrong with
that? It meang all people who possess monetary assgets, or are owed money,
lose sccording to the degree of iunflation. Thug, those who hold morte
gages, pengions, annuitles, insurance, and so on are sll penalized and
foreed to pay more than their share of the war costg, while holders of
real assets are no vorse off; Furthermore this trensfer causes much soow
nomie friction and may result in a fali in productlon, Thus, as a major
scheme in war finence, any system which leads to inflation 1s detrimental
to both the real war potential, through a fall in civilian morale, and
the fair di&tribﬁtian of the burden of war,
In gummary of this peneral section on finaneial policy we may say

thats
1s Peace time military expenditures generally should be financed out of

eurrent revenus,
2+ During the exigencies of war, the higher the tax rate the less a

government will heve to rely on inflationery measures: However; high

taxzeg may have an unfavorable effect on output; some taxes may cause

higher prices, and taxes may be paid out of 1dle balances rather

than earned income,
3. ‘The total amount needed by the government is important in determining

the ratio that will be raised by taxes and loans, General econonmig



79
~condibtions and the credit situstion in the country are alse important
in this regard. ‘

4o It is importent that the people reslize the value of gavings and the
implications of & large demand for & small supply of civilian goods,
if any scheme to avold inflation 1g to work.

5, Finpally we must remember that war finence is merely a tool to get.

the greateat production for mér purpeoges, Whille equality of burden

is important in an emergency it is more egsentlal that each do "his
1

utmest rather than his ghare.®

@r

-~ We ghall now brielly examine the mammer in which Canada followed
these mexlme and fitted them in with her peculiar preblems.2 After the
outbreak of war in September 1939 tﬁere was the 1ull of the Yphony! wars
For tuwo ox three months the cogte of conflict were not ﬁac large and only
moderate increases in excise and income taxes, plus a heavy excess pro=
fite tax were felt necessary., As the costs of war and production increased,

the taxation structure chunged and new taxes were imposed. It is important,

in all our considerations of Canadian war poliocy in the lagt war, to re~
call that there was & pericd of delay or grace in whicp financial and other
matters could be organiszed,

The objectives of Canadian fiscsel policy were; to rapidly atimin
full use of resources and to follow a pay-as~you-go plan ag much as possgible,

Naturally, equality of burden and restriction of civilian demsand were also

1 .
Pigou, ops cibs, pe B4

2For a more detalled picture of Canada's problems and aolutions of
the firast two years of the war sce: A, F, Plumptre, Mobllizing Cansda's
Regources. for War (Tovonto: Maemillan and Go., 1941),
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congidered. The light burden of taxation, the large available resources,
and lack of war destruction were peculiar and helpful conditions in the
Génadian pltuation; but the increasing urgency of the war by 1940, the
new problem of defieit financing, and the foreign exchange problem wers
difficulties which were not anticipated. Indeed, ", . . » the financing
by Canada of most of the Canadian export surplus with the sterling area
was just as great a threat to inflation, for example as the more obvious
types of war expenditure;"l The export surplus meant more purchasing
power and fever goods. In so far ag old internstionsl debts wera pald,
and people increased their saviﬁgs rather than their consumption, this
tondency was ameliorated, .

The Taxetion Sysgtems--At the begloning of the war the taxation

maehinery vag poor, egpeclally for cmrpoi&tion taxing, and with regara

to the excess conpumption texes and the Dominion~Provincial overlap.

Congequently an immediate, large ineremse in taxation was not possible,

Nor was it desirable; in the period of transition, to ineresse taxation

substantially, Soon, however, the system took two main trendsy the ine

erease of old taxes and the establishment of new ones, Thoge increased

ineludeds

1. The pergonal income tax, which contribubed one~third of the lotal re=
venue a8 rates vwere increased and exzemptions lowered, The innovation
of iﬁeomeltax collectiong at the source by the employer allowed for
Pagt changes in the rate of tax and engured collectiony besides pro=
viding the money for the government's use congiderably more rapidly
.ané in . a pteady flow, This method hag been carried over inte the

peacetime sconomy and seeme here to stay,

J. F., Parkinson, "Some Problems of War Finance in Canada"; Canadian
Journal of Economic and Political Seience, (1940), ppe 400-423.




3

beo

Se

L,

R

' Customs 8nd import duﬁies were subject to minor changes with the dual
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Compulsory savings were really e part of the personanl income
tex, The refurdable portion (the saving) was heavier in the lower
brackets, and exenpblons were alloved for personal sevings. But by
1944 the income tax had become so high thet the compulsory savings

feature was dropped. In 1949 the savings were vefunded, Thug the

mechanism geemed to work eatisfectorily, whether or not the purpose

of the tax was accomplished,

The corporate income tex was increased leniently, by what amounted
to a war surtax, The mein taxatlon of corporations wag dore through
the excess profits tax,

The sales tax was not appreciably changed because of the 11l effects

an increase would have had on the lower income groups.

purpose of lancreasing revenue énd congerving foreign exchange,
The general policy as regpards exclse taxes was to avoid thoge indirect
taxeg which would unduly raise the cost of the necessaries of life
and to follow & selective approach in increasing consumption tazes,
Many items were affected,

The new taxes brought in were:
The excess profits tax, the purpose of which was to prevent the sccu~
mdation of war profits and te secure revenue, The main objection

raised to this tax was in respect to the hase period which, at firgt,

kept industries in the same relative position. After some adjusiments,

which made the tax more equitable, part of this tax was made refund=-
able to preserve lncentive,
A national defence tax on personal income which especially reached

the lower income group and which later lest ite identity in the income
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tax,
3. 4 Dominion inheritance tax was added to the provincial one.
4y Certain taxes weré initlated which wers deslgned to conserve essen=
tial preoducts and forgign exchange, The idea wag to reduce the demsnd
for an lmported commodity and thus conserve forelgn funde., They
applied to a wide range of comnodities. |
5« A war exchange tax of ten per cent on all imports from non-empire
countriea was also deglgned te conserve exchange., Close check vas
kept to see that the untaxed producers did not increase their prices
by the amount of the tax, |
Most of the revenue came from personal and corporate taxes, The
higher rates on customs and exclse taxes ylelded a louer revenue, The
sales tax brought in more revemie, as did the excees proflts tax which
alsgo perved the purpose in keeplng douwn war profits, Other taxes, de=-
slgned purely with regard to forelgn exchange problemsg, yielded negligible
revenue, In general laxes changed from indirect ltaxes on éoﬁsumptien
and bupinege to ones levied on the basls of abillty to pay, on lumuries;
and on non~apsential goods. The overall burden became ruch more squitably
digtributed resulting in increased sdminlgtrative difficulties because
of a necessarily more complicated system. Refundable vortions vere used
to effectively preserve incentive. By the end of the war a comprehensive
gyetenm of tagation and adminigtreation wag in affect, and the knowledge
‘gained in implementing 1t will be iovaluable, if such severe taxation
again becomes necegsary,

Losng from the Public,-~This involves persuading the public to

gave out of their income and lend the savings to the government, Nine

public war loang were floasted in Canada, The installmenl system, used
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to facilitete the purchase of bonds and certificates, made savings re=
gular and continuous. The plan was aimed particulerly at the worker iﬂ
the lower income groups. As a result, employees held ten per cent of
the money value of government loans which, up to April 1943, smounted to
46.3 per cent of the government's receiptes The remaining 53,6 per cent
wag ralsed by taxation.l The Victory lLosne fulfilled the need for a
large volume of loans but were not very effective in redueing eivilian
spending, while the War Savings Certificates pradueed'only eight per
cent of the 1§aﬂ total but tended to reduce the spending of elvilisns
to a greater extent., This difference in the quality of the loans de=
oreased a8 the war progressed., Non-interest bhearing certificates were
also lssued to those who wanted to lend theilr money without charge, but
they vere relatively ingignificant,

The interest rate vas kept at the preewar level, the result belng

a fall»in the market for government obligations at the outbreak of w&f.
After thres or feﬁr»manths, the market returned to the regular level and
remained there for the duration. This would seem to indicate rather un=
favorable conditions for the financing of initial govermment expenditures
by loans, The increasing degree of institutionalism in Canada makes more
and more money réadily available to the government from "inbernal" sources
and inoreased civillan savingas., This brings us to our next source of funds,

Loans_ from the Banks,~~The originsl financing of the var was done

by bank eredit, and the multiplier effect resulted in increaged production,
since there were many idle resources, A conbinuation of such a poliey

would have meant increased imports from the United States and a rise in §

1y, Miller, Canadian Wert: (Unpublished Thesis,
McMaster Univeraity, 1945) y pe 514
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- prices, as full employment was reaehéd. Neverthelesé, moderate expan=
glon, to tske care of the natural growth of production, eantihued, and
borrowing from banks accounted for thirty-five per cent of the rise in
debt, Included in this total 1s some govermment borrowing from the Bank
-.of Canads for currency lesune and for foreign dealiﬁgé. The main function
of the ecentral bank, however, was to maintain a residval store of funds
which wag kept under strict control, The Bank of Canada was also ine=
fluential through its open market operations, and, towards the end of
the war, in leowering the rediscount rate to signify an easy money poliey
in order to encourage business to make expansive, postwar plans,

Currency Expansion,--During the war, currency expaﬁsian wag ale
most fourfold, The rate of expansion decreased, however, ag full employ~
ment was reached, bhe largest sxpansion taking place in the earlier years
of the war., 8inte bank notes form go small a pert of the sctual medium
of exchange in Canade, such an expansion is not dangerous but merely in=
dicates an incresse in demand

In general inflationary methods of finance, such as currency issue,
and bank credit expansion, are more essential when the government is de~
pending on the profit motive to align production, It is apperent that,
once controls are organized, a minimum of further relignee on guch ine
flationary methods is necesgary., Thig would seem to indicate that the
more highly organiged the finaneial plan for emergency, the leas resort
to inflationary means of finance will be required, and, as a result, the
sirain on prices would be eaged on the demand side.

From 1939 to 1945 the natlonal debt increased from three to nine
billion dollars ag the expenditures by the govermment became as high ag

the total national income before the war, The debt is ninety=-seven per cent
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held in Canaday and, consequently, tha>majcr tagk of repayment is between
groups in Canadien gociety, not to repay ctﬁer ecountries=-a polint of light
in a gloomy eitwations Also, glnce the rate of interest on govermment
securities haps declined since 1945; the transferance of wealth will be
itaélf eaped slightly, The exlstence of this large volume of secure governs
ment bonds provides a means for the absorption of incressed savings.
If the inoresse in the availability of safe investment opportunities re=
duces the amount of risk capital put forth, the tendency towards over
saving and stagnation, which gome economists feel 1z inevitable, may
be accalerated rather than offset by the exlstence of & large national
debt.t |

The sontrol of forelgn exchange was one of the more un@xpéﬁteﬂ
major duties of the government In its fiscal policy program, The Foreign
Exchange Gontrol Board was seb up primerily to balance, as far as possibls,
the import and export of United States funds in order to ensurey on one
handy that American funds would be availlable as required to obtain vital
var materials and, on the other, that they should not be dissipated for
non=gssentisl purposes. It algo functloned to prevent a flight of capital
from Canada, to prevent depletion of forelgn assets in Cansda, to gla=
bilize the rates of exchange, to advise the govarnmsit on interastional
exchange matters, and to present a powerful front to ail other nations
which had instigated exchange sontrol. In carrying out these functions
it controlled: the acquisition of forelgn exchange, the export and import
of commodities, the sale of securities, foreign travel, export of caplital,

and the rates of exchange. The problem of Unlted States dollars was

lK. E. Boulding, Economic Anslysis (revised editiony New York:
Harper, 1948)’ Pe blhe
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further alleviated by special agreements,; such as the Hyde Park Declara-
tion whereby the United States agreed, in effect, to take payment for ex=
ports to Canada by imperéing large quantities of Canadian goods, |

We may pay, &8 a result of her éxgerienﬂa in the last war, that
Canada, providing she follewé pimilar plang to those used ab that time,
and providing the period of delay betwsen the declaration of war and the
coming to life of the financial system is short, would remain in a gsound
finanelal position in the event of another war. Alth§ugh some minor
changes might be necessary, the hinderance of the finsncial systenm to
the real war potential and the inequality of burden were reduced, as
much as possible, in the gcheme that was In effeot 2t the cessation of

hostilitics,

Non«Figeal Polley

Besides financial aotion, there are several other methods by
which the gQVBrnﬁent can insure the maximum amount of goode in the right
places, with ag little delay as possgible and with a minimum of diglocation,
inconvenience and suffering, All the following measures have one or more
parts of thig composite purpose for an objective. As we found when dealing
with financlal poliey, there ig litile that can be done in most cases
untll war is actually declared; or at least clearly imminent, There arey
however, one or two points which should be considered in the formulation
and carrying out of a peacetime prepsration program; and these will be
introduced in their proper sebiting,; &8s we proceed,

em and Price Gontrol.~-=In our economic order prices

are the regulator of economie activity, They determines (1) the direction

and the extent of production, through their resction on the demand and
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supply of the ultimate consumers, (2) the organization of production by
allocation between industries and firme and the co-ordination of resources
within firms, (3) the distribution of the product by the relative size
of wages and consumer good priées% The price system only fulfills these
fﬁ#ctions in the long run, however, and ig geared only to handle small
changes, This is why it ia'net a gatisfactory measurs, in itself, for
wartime purposes; since both aspeed and largé slze are characteristie of
any war inspired transitlon.

Price distortien may be caused by: large government purchases on
8 competitive bagle, the expaunsion of business purchases, epeculation in
gommodities, unco~ordinated government buylng, competitive bidding for
labor, the expangion of consumer buylng power, the expansion of bank
credit, or inoreased rapldlty of expenditure ef'funda,l The results of
price dlstortion due to these causes were seen earller when we dlscussed
inflation, the problems of higher government coste, windfall profits to
the entrepreneur, the higher cost of living, upset Industrial plansy and
undermined morale, These are reasons additional to the fundameétal cbjac=
bive for imposing some aort of a coentrol over prices;*tc geoure & maxis |
mizgation of output,.. wartiﬁe'pciieies are thus degigned to supplement
the price system with direct economic controls, and, of necessity, some
of these controls, like rationing, reach beyond the realm of price fifing.
However, in so far as the regular campétitive systen of prices may pars’
tially accomplish this purpose, only limited interference with the price
syetem is necessary. The resulting blend of normal incentives and direct
control causes ambiguity in gome respects and therefore is the basic source

of price control difficulties..

1@; 0, Hardy, ¥art (Washington: Brookings

Institute, 1940), Introduction.
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Price fixing, then, is necessery where the suppiy of goods dew
creagses while demand increases, or to prevent, if heavy taxes keep demand
down to supply, some individumle gaining at the expense of cthers.' When a
rise in price is caused by a decrease in supply, price control must be
sccompanied by some mséns‘ef distributional eontyrol, such as rationing, if
the article is essential to the consumer. The government, by setting
minimum prieces, can inerease production in one direction and; by setting
maximun prices, can restrict produetion in another direction, when sach-
changes would not othervise oceur, If the government can direct produce
tion into the desired lines more effieiantiy in thie manner than industry
can, a free price gystem is nelther necessary nor desirable in wartime,
Experience seems to indicate that such is the case. That is, jp wertime
govermment control can diveot production more efficiently than the free
price gyatem, _

In the transition from & free price syatem to one interapersed
with government price reéulatian, geveral difficulties gre encountered,
When viewlng these difficultles listed below, we must meditate on the
poseibility of relleving them by some actions in peacetime and on whether
sﬁch actions would be worth while,

1. A quickly established and comprehensive scheme of control can avold
internal repercuassiong of prices. But changes which are dus to ex~
ternal causes, for example; the effect of American prices on Canadian
prices, cammot be avoided.

2. If prices are imposed on the baple of coasts, then a1l plants will
make a profit, regardless cf expenses, and the incentive for greater
effiolency is gone., If, however, prices are fixed at the same level

for all firms, some may go cut of business and others msy meke a large
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profit, The situation ean be partially corrected by the use of sub=

gildies which, since they are a sort of negative rise in pride, tend to

- prevent repercussiong on other aspecta of the eoconomy, and by the use

of excess profits taxes,
There are many technieal difficulties csused by differences in grades
of a product, differences in loecal conditione which tend to vary price,

and differences in the amount of processing, In Canada the use of

‘a bage pericd price and standardization in the production of articles

like elothing were regulations used to overcome these difficulties,
It 1s algo importent that prices be fixed all the way doun the line

from the orlglnal producer to the ultimste consumer, This is an adminls~

trotive difficulty. .

Free export of'gcaég cannot be alloved if prices at home are to be
controlled with effect,

The linmitation of prices may discourage invgstmant in industries whoge
profits fluctuate, |

Bounties and subsidies may have to be used to preserve incentive in

" gome industries when rigid price control im mainteined. An opposite

effept may be obtained hy lmposing an excise tax on purchases made
by non=egsential Industries, which effectively ralses the price to.
the non~egrential buyer and tends to reduce his purchases,

With regard to peacetime fixing of prices, it would seem to be

beneficial, from a preparedness point of view, to establish minimum prices

for esgential products vhose demand ig relatively elastle, This would

encourage production by guaranteeing a certaln profit, If the demand is

inelagbic, however, a minimum price smet below the prevailing price would

merely reduce the amount produced and, in the long run, the capacity of



7 90
the industry,

Naturally, control of prices means centrol of vages and 1f pricea
rise wages will have to be allowed to rise p50portionatély. 4 cosb of
living bonus is an effective way of accomplishing this end, The difficulty
oauged by the faet that all product prices do not vary exactly with the
gost of living, or with each other, ié g rather blg ohetacle in this re-
gard, however.

1 points out that price control can laat only so long,

One writer
The leonger it 1s earried on; the more things tend to get out of line,
and the greater the strain becomes, If this is coupled with reduced co=
operation when the war ends, the result will be o release of gontrols
gooner than might be economically desirable, Canadian experience has
ghown that controls are lmpracticeble and unSGBirable ag long range polie
gleg, Also business rebels égainat the ides of price control while free
gompetition existe for vaw materdal suppllies. We must go all the way or
not at all, and, in peacetime, all the way amounts to ptate planning, a
political as much as an economic phenomenon,

Before we leave price control, let us turn for a moment to the
Canadian sibuatien.g In Canada & five point program was established in
ODetober 1941: (1) an all over price ceiling, (2) wage and salary controls,
(3) profit and income controls, inéluding taxes and subsidies, (4) allow
cation end rationing controlas, (5) manpowsr controls. This shows the all

embracing nature of control of which price ceilings form only one part,

» 3E. Je 8. Spence, War ( _ : ' 1y (Ottawas 1947)
A detailed study of the price celling throug out, the war and immediate post
war years

Zjules Backmans The Price 1 _and Sub : LSanada
(Washingtons Brookings Insfitute, 1943 s DP» 30. Thi$ book gives a8 olear
coneise and accurate picture of the general policy thut was followed
during the last war,
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The price celling appliéd to all goods and grincipal‘sarviaea, with very
fou exceptions. The main ides was to keep retall prices at n bage peried
level. Allowanoces were made for normal, sessonal variations in price.
The government also supported various types of campaigns desligned to re-~
duce costy, conserve scarce faetors of production, aﬁd maximize essential
congumer supplys all of which tended to keep down prices. "The price
celling 1tself has been & very powerful lncentive towards maximum ef«
ficieney in proﬂuction.“l

Priariﬁies,m~?riaritiea perve ﬁc concentrats production on ag~
gential goods, without allowing the otherwise necessary rise in the priaaé
of resources snd to overcome any disequilibrium digtritmtion caused by
fixed prices, fc apply priorities a priority order, or a taslc seh@dule
of vranks ig necegsary, This wmay include non=essential industries de-
pending on the amount of the commedibty available, The great diffieultiés
arige when one priority for a finished good requires other pricrities all
down the 1ine‘ta make production of the originel, essential good posaible,
The problem of which esgential good is mogi esnential is also diffiocult
to solve.

Pundementally, prioritier are & short run method of allocating
productlve resources to eage production bettleﬁeaks until the resources
are in better supply, -The system is eel up to ensure that one plant has
not an excees supply ofAsome eonmodity while another has none, Thus,
priorities ration goods among firme, Prohibitions are a form of negatilve
prierity, and conservation plang are basleally linked up with priorities,

along with commandeering practices.

~ lKg W. Taylor, "Trends and Consequences of Price Control in Canada®,
War and Regongtruction, Some Canadian Issues, ed. A, R. M, Lower and J, P.
Parkingon. (Torontor Ryerson Press, 1942)y pe 24
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Comrandeering.~~The Government may actually teke over the possession

of the goods instead of trylng to persusde private interasts to run things
to the satisfaction of the authorities., This 1s most likely to occeur with
ray materisls, Froductive agents may be forcibly placed where they are the
nost use, and exports, bhoth visible and invigible, may be substantially
reduced, Commandeering is also henefieial in that after the governnent

hasg taken what it wantas, it can faeilitate control of the price and dige-
tribution pattern of the remainder, An example of this pyetem is the
QGanadisn crown company which was estéhlishsd to ﬂealﬁmith imported goods,
and vhich sold those it did not need at reduced prices, rather than have
the government pay out avsubsidy. One of the main aﬂvéntagea of commandeer=
ing procedure,; houever, is the spead with which 1y enables needed articles
to be ohtained,

7 Mﬂequisitiening is a form of commandeering used to avéié delay or
exorbitant, prices while dealing with the holders of ugiqne regources, The
values which are arbitrarily assigned under this scheme ghould be féir
gnd gubject to a?peﬁli

Can priority and commandeering procedures bhe nsed to benefit
defence preparatidas during peacetime? 1In go far ss they facilitate stock=-
piling and enable the development of, for example, military jet aircraft
rather than commercial models, such procedures may he warranted, It‘is
-ohvious, however, that only small scale actiong wonld he possible; for
if such restrictions were imposed over a wide field, the price systen
might be affected, and a multiplylng system of control wéuld result, with
its subse@uent disadvantages.-

Rationing.~~Because of the large number of individual consumers

a priority system, such as that used for industry, is impossible for the
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retaill market and, therefore, a fixed ration is set, Thus, rationing

may bhe defined as the method used to distribute scarce and essential pros~

ducts to the ultimele consumers, As we have menbioned, 1n & cage of scar~

city, if the ﬁfice is not allowed to rige, demand will fer exceed supply

and a shortage will result, Hoarding, quening up, or going withoul are

the aceompanying evilg., S8ince rationing assures a future supply,. it

reduces these evile, for people know that they will get their share,

L,
2
3s

4o

5a

Some general comments on rationing:
The success of raticning depende on co-operation to a very larpe ax=
tent,
The type ofrcommodity is also important. The more regularly a commedity
is éonsumed, the eagier it is to ration.
Rationing may cause shortages of unrationed substitule goods and thus
tend to become cumnlative In its effect.
The importance of different rations for real variations in need should
not be overlooked; but the administration of such & -systen iz a real
pfoblem.
Thers are several wayé of ratienings by quantity, by price, by a aystem
of points, by fixed=date, expiring coupong, by non=expiring couponsg,
and 0 on, but the idea of allocating moarce resources, falrly, 1s
béaic to all methods.
A rationing administration must observe two essential concepts. The-
ration must be for a fixed amount and the total amount of rations
alloted muat not excesd the supply on hand, These maxims are more
difficult to fulfill for commodities rationed by value rather than by

quantity.
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ﬂuringvpeazetime, rationiug would not be Teasible sxcept in the
cage of non-essenbial commodities, for which rationing is not necessary,
anyway, The lack of patriotic incentive and the prospect of a permanent
condition of ghoriape would encourage "bluck markete" tc fleourieh with
greet sbandon, Hevertheless, the example of Britain in the pest-war period
would geem Lo indicate ite possible workability, bul one aust remember
that the Pritish zre nol submitiing to reliovng to huild a war mechine
but to ensure their eeconomic survivel. In & country like Canzda, where
rescurces sre relatively plentiful, rebtioning would he very difficult in=
deed to enforce on purely & defence basis, If the need fér it should ever
arvise—which seens unlikely,

subpidies and Bounties.-~There is still another methed used to
conbrel prices and ensure an aderuate distribution of scarce resources—
one we spoke of earlierj thut is the use of bounties or subsidies=--payments
made Lo the proﬂucér o aspeed up production., They are hest used for
widely consumed commedities which are relatively essentisl, a rise in the
price of which weuld net only upset the price gystem but also cause h&rdship
anong the poorer people. The use of & croua company bto implement sube-
gidies has been mentioned, already.2

The possible use of subsidies and bounties %o encourage production

in certain lines in peacetine for defense purposes will he seen more clesrly

United States and Cansda, a report of a gpecial combined committee set up
by the Combined Froduction and Resources Board (Washington: U.S. Government
Printing 0ffice, September 1945) provides very detailed data on the changes
in congumption which were occassioned by the controls instigated in these
three countries during the last war.

2p. 32. Also note: n. 1, p. 30..
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_after'the section on industrial preparedneég‘ It 18 sufficlent to say
here, that they provide one of the easiest methods for the govermment to
maintein essential industry, wiiheat penalizing the consumer of the pro=-
duct of that industry for the preparedness. Instead, all the_peeple,p&j

- for the benefit through taxes, which seems to be a more equitable sgolution,
The payment of"ﬁnbsidigs is quite flexiﬁl&, nore o than 1s the sase with
tarifls for instance, é;d this is & further reason for their use, since

only the immediately essential and most worthy industries are benefited,

The genera1¥questign of governmental poliey goes much beyond the
national defence étéitude‘ We have‘seen.that 1ittle can actually be done
during peacetime to facilitate preparation programs, other than to lay
plane and aluays to coneider when Implementing peacetime measures their
effégt upon the defence situation. Public works pléna, especlally,
ghould be ecnsiéered with thig in mind,l For finaneisl and distributional
gitvations which may arise in the future, ﬁewever, one could expeect te
be able to do little but lay plans, After all government measures are the
flexible tools in our economic system, and the best, overall plan would
appear to be to keep them flexible, not nacessarily weighted on & wartime.
basis, The begt base for flexibility is pianning.

Government eperation of Industry alsc fiits into the scheme of
gontrol, ,it gerves to eliminate waste, ineffieiency, and sabotage in
essential industries. It is ¥ , ., . . designed to achleve results which
neither the politically possible pecuniary incentives nor the detalled

government regulation ean obtain from private man&gamentiﬂz The big question

1Far instance, & trans~Canads highway, or & ring of airports in
the north would be desirable publie works which also have congiderable
military importance,

2 .
Mendershausen, op. e¢it., p. 150.
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is whether government nperatisn-sf industryi&etually accomplishes this,
Thé regulation of manpower is alsgo an esseatial problem. How far should
regimentation go? Both the problems of industrial and labor mobilization

are so important and so complex that we shall deal with them in a separate

chapter,



CHAPTER IV
INDUSTRIAL PREPAREDNESS IN PEACETIME

 The problem of industrlal preparedness is made up of three

main aspects, There iz the mechanical problem of having the industrial
machinery organized so that the necessary wartime goods may be obtalned
ins hﬁrryq This is the basic purpose of all industrial ?eaeetime plan=
ning on defence groundss Closely allied to this problem is the questlon
of the international situation with regard to possible alliances for the
production of weapons; The third factor we shall comsider in this sec
~tion 1g the relation of labor to industry. Any program for production
mobilization must Include in its plans allowances for the peculiar prob=

lems of labor, the most important of the factors of production,

Industriel Mobilization

ment Gontrol,=~It is apparent that the change from the

guiding prineiples 5} a peacé to those of war economy makes it impos+
sible for private enterprisg to make ghe transition $peedily and then
carry on, without some degree of comprehensive control. For instance
during peacetime & firm will operate at the point of maximum profit; while
du?ing wartime maximum output should be the objeetlves Consequently no
one denleg that some means of co-ordinating and rearganizing, by means
effs@me controlling body, ié necessary. The question here is how much

gontrol is necessary and who will exerclse lt.

97
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There are geveral &ltérnatives, Public ounership 1s advanced as
a popgible golution. Then, the govermment could run industry exactly asg
it felt defence needs required., There would be no difficulty in getting
individusl firms to comply with requestsy sufficient co-ordination over
the whele industry would be provided., This idea would be particularly
applicable te new defence plants, or to sub-marginal firms in an essential
irdustry. Long terﬁ public ownership of essential utilities like rail-
roads; teleﬂraph companieg, and financial institubions may prcve benefi-
cial, Such ownership may be direct or | by meang of subsidies, the essential
factor belng that the govermment be iﬁ;ﬁ@ni?Ola Another proposal, public
management, would be advisable during é&rtime only vhen government managers
knew more about the business than priv;te ones (e,g. srmament industry),
a gituation which would not oceur often. Also, a change in key men at such
a oritical time would be dangerous, |

There is little, however; in most industries thal an enlightened
privaté management could not carry on equally as well as,; 1f not better than,
the gevérnment, provided they see the ﬁeed.' Industry wide co<ordimation
would perhaps be an advisable govermment control, but otherwise eo-operation
with and planning with the heads of private industry would provide just as
effiéiant an arrangement ag government ownership. GContrel which infringes
on the fewest liberties proves to be the most effective. "To achieve an
effieient war economy the govermment should restrict its activity to the
issuing of general rules or guiding principles and it should %o a high
extent rely on eltizen co-operation, Only where it cannot be obtained
are gtricter forms of control neeessary‘ﬂl A skeleton organization with

a broad outline plan is what is needed, for it is impossible to foresee

lMendershauaen, ops_cit., p. 82.
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the precise circumstances and reguirements of any future war. In (ansda,
the Canadian Industrial Preparedness Association is & group active in
planning within industry itself, uhile>the Eeonomic Regearch and Develop=
ment Branch of the Department of Trade and Commerce is laying overall plans
for the re-~implementation of an sctive goverﬁment controlling body to fune=
tion as the Wartime Frices and Trades Board did during the last war, should
guch & necessity arise. Thus, from the individwal firm to the integration
of all industries, detalled plans are belng laid for rapid transition teo
possible wartime needs., These plans are being kept ready and up to dates
and the gpirit of inter=firm, inter-industry, and govermment-management co=
operation which prevailé is indicative of the success of the arrangement.
We shall nrow examine the aids to suech planning and sﬁeeial problems which
nay arise.
+~The first thing

Ihe functions of industirisl defence planning

any plan must desl with is the distinction between essential and non-
espential industry, and fhe regultant pattern of the allocation of pro=
duetive resources. Should we, during an emergency, Tun the most effipient
plaﬁts only and close the others, or should we run all plants st partial
capacity? Of courge, if the Industry can be completely eliminated there
‘is no problem. But if non~essential production ig limited to one or

tuo producers, who can process all the available raw materials, then the
remainder of the ecapacity will be avallable for more egsential production.
The difficulty is that conversion, and resultant shifis of labor might
cause temporarily insurmountable problems, due to & shortege of housing,
for example. The complexity of the sltuation ghous the value of planning
ahead of time, The actual process of restricting the number of firms may

be done by (1) & merger, (2) the nucleus firm taking over and paying a
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pr@—dgtermix%d levy on profits, (3) one pocl firm producing all brands
and trade;maiks, {4) an agency agreement whereby all firms get a quota
of autpntfénd distribute it through normal channels. The problems of
conéervatéan and prierities, dealt with earlier are related to this -
q&astion,ﬁ.ﬁll Plrms must be impressed with»tha necessi%y.fér standardi-
zation and substitution practices, If top men ars transgferred from
givilian to war Indusiry, the best talent in the country will be en~
~ pié?ed, and, st the same tihe, there will be little danger of them re=
mgining‘a part of the govermment agencé'after their own industries re~
¢o§ar at the end of the war. Thus key industrial executives foram a aért
éf warsreservey managerial forces The more they are acquainted with the
problems they are likely to face, even if only to ﬁhs extent of their
piace in the overall plan, the more rapid and efficient any neceasaﬂyir
mobilization will bes At the same time they are, during és&ﬂetima, cafryh
ing on fully thelr peacetime function of producing regular goods and
services, |

In spite of & co=operative épirit in industry as a whole there
still exists, upon the outbreak of war, & natiomal reluctance to aceept
éérrcontraets, when more profitable alternatives exist. If, however, ‘
reasonable allowances are made so that no producer has to take grossly
unfair losses, the incentives, which during wartime enable iﬂdusﬁrj to
accept hardghips and organize supply to an extént unknown under pesacetine
éonditions, will prevail, For instence, if special depreciation allou~
ances were provided for plants built for defence purposes, the construe-

tion of much plants under private enterprise could be undertaken before

the actual emergency arose. PFPatriotlc moutives may inspire a businessman



101
to provide his services without charge, but he will hardly go so far as

to expose himself to certain loss. Any sueh loss should be shared by

. all and = method, such ag depreciation allowances, allows thie ‘sharing o

uhile_maintaiﬂing the benefits of private manspenent and incentive, Alge
appropriate government measures to facilitate the original finaneing of
new, war~pobential industrise would be most desirable. Ferha?s the Induste~
rial Development Bank could aduinister such a gcheme s one of its func-
blons. |

The form which production will take is also important. ©It is
generally possible to obtain excellent co~operation from industries in
widch the number of producers is swall and the feeling of publie respon-
pibility and the fear of off'ending those in politicsl power are well de-
veloped.“l Thus large, centralized industry with wmonopolistlc tendencies
is beneficial for wartiwe orgsnizstiovel needs, Powerful trade associa~
ticﬁs mgy»aceemplish the aéma end, However; go long as there remain &
large rumber of small producers, the policy of awerding defence contracte
to only & Tew large flrms is not wise, from a preperedness polnt of view.
If war occurg the capaciby of the small plants will be needed. ' Sub-con~
tracting enables them to get the experience during peaeétime, and during
vartinme reduces the amount of new bullding and movement of workers that
needs to be done. Often, however, the product of the swall producer does
not lend liself to sub-contracting——it may be more rapidly masg=produced.
Co~ordination of production may also become difficult. The snall pro-
ducer may yﬁn into wérking capital difficultiéa with a large order, Thus,
the job for the planning board in defence prepsration is to integrate

the facilities of small business, provide pome method by which they can '

l&piegel, op. cit., pe 215,
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poul searce resources, give they financial capital aid, and lay plans
for a comprehensive, co-~ordinated, sub-contraeting scheme which could
make the best use of all facilitias, 1arge and small, It Is diffieult
to find a plant to perform certain key tasks. 4 echeme, which in anti-
cipation of these bottlenecks by one means or ancother provided for thelr
solution when the need arose, would be essential,

The practice of placing "education® or “phantom® orders with
industries, so that they may be famillar with the problems of the prann
éucﬁioé of war materials and be ready to mushroom eﬁp&nsien on ghort no-
tice, is another effective move 1n preparisg industyy. . This scheme 1s
particulerly valuable for those ﬁndustries which produce capital goods
and tools. In Canada, the purchase ef_the Canadian, all weather fighter,
XFi100, from thé A,V Roe flrm; the production of the F86 by Canadair,
and the recent placement of large orders for radar equipment with Canadian
fivas are indleabive of this poliey.

In the United Stabtesg it 1s cabimated that actions for speeding
‘up supply similar to those we have been outlining, "will save the nation
from gix months te a year in any future mabilization.“l

Organlzation of demand 1s just as lupertant as orgenizstion of
supply., In Canada the defence department has beccus one of the blggest
single buyers In the natlon, It 1s luportant that different branches
of the government services do not compete with each other in the market.
Public factorles may be used as a yardstick to check on exhorbitant prices
eﬁargad by private producers. A central purchaging agency, which has a

general ides of all requirements and information on all orders, to reduce

1 - :
E. V. Hickey, An Address; National Security Resources Board
Release Ne. 94, (Washington: February 21, 1949).
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overlapping and to make full utilization of available supply is desirable,
Such an sgency exisis in Canada, since this wartiﬁe fnngtian‘af the Depart~
ment of Munitions and Supply hag been teken over by the Canadisn Comwsercial
Corporation, The most prashical scheme, under actual wartime conditiong,
is to sel up a control unit for each branch of irdustry, The experience
of the lagt war kas been and will te of great value in sgetting up all theae
plans for crgarising both demand and 5nﬁyly of war necesslties,

One of the most controversisl questions of present day Industrial
planning is the strategle location of industry. The point is %ﬁat by re-

dvcing the concentratios of vital industry as nmuch as possible we reduce

€

the vulnerability of ouxr economy,; te alr attack generally and the atonmie
bomk particularly, This would be accomplished, in effscl; by "o gystematic
attonpt to reduce fire hagards and tr&ffié congestlon; to faclilliiate access
and egress; and Lo provide more fresh air, gonlight, and apace,“l Thesge
ohjects are also of peacetime benefit, There ls an incressing trend of
industry to Ibcate\in puburban distriets. This shovld be encorraged,
peneral process seems to be that of a decline in the rate of growth

of industry in urban centrep and ar inerease in rate of growth in rural
areas, He must be careful not to go teo far In thié plan hovevery ¥ .

. o« it is immoral and infamous for ue 0 . . . divert cur neens and

our cnergles into sveh proposels as pubting steel mills underground, and
dislceating our economy in an attenmpt to gain, at least, partial rrotee-
ticn from an uncertain hazard."2 Any wholesale uprooting movenent of a

greater degree than encouraging the materisl spreading out of the population

1 ' : .
Re J. Watking, An Address, National Security Resources Board
Relsase No. 99, (Washinptom: March 29, 1949),

“Commi 381 0nar Pike, Atomic Energy Commission, quoted, Ibid,
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would result in probleme of waste housing, transportation and communication,
and so on. Thus, decentralization is a nolicy we can encourage from a
purely social point of view, Inadditicn to the defence motive; but it
can only be a gradual movement, like all gocial changes,

This raises the lmportant consideration of transportation and com=-
munication organization which is fundamentelly tied up with industry. Ralle-
rouads; trucking facilities, airlines, ships, and pipe lines all must be
obgserved from the viewpoint of their use in wartime. Obvious botitlenscks
should be dealt with if possible, The railroad system around Halifex is
an example of complex planning that was of great value. To-dey there is
no available slack of telephone equipment in spite of huge expansionsg in
the service, Arn emsrgsncy would necegsiiate some present users being cut
off which would be bound to plow down productiong, to some degree, Small
items, like the intrcduction of the tuenty=four hour clock, would alse
be of gome agsistance in peace s well as war, Trangportation facilities
and storage provisions must be carefully integrated,

Agriculture iz a little different than most in&usﬁries bhut its
product is just és egasential, Consequently, a plaming comittee which
eould allocate the preduction of crops so as %o oblain what is needed
nost would be of value in wartime. Such a commitiee might have purely
peacetine economic benefits as well,

Canadian Wartime Planping Experience.--As an example of the ex-

perience Canada has to draw on for the administration of the mobilization
of her industrisl powers, we may oxamine a few highlights of Woerld War I1
procedure., lwhen wer broke out Canada had little actval vwar materisl pro-

ducing equipment but a fair amount of capacity capable of producing such

A. F, Plumtre, op, cit., Chap. 1.
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equipment, There was little capaelity for aireraft, guns large ships, ex-
plosives, good cosly or oll products aveilable. There was a considerable
supply of metals and some military vehicles, Elaeﬁrie pouer waé plenti~
ful but soon ran short. To-day the regources picture is brighter, espec~
iglly in the airer&ft»and 0il industries, and scon will be improved in so
far ag power resources are coneerned., There are still marked shortages
of requirements in sgome flslds, however,

~ The first procedure in govermment purchasing was the letting of
eénﬁracts on a competetive basis, indieatiag that; early demands were
for ordinarily produced goods, profits were good, and some unused capa~
city was available. Such a favorable situation could not be @xpectéd
during the next war. Varicus types of contracts, such as "eost plus &
fixed priece" and %ost plus”, were used in situations where the manufactorer
might be asked to produee something for which he had no idea what the
cost would be. As needs became more war«like the Wartime Prices and
Trades Board aected as the initiating, organizing, and purchasing body.
Its leaders came from business, and it built up by experience a compre=~
hengive seheme from a bare original outline, a system which will be in-
valuable in the event of fubture need, |

Wartine eérpmratians were established to look after housing,

aireraft and ship production, and armament iﬁaustriea‘l iﬂne of the main
problems which arose was the readjustment of production to British speci~
fleations, when regular ones were just as good 1f not better. The lack
of capacity was deall with by the appointment of controllers for separate

industries. Sub-contracting was used éxtensively and big firms vere,

leﬁg‘ Small Arms Ltd., Research Enterpriges Ltd.
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as stated before, found much sagler to deal with and more pétrictieally
regpongive., Much of the machinery needed had to come from the United
States. The govarﬁment retained ownership in such machinery, which
eliminated for the industry the problem of uncertsainty, avoided amorti=-
zation difficulties, and eliminated excuges fbr high profits. There was
amazing agreement on fhe policy of governmental financing and ounership
of war-productlon, capital squipment.

Actually, Canada Just got really organized towards the end of
the war, but all the experience geined in this erganization of the economy,
plug improvements in what she has to start with in the way of greater
industrial regources and plamning, seem to ensure s much more rapid
t?&ﬁ&itigﬂ to full war production in the event of ancther war. We must
not forget, however, that it is the comparative picture with ones prog=

pective enemy that really counts.

Labor and Prepéredﬁess

In any mobilization of industrial resources for defence pur=
poses there are certain problems which are peeuliar to labor. The main
question in wertime ig how best to organize all workers for their maxi=
mum contribution to the national effort, and, at the same time, how to
hold in trust the‘rights they have éained in pre~war times, until pesce
returns. Thus any peacetime poliey must be designed to faeilitate the
rapid solution of this problem, should the need arise,

in all countries during the lasgt war, a_form-cf government re~
gulatioﬁ wag found necessary. In Canada, the National Selective Serviece

was set up. It had several principles and purposes:

lL. E. Westman, "The Principles of National Selective Sarviﬁe,“
¥ar and Reconstruction, Some Cansdian Issues, ed. A.R. M, Lower and J. F,
Parkinson (Torento: Ryerson, 1942).
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1., To determine the type of supply ef, and the type of demand for, labor;
and through the use of priorities, under which each employer knew
who was dispensable and who was not, to direect supply to fulfill
requirements.

2, To make full use of the marginsl workers available and to faeilitats
training,

3. To investigate matiters affeeting publie and industrial healths to
increase supply of workers and to reduce sbgenteeism,

4e¢ To further personnel relations in oxrder to ﬁrcmata efficiency, and -

to reduce turnover through the analysis and mitigation of thelr causes~— .

such ag transportation, houslng, wages, and domestic difficulties.
5. Persussion is the best method of carrying out dvties, but compulsion
- must be used if necessary. |
_ b, Eﬁrala must be maintained through usuel propagsnda channels,
T national balance=~and an evsrall, ally balance--must be worked out
with key, technical labor, as with ather commodities.
To~day the!: Eatiaﬂal Employment Service has taken over this Job., It is
able to carry on many of the functiona ef‘its predecessor although there
is no opportunity of compulsion other than that provided under the Unem=
ployment Insurance Act, It has the opportunity to investigate and plan
as wellias increase the peacetime mobility of labor. It provides a work-
ing body which should be able to act immediately if necessary, from a
defence po%at of view. ‘ ‘
Skilléd workers are the essential need in wartime, espeecially
universlty trained selentlsts, and techniclans, tradesmen, and hechanies,
as well as skilled management. It was necessary during the last war io

train over one hundred thousand workers in speeclal technical and industrial
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scheels. Although the exact need is difficult to forecast, some such
program during peacetime sponsored by industry or the government, would
be of great strategilc value, The large number of scientists in Canadian
Universities, plus the important activities of the Defence Regearch Board,
help to keep some supply of technical men scquainted with defence problens.,
Algo, there are certain industries which expand tremendously during war-
time=-mining, for instance. IV is thus essential to tréin men in these
eécupatians, even if they do not remain in them. Thils would give a war
labor force which would be saméwhat the counterpart of a reserve army.
Baefore the last war there was about twenty per cent of the labor
force unemployed., This group was largely msde up of uﬁskilled laborers,
Even go, because of their natural mechanical inclinstion it was not necesaw
ary, until early in 1942, to transform the Canadian economy to the point
of drastieally disturbing the lives of the entire population, ﬁé a result,
it has been preéesed by some that it might be advisable for defence pur=-
poses to have & large nueleus of unemployed workers whe could instantly
be absorbed into war industry. This is not only a scelally undesirable
situation but is alsgo based on a false idea of its defence merits. For,
if the purpese of an unemployed labor foree is to faclilitate speedy mob=
jlization, an effeetive inventory of unessential; employed workers wowld
be more accurate as to gkill, and the present machinery of the Hational
Employment Service would allow just as rapid and & more effecient trans-
fer of workers. Also no worker ever beeame gkilled while he was unemployéd.
Indeed the exact opposite may ocour. The mofe people we can keep employed
the more active industrial capacity we will have and the more gkilled la=
bor forece we will have. Thus, go far as defence and peacetime sceisl

motives are concerned, full employment 1s the best situation.
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In any plan for labor mobilization the armed forces must not
be forgotten, In June 1940, the National Resources Mobilization Act
gave the Domifiion government the rigﬁt to require, "persons to place
themgelves, their services, and their property, at the serve of His
Eajeaty“g limited only in that military service outside of Canada was
not requived, Over a million men and about forty~five thousand women
gerved in the armed fcrees,l With a group of such a size the diffi=
culty of duplication of qvalificatiens is bound to arise, If possible
some meang of discouraging essentlal industrisl personmel from bhecoming
key men in the armed forces should be deveiaped to limit this duplica~-
tion, although for integration purposes it may be déairgble in some ca8e8,

So far we have considered the orgéniéatiﬁn éf labor pufely from
the point of view of attaining maximum production. iiabor, howevery
as a,resonfce presents a speclal problem in that iteis also a human ferce‘
This causes certain peculiar situaiions with regarditc many of the eco=
nomie processess that we have.considered;; For instaneé, a small wage
riée may provide the necessary incentive for greater production, but
it may also have substantial reps$cgssious on thgrrest-of the economys
Thus Gontrol of vages is required, Now laber will agree to the logic
in this argument but at the same time feels that iﬁcraésed costs should "
be cévefad by a eost—ofﬁliving'banusg' This has the saﬁe effect as in=
créasinngages in sofhr as inflation is originated.

Unions bave no desire to hiﬁder any work in an emergency, but
they have no intention of surrendering conditions, established after
long years of effort, until the necessity for such action is shoun, For

example extra shifts rather than longer hours are desired, where possibie.

lDepartment of National Defence, Canada's Defence , ops c¢ites po 4.
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Established safegunrds for the health and safety of the workers are nob
to be abolished and suspenaion of other labor conditions should be only
& lagh resort Lo speed up war production. The maintenance of a high
level of industrial morale is one of the key factors in obtaining a
high production level, Thus, organized labor by its watchfulness eab
avold the imposition of conditions which might easily cause serious die~
ruption of iéduatrial relations in peace or war., There ig often the
tendency to go after labor disproportionately for the necessery increase
in effort because this is the caslest usy of getting more cutput. An
investigation as to just vhere equal sacrifice from all sagmentsAéf
acciaty eccufs would be of iﬁeétimable value for our peacetime econonmy |
as well as for distfibﬁticﬁ the war burden, Indeed, any investigatlon
in the ficld of seci&l-ecomémie relations would be of benefit for all
agefence plans, |

During the last wer the Indaairial Disputes Goﬁmissian uas set
up to insure immediate conciliation and sebtlements so as to avoid atrikes
and lockouts. The necessary flexibility of the system cauvsed a great |
deal of administrative trouble and wide variations in the gettlements:
arrived at, &uch & department would be indeed valusble in peacetime as
well as wartime, Any means which can be used to reduce friction betusen
labor and management will strengthen the industrial system and hence be
advantageous for defence purpeses. However, any government sction as a
eonciliation agent is bound to result in friction between the government
and labor, During the last war the mein cbjection was that labor had no
voice in'the mobllization program. Certain legislation, especislly that
concerning strikes, mede labor feel the government, was not being fair.

The belief that low price contracts were made peselble through
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vietimization of lsbor was prevalent, Alsé, 1t did not seem logical to
labor that strikes should be outlawed on the bagis of war necessity when
the production of luxury goods was kept on. The solution would appear
“to be to give labor a voice in mobilization plans and procedures. For in-
stance a labor éepreaentatiVe on the comnittee set up to advige the
HMinlster of National Defence and the Defence Committee of the Cabinet
on matters of industrial organization would be of considerable asgsiae
tance in reassuring labor -that theii problems were getting a fair hearing.

4n enlightened leadership of a strongly unionized labor force
would present the ideal conditions for the preparastion of labor for
defence. It 1s true that there is & danger that unions could become
dominated by subversive groups, but 1f that danger‘is real enough to
preseﬁt iteelf under such circumgtences then the country is dis-united
and weak, and may he defeated anyway.

A Dominion wide labor legislation scheme would alsgo agsist in
standerdizing labor conditions between the provinces., There would then
be no tendency to penalize those provinces with ﬁcre benefieial labo§
legislation in the awarding of contracts, and labor organization weunld
be facilitated. -

In conclusion, then, we saynthat any planning poliey which can
reduce friction in the industrial machine and can increase officlency
by making all the agents of production, and especially Jabor, feel that
they are getting fair treatment--such a poliey will increase the in=-
dustrial potential of the nation with the resultant benefits in both war

and peace,
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international Industriel Co-operation

The type of industrial organization which ls aet up by any nation
depends, to & large extent, on to what degree ghe intends to be self-
sufficient. Protection by self-gufficiency, although expengive, is felt
by some to be essential for defence. However, in wartime the extra
produetion provided by geographical specialization ls urgently needed,
Thus, if trade can possibly be carried on in wartime, a freeitrade policy
ip mest advantageous as a long run pelicy for war preparatign.‘ There
is some truth in the argument that tariffs by, providing protection for
egsential industries, enable a nation to bulld up & more balanced economy,
Therefore, a certain degree of such control over international trade is
- perhaps desirable although, as mentioned sbove, too much control defeats
its own purpcéé. In wartime, what generally happens is that a gqverﬁment
monopoly of foreign trade is establighed, In some nations this is carried
on in peacetime, also. Such a policy of control mey be advissble dur~
ing peacetime to bring gradually lnto being less restrictive tarlff
measures, such ag those advocated by the International Trade Organiszation,
but if it leads to greater overall restriction the methﬁ& ig not advanta-
geous, especially for Canada.Ab tﬁe present time Canade is acting on the
&ssﬂmpti§n of the eventual restoration of relatively free trade, There
is & hard core of international resistance, however, to any definite
commitments on thé reduction of natiomal controlling powers. World wide
trade co=operation isg a rather idealistic assumption on which to hase
any economic planning, espeeially for defencs.

However, it is quite concelvable that trading arrangements for
wartime use could be worked out with some or all of a nation's allies,

That is, each nation would preduce, or plan to produce, thalt part of the
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war equipment wh%eh it was best able to produce, in that way ensurlng
largef and less expensive production, HNaturally, one must be certein
of the capability and integriﬁy of ones allies before entering on such
a plan, and transportaticon problems must not be too difficult. Thus,
the difficulty and uncertainty of internationsl commltmente decrease
thelr value, to a certein extent.

With respect to international alliances, Canada has two natural
partners in the United States and Great Britain, as well ag certaln
arrangements, vhich we will not discuss here, under the North Atlantic
Pacts In s joint declaration by Ganada and the United States, made by
the Prime Minister in the Houge of Qommons on February 12, 1947, it was
stated-that, Uin the Interests of efficiencyAaad economy, each govern=
ment hag decided that its national defence establishment shall, to the
extent authorized by law, continue to collaborate for peacetime Joint
- gecurity pUPpOSEB.“l Co~operation on more than a strategic and mili=-
tary level is desirable and present. Under the Joint ﬁnited Btateg=-
Canade Industrial Mobilization Flanning Committee the two govermments
BT ezchgﬁging information on problems of mutual interest, concerning
the industrial pl&nning-agtivities of the two countries. A long term
production 5ched?1? for both canntries would be advisable, with arrange=
ments such &g existed under the Hyde Park Agreement during the war.. In=-
dications of su&h action are present in the recent move te introduce a
degrec of standardizstion in militery equipment; a move whieh should
Be of advantage to both countries. A4 closer integration of the American

and Canadian economies would appear to be a degirable defenee move.

1
Department of National Defence, Canadal’s Defence, op. cit., p. 37.
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Canada hopes beth-tu atrengthen her defensive posltion and {to Inmprove
her trading situation with United States. The long~term, common under=
standing of the two nations and the lack of any significant ﬁrﬂﬁspor*
tation problems make this allisnce a very feasible one. Indeed, itrang-
Aportaticn difficulties may actually be reduced if the eastern and western
seationg of éach gountry bscome more economically integrated., The obw
stacle of the divergent interests of certain groups apd districts is
parhaps one of the greatect potential difficuliles, sne-mhiﬁh fa regula=
~vly illustrated on the floor of Corgress, .regarding such matiers as the
St. Lavwrence Waterway Froject,

Génada*s defence tiep uith Britaln are historieally much older
then those with the United States, Tow=day, however, attention hag
ghifted from the problem of how Canada can supplementvﬁri%ain’sbdefeﬁce
force,'tc the problem of how the tuwo counitries can work out a mutually
supporting scheme for the production of war materials. COne of the big«
gest problems here is that American and British equipunent and standards
sre not the zame. Thus, if Carada ig to work out a defence plan with
both of these natlons, it is greatly in her interest to promote Amerigan-
British starndardization., Until this end is aacomplished difficnlties
—-~guch as the gquestion of deciding on whether to have an American or
British jet plane and the ungatisfactory result of ending up with both,
plus one of her own--will continmully arise, resulting in economic waste
and military volrerability. The transportation situation bebween Britain
and Canada is much more acute and any substantial Interdependence bet-
ween these two countries, for unigue weapong and supplies, would he de~"

eidedly risky. Canada should so design her defensive trade relations

with Britain so as to be able, in an emergency, to get along without her

support, It should be remembered that a fairly small rate of loss in
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trangportation wonld soon eiiminate any eccnomic ad%antage in specialized
production, Britaints predicamcut in this situation is more eritical
than that of Cenadea, since she ecan be cut off from both Canada and the
United States. |

There are certain defence facilities for which national sneciali-
zation within an internetional sllisnce ig more applicable thsn produg=
tlons by each membsr, and it might be advisable to mentlon one or two of
thew here 1o show fields in which apecislization and eco~operation may
be extended considerably, Capada for instance ¢ould easily train all
‘ the ajr crews for the western allies under a scheme gimllar to the
. Commonwealth Air Training Flan, which showed its workability under the
gtress of var. There are also long range implications that Caneda will
becone & shipbuildiﬁg arpenal, It 1ittle matiers where the ghips ars
built, they are mobile by function and conssquently national concen=
tration of production creates little strategic hamard, especially if the
nation supposed to be least likely to atback is chosen ag the production
peint for such commoditiles.

The key to inbernational strategic aidg and economles lies in
the inieiligenﬁ co~operation among potential allies. It is useless to
expect perfect co-ordination and instant solution to the problems, but,
at the same Hime, it is wnwlse to ignore the opportunity to promoie those
defence measures which would provide greater security in time of war,
through a more efficlient fighting forece, while furthering the opportunity
of world peace, through the introduction of at least some co-operation
in the world,

It is the job of the defence planner to ses that plans are ready
when the time comes so that the fullest use may be made .of the combined

industrial forces within an economy and within an alliance.



CHAPTER V

CORCLUSICY

¥We have completed our formal lnvestigation of the economic
gide of national defence. It remeins now to exsmine our Ffindlngs in
an ¢ffort to present a program which may gulde our particular defence
actions to conform to some general patbern, Houwever, we ilmmediately
mugt face the fapgt that the study of nationgl defence seemingly ralses
more guesbions than 1t solves, Many of these guestions which are in-
troduced can be answered only at the precise time of implementation of
the program~=that is they depend en the enviremmentsl variable. Otheras
can be answered only in retrospeet, It is felt, with the latter type
especially, that more is accomplizhed hy merely raising the quea%ioﬁ and
puinting out the problem, than by trying to hazard one opinion where a~-
nother would be squally valid. There seemg, so often to~day, 1o bo a tenw
dency to disgulse the wain prineiples with detail 4o such an extent that we
lose sgight of the Pundamentel ainms., Purticﬁiérily, in the field of defence,
are the strategle and politiecal arguments liable to direct our attention
towvards factors which are of no fﬁﬁﬁamental significance,

The first thing we noted was the'eﬁcnomic requirements for wars,
An energetic population is needed to fight a war and to preduce the goods
necessary to carry on wmodern warfere., A sufficlent supply of strategie
ray materisls and & vell~developed irdurtrial plant are ideal in further=
ing the high production objeetive, We fourd that the geography of a
country presents ecertain strategiec ard politieal complications, as well

116
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ag being Important in determining the available gupply of raﬁ materials,

A1l countries have & specifiec pattern and amount of these resours

cos at any one time. Some resources can be varied on a large scale; some

can be varied partially; some cannot be varied at ally but all variation
is eseential in the long run, For ingtance, it would take decades
under normal clreumgtances te appreciably alter industrial capaeity or
the eizne and distribution of the population. Conségnently, if any sheps
are taken to sbrengthen a counbtry by improving ite sitvation wiih regard
to any of these rescurces a long run plan is necegsary—-e plan which
goos on, war or peage, and is altered only by a change In the furda-
mental situation as regards the likelihood of war and pesce.

Thug, our attitude in dealing with long run problems iz directly
depandent upon the probabdlity of war. Upon eyamination we found that
the causes of war are mapy and varied but can be surmarized as elther
econonic or social. The relztive Importance of these two types is un~
eortain but from oubuard ex&miﬁation it would appear that regaréleSS of

L% Ead
i

types the factors lesding lo war are gtill very active., Carn the forces
of peace oyercome these factors before snother war oceurs? This is one

of the rstrogpective questions mentioned shove and cannot be arsvwered

¥

definltely. Howsver, frow our investigation of the present situ&ticn

and the possibility, however remote, of ths success of the United Iations
in succuraging co-operation, education, and a world police force, we saw
that forces are definitely at work and could perhaps eveniuslly be
powerful enough to overceme the causes of war.. Yot 2t pregent it would
geen to be folly to sssume that wsy ig impossiiﬂe, cr even improbable,

This is the fundamental tenor on which our whole long yun anelysis is

baged, If it should change, any long run objectives which we arrive at

;-
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will have %o be changed to coincide with the new situation.

What can we conclule about the long run policieg? The first
question raiged is whether defence is worthwﬁils at all. Would it be
bettér to surrender than fight? In attempting to answer this questibn
from an geopomic polnt of view, we made an Invegtigution of the costs
of war and proved that, egﬁnomically gpeaking, war lg nol worth whils.

A further Investigntlion shoved the veason for any future war would appear
to be hased on the idea of the pgreservatlon of individual rights, as

opposed te the ri hts of the state. BSo long as the bemefils that the

-

people obtain  in followlng their chosen principles are greater bthan

the counwale ana cocial losses which are sustainsd in lhelr protec~

S

tilon; 1t ssems that war will continue, The only sclubion short of war

ok

would seem to be to persusde all the nabtiohs of the world.tﬁaﬁ war is
a very wasbteful way of seltling differences. Thus, owr Tirst long run
objective ig as we have vilen stated the pressrveiion and promoltlon of
pusce, |

In considering the long runm plang for increasing the war-psten-
tial, the answer does not seem 0 elear, however. For instance, should
we resbrict Lhe use of resources In peacstime so that they will be readily
available to put into war production if the nsed srises? Should ws
carry on guch restrictions, te the point of interfering in the workings
of the peacetlme economy, to provide for an uncertain eventuality? tThe
problen in dealing with all war potential resources boils doun to decid=
ing on the degree of regular control which should be implemented by the

goverment for purely defence purposeg.

This in tern introduces the fact that in preparing for defence,
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measures nmey be imposed that violate the rights which the nation is
preparing to defend. All we can say is that any long run defence mea-
sure which does not fundamentally interfere with the pescetime way of
life of a nation is governed by the amount of premium that the nation
is willing to pay for the degree of war iﬂauraﬁee, in the way of pre~
vention and protectlon, which ig offered. Once, however, a nation goes
to war the main objective is to @iﬁ that war, and ﬁll.measures are
degigned in cansideraﬁio& of thig ultimate vieu.

The policy which we ocutline in the body of the thesis roughly
aunounts 0 setting up & long run scheme for obtaining defence objectives
and, alt the same time, to considering short run methods of increasing
and speeding up production and distribution, with what production fae- -
tors we have at any glven time, We have noted some of the long run
procedures, Let us now consider the short run objects and mstﬁcds.

In our ilavestigation ag to what ue comld do to facilitate the
use of the resources available in the short run, we saw an advantage in
setting up & plarning mechanism, It is not possible to inﬁiantly inerease
what we physieally have on hand vwhen wer bresks out, but we can plan,
ahead of timé, the best way to allcsate_ané uge what we do have, Ue
#ay the place of finsneial poliey was merely to smooth out the transition
stage, keep up morale, and distribute the burden of war in a reasonable
way. Other administrative measures guch as ratloning, commandeering,
and priorities are desligned to distribute what 1s available in the most
efficient mgnner. Subsidies bountles and price control ssrve the dual
purpose of encouraging production in certain lines, while avoiding the

economic and pegychological evils of inflation.
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To thle extent most of these measurss_aré fairly simple, Bub
’wheh ghould they be igpcsed? Our analysis would lead us to belleve as
goon as possible~-that would mean avtomatieally upon the commeuncement of
war., This introduces an adwinistrative problem, Even if the program
is set down to the last detail on paper, it will still take time to guther
offieiels to carry on this sontrol work.. Should we keep a siaff of
trained eivil gservants who are primarilygyaiting to adwinister such
e program == a gituation analogons to tbé pernanent armed forces? In all

ceses like this one yg ruet find what ig desivable ond yhat is feasible

and regoneile the situation to the best overs1l advantspe,

Another question which arises in comnection with fivanecisl
considerstiong is whether we should run e budget surplus inr pescebine
to may for war and o increase the finanecisl rescu?eés avéilable at thg
‘tine of war. fven 1f this iden is valid and desirabhle would it be
poseible to maintain a surplus over a Jenpthy peried of time? The prob-
len of pubsidlging defence industries is also important. Houw mmeh of
the defence burden can a nation absors in peacetime without endangsring
the econony or destroying the morale of the people? Where the line should
be drawn between self=sufficlency and national spescislization is the
larger problem, which depends on so meny factors that it is iﬁpaﬂsihle
to even sttewpt an ansuaer.

Another phage of our diseussicn deals with industrial potentlal
and industrial mobilization. Again both long and short run policles ave
intreduced, Houw can we inerease what we heve in the way of potential,
and how can we speed up the mobllization of all avallable factors? Here
the andar is planﬁing and more planning, The difficultles of changing

the technigques of business, when the messure of success becomes size of
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output not slze of profit, and of the subj&ctibnvef nanagerial staffs to
the red tape of government departmaﬁts, are no less ée&l hecause of their
intanglbility. These problems vill he very difficult to solve without
patlence and co-operation between govermment, ;anagament, and lsbor,

In consgidering any preparedness scheme, we must enquire ag to
the validity of the comtention that an ecenomy, completely organized
and keyed up throughout the peace, uses up all ite hidden stock and
energy which are so sassential $o a prolonged war, Was this a cootri-
buting factor to the downfall of Cermany and the slow postwar recovery
of Britain?

| The contribution of organized labhor Lo the war was also noted.

In this area every problem geems to hinge not on the idea of labor;
or any other group, doing more than its share, but that the group is
Fforced to &Q more than its share, This is one scurce of friection which
can be eliminated during the peace, so that it will not add to our troubles
if war ocours. To give all interests a say in the planning, bo streass
the need for éa*mparatian, and to get them Lo agree among thempelves,
are importent objectives. A natlon that lives In voluntary economic harmony
during pescetime will have no ftrouble in mobilizing the maximum contri-
‘bution from all classes in time of war. Too much strategy sheuld not be
based on the economic estimate of what can be done, Under emergency
conditions more then is believable can be accomplished. Anything that
can be done to improve the accuracy of the estimate of cur industrial
notential is, of courge, all to the good.

The relation between unemplcyment and the mobilization of labor
is controversgial, and only experience will prove whether thoze who claim

that full employment during peacetime lIncreases the mobility and skill



122
of the labor force and hence the war potential, are juatified,

International economie cowoperation for the purgsse of defence
wae outlined. There ié no doubt that, under peecetime conditions, such
-3 move'ﬁhrough allowing epecialization increases the way ;etenti&i and;
decresseg the cost. The ouestlon we have to angwer is whether the in-
ereage in rigk during wartime offsets this advantage. International
sconomie defence co-operation seems valid to & point--where that polnt
iz cresates the problem, Perhaps any aliiaﬂee of this type may be re~
garded ag at 1east‘a good omen, indicating partial internationsl co~
operation and & step toward anoverall economic allisnce.

 Strategle or military developments can easlly upsel any of our
economie plans (e.g, the new type of submarine vhich, from all accounts,
hag not yet been effectively challepged by surface vessels, mlight mean
a great rsduction in ocean shipping). Ag a result production of war
goods ahead of time is lisble to be wastedy yet a certalh amount of
such production is essential for rapid mobilization. Again, where do
we draw the line? The more we proceed; the more apparent it becomes that
any direct defensive efforts in the form of preparation for war are ’
likely to be of little or no use when war finally comes.

At the beginning of this chapter, we mentioned the poseibility
that eertain general gulding prinéiplea~*eertain fundamental aims--night
be adopted which we can follow in considering short or leng run economic
problems, regardless of the conditions of the time, From our subsequent
analysis it is obvious that there are not many which fell into this cete-
gory, but we may list a few illustrative onem
_i. The fundemental sim of all defence poliey 1ls to provide the greatest

real gatisfaction to the people of the nation in both peace and war,
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No expenditure on defence, or permanent regulation to further de=
fence objectives, should be imposed unless the majaritybfeelfthat

it is worth while and desirable, in the long run.

2, Abgolutg securlty is unobtairable, What we can obtain is reasen&bie

e

5.

Planning is the most essential and most feasible aspect of all -

security which exlsts vhen we have such powerful military and ine

dustrial forces that it would be foolhardy for an agressor to attack,

#nd yet forces not so strong that their maintenance would gap our
national strength and exhaust our resources.

Eeconomie measures should be primerily based on eivilian, peacetime
needs but should alse consider defence demandss not primarily based

on wartime needs with peacetime beneflits as incldental considerations.
Any measure which inereases gg—épsfgtisg, ralses morale, or satisfies .
wants, furthers the defensive ende of & country by creating the

human deglire and splrit to defend the natlonal way of life.

defence programs., In anemergency accurate, up-to-date plens can

be implemented with amazing rapidity. Government planning iz essen~

tial for co-ordination, and private plamning where detail is involw

_ wved, is scourate and very valuable. Naturally any radical strategic

or technologlcal development, such as the atomic bomb, must immedia-
tely be allowed for in all plans. It ie easier and less expensive
to keep plans up to date than equipment.

Pesce is the baslce answer to all defenee problems—-an assured peace,

With such a state all the problems of defence, esconomic or othervise,

- fade away., Thus, the most important leng run function of defence

poliey is to work for peace.

In the final analyeis, what does this mean in terms of prepent
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procedure in Canada? Obviougly 1t ig impossible to point out all the
plans Canada should make, and everything she should try to do. 4 few
11lustrative points will explain the possible range her defensivg moves
nay take. Primarily, the maxims listed above should be applied, This ""
méans on one hand a complete gystem ef eggential mobllization plans and
aﬂzthe other, active support of the Uﬁiteé Bations, The North Atlantic.
powers should work in econcumie agreement to the extent that is strateglo~=
ally adviaable, and Canada should sapport this jdean of the,Atlantie Pact.
Alsa & decision betwean the use of either British or American equipment;
or better still, & campaign for British-Amsrican standardisation, is f
n&gesaary imnediately, 1f Canada is' to be in any way prepared to maat.Jga
aﬁ‘émérsenev. Foftun&%ely Caﬁadafs‘reSQHree §iatﬁie isy in general,
feirly bright, but it is essential that any gaps be fillad in by steekﬁ
piling or tradg agreenents with allies, 48 soon as possible, '§

The chief difficulty in all defence messures is of course that 1
we cannot tell,ﬁhdt is being acccmpilshed by them until it is-%eoLlatew~
to de anything about it, Are our armed foreces efficient? Are ve g&t*
ting our moneyts worth out of them? Are they large enongh? Are we spsﬁdw
ing too much, or not enough, on defence research? Is the emphasis: on e
the Air Force out of line? These are gquestions no one can really
aaawer except 1n retrospect and on which strategic experts can hazerd
951$¢& guess. The purpose of economic anelysis is to strive to show _
:ﬁéé,;elaﬁive economic gaing and losses of any such action, The<fin&i: »
&aﬁisien,is however rarely made on purely economic grounds. All Gan&&é
eag-dg_ia, within the bounds of the maxims we have given, te place her

trust in-the skill of her strategie, military, and diplomatic leaders

and in the planning and patrietism of her inmdustrizl leaders, to sel the
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‘beat courge possible, and to alter ihe course iné&lligently &g con-
ditions change; and to support the deeisiéﬂs ofs #nd the program laid
down by, these men. IMistakes will be made but we mey hope an enlighbened
world will make fever as time goes on, In concluding a summery of Canada's
program, the dual objective of all defence policy can be statéd once
again:

Strive for peace; be prepared for warl
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